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Introduction

The economic toll of COVID-19 on America’s small businesses is acute and ongoing. Uncertainty related
to public health protocols, consumer demand, technology adoption, supply chains, and government relief
programs has upended the operating environment for small firms that frequently lived on the financial
margins even before the pandemic.” This is especially true for small firms owned by people 45 and older,
which saw significant closures in spring 2020 and whose numbers remain well below pre-pandemic
levels. Among people of color, the drop was even more stark.?

Business ownership has the potential to be a financial bulwark, especially for business owners of color.?
Age 45+ business owners entered the pandemic with much stronger financial cushions than similar age
employees and business owners under the age of 45. However, our analysis of survey data for small
employer firms* collected in late 2020 and detailed interviews with 25 business owners® finds that older
small business owners, and particularly business owners of color, had difficulty accessing funds to stay
open and have experienced significant personal financial hardship during the pandemic. The future of
these businesses—and the owners’ personal financial lives—is particularly salient, given that they are the
lion’s share of small businesses.

Overall, we find:

'I Business owners, particularly those aged 45+, tend to hold more assets and savings than their
traditionally employed peers. However, the COVID-19 pandemic has caused significant financial
strain, which has not only impacted their businesses but has also eaten into their personal assets.

2 Going into the pandemic, not all older small business owners were starting with similar financial
cushions. Self-employed people of color had fewer assets and savings than their white counter-
parts. Their firms were also less likely to be financially healthy.

3 During the pandemic, older entrepreneurs have seen a more dramatic decline in active business
ownership than their younger counterparts. The drop has been even steeper for older entrepreneurs
of color and particularly pronounced among Asian business owners.

4 Applications for PPP funds among older small business owners were predominantly for small-
dollar loans. Businesses owned by people of color were less likely to receive the full amount
of PPP funding sought compared to their white peers.

5 Older small business owners continue to face challenges operating their businesses. Most would
like to seek additional government aid beyond what they received in 2020.
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Overview of 45+ business owners and their firms

Characteristics of 45+ small business owners and their firms (Among employer firms)

Age of
owner

N=9,139

80%
of owners
are 45+
years old

Source: Federal Reserve Banks, 2020 Small Business Credit Survey

Firms with 45+ year-old owners
by industry

N=7,286

20% Professional services
& real estate

18% Non-manufacturing
goods production &
associated services

14% Business support &
consumer services

Retail

Healthcare &
education

Other

Firms with 45+ year-old owners

by number of employees
N=7,286

84% 1-19 employees

16% 20-499 employees
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Firms with 45+ year-old owners

by annual revenue
N=7,142

49% $100K-$1M

37% More than $1M

13% $100K or less

Firms with 45+ year-old owners

by race/ethnicity of ownership®
N=7,286

83% Non-Hispanic White

10% Non-Hispanic Asian

5% Hispanic

Non-Hispanic Black
or African American

Non-Hispanic Native
American
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Small businesses owned by individuals who are
age 45+ were hit especially hard by COVID-19

An often underappreciated aspect of small businesses is that four out of five small employer firms have
owners who are age 45 or older. This holds true across gender, race, and ethnicity. During the spring of
2020, at the height of the first wave of COVID-19, more than 20% of small businesses shuttered. Business
closures were highest among age 45+ business owners (one in four closed). Although the total number of
small businesses has rebounded, it is still below early 2020 levels, with the number of active firms owned
by 45+ year-old people down 9% compared to a decline of 2% for firms with owners under the age of 45.

I
% Change in active business ownership by age from Jan 2020 (Jan 2020=0)

=—Total = Total <45yearsold = Total 45+ years old
10%
5%
0%

-2%
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-10% 9%
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20%
25%
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Source: U.S. Census, Current Population Survey Basic Monthly Tables

‘ We're in survival mode. The revenues have gone up since the beginning of the year, but
they’re not back to regular pre-COVID times. b.H. (Latinx), Leisure and Hospitality

‘ In my neighborhood...there have been five other businesses closed down. So we have
lost the attraction of those other five because any business district that is arts and
culture, it brings in clients. rs. (c8TQ) Arts
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Business ownership is generally associated with
greater financial security among individuals who
are 45+, but this varies by race and ethnicity

Business ownership has long been associated with greater savings, asset holdings, and wealth accu-
mulation.” Data from the Fed’s 2019 Survey of Consumer Finances indicate that the typical business
owner holds mean assets and savings that are two to seven times greater than a comparable employee.?
The financial security differences are even greater among those 45 and older, with wider gaps between
owners and workers, as seen in the chart on the left. The same data broken down by race and ethnicity, as
seen on the right, show that white, Black, and Latinx owners age 45+ all tend to have greater assets than
their worker peers. The gaps are striking. For example, the mean asset holdings of a Latinx owner age
45+ are approximately $721,000 compared to $335,000 for an employee. For Black owners age 45+, the
differences are notably larger, with owners holding $1.2 million in mean assets compared to $251,000 for
employees. Similarly, the mean savings of an older Latinx business owner is roughly $14,000 compared to
$6,000 for an employee. Again, the differences between Black owners and workers are more pronounced;
a typical Black business owner age 45+ holds $27,000 in savings, compared to $5,000 for an employee.
White owners age 45+, however, tend to hold significantly greater mean assets than either Black or

Latinx owners.

I B I B
Mean total assets by work status and Mean total assets by work status, age, and
age of reference person, 2019 race/ethnicity of reference person, 2019
4 5+ M Employee, 45+ years old Employee, <45 years old
M Self-employed, 45+ years old Self-employed, <45 years old
years old
$1,055,467
$3,475,071 White $3,917,007
(non-Hispanic)
<45
years old

$890,293

$251,493
Black/African $1,208,501
Employee  Self-employed Employee  Self-employed American
$335,258
$§721,337

(non-Hispanic)

Source: Board of Governors of the Federal Reserve System,
2019 Survey of Consumer Finances

‘ I'm starting a business in my fifties. Hispanic
I'm using my 401K to run my

business. Will | be able to retire?
I don't know. Es. (African American), Healthcare

Source: Board of Governors of the Federal Reserve System,
2079 Survey of Consumer Finances
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In terms of personal financial stability, retirement savings are an important financial asset, particularly for
owners age 45+. As seen in the chart on the right, mean retirement savings are consistently greater for
45+ year-old business owners than similar age employees across racial and ethnic groups. It is import-
ant to note that the differences in financial holdings among age 45+ white, Black, and Latinx owners are
smaller for both personal savings and retirement savings than for mean assets. The gap in mean asset
holdings is likely due to several factors that previous studies have highlighted, including significant differ-
ences in inherited assets, home ownership, and business assets.’ These factors are significant for both
the personal financial security of the owners and their ability to secure debt for their businesses, notably
lines of credit. It is common for small business to be asked to pledge personal assets as collateral.™

Mean savings by work status, age, and
race/ethnicity of reference person, 2019

M Employee, 45+ years old
B Self-employed, 45+ years old

Employee, <45 years old
Self-employed, <45 years old

$17,071
Any race/ 530948
ethnicity
$18,763
White $29432

(non-Hispanic)

$5,186

Black/African $27,027

American
(non-Hispanic)

$5,792
$14,025

T

Hispanic

Source: Board of Governors of the Federal Reserve System,
2019 Survey of Consumer Finances
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Mean retirement savings by work status, age, and
race/ethnicity of reference person, 2019

M Employee, 45+ years old
B Self-employed, 45+ years old

Employee, <45 years old
Self-employed, <45 years old

$206,365
Any race/ 5291,228
ethnicity
$252,227
White $319,573

(non-Hispanic)

$70,550

Black/African $211,542

American
(non-Hispanic)

$59,085

$76,446
Hispanic

Source: Board of Governors of the Federal Reserve System,
2079 Survey of Consumer Finances
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The pre-pandemic financial health of firms with
45+ year-old owners varied, with greater insecurity
among businesses owned by people of color

Similar to the disparities in the owners’ personal financial assets, firms with 45+ year-old owners did not
enter the pandemic with similar financial cushions. Businesses owned by people of color exhibited great-
er insecurity. In the following charts, we categorize a firm’s financial health in 2019 based on their profit-
ability, credit score, and source of business funding."” We find that 37% of firms with 45+ year-old owners
had a healthy financial picture going into the pandemic; yet, this share drops to just 20% for firms with
owners who are 45+ and Black and 27% for firms with owners who are 45+ and Latinx. With more firms
owned by people of color starting from an “at risk” or “distressed” financial position, they likely had

a harder time staying afloat when the pandemic hit.

|
Financial health spectrum by race/ethnicity of owner, 20192 (Among employer firms)

M Distressed At risk Stable M Healthy

All firms with 45+
year-old owners 7%
N=2473

37%

White (45+) 6

N=1,935

% 40%
Black/African

American (45+) 19%
N=238

20%

Asian (45+) )

N=94

% 29%

Hispanic (45+) 5
N=165 16%

27%

Source: Federal Reserve Banks, 2019 Small Business Credit Survey

Moreover, financial distress is particularly relevant for minority-owned firms that have not yet scaled their
annual revenues past $1 million. Surpassing that $1 million revenue threshold is a large hurdle, with the
bulk of 45+ entrepreneurs making $1 million or less in a year. Research shows that minority-owned firms
have even more difficulty than their white peers in scaling their revenues,' which should place even great-
er attention on this segment of firms. One in three “unscaled” firms with white, 45+ year-old owners was
financially healthy going into the pandemic. In contrast, one in five of their non-white counterparts was in
a healthy financial position. Minority-owned firms with 45+ year-old owners that have scaled to earn more
than $1 million annually have comparable financial health to their white-owned peers.
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|
Financial health spectrum by annual revenue and minority status of owner, 2019 (Among employer firms)

M Distressed At risk Stable M Healthy

<$1M annual revenue,
Non-minority (45+) 7%
N=1068

34%

<$1M annual revenue, o o
Minority (45+) n-378 14% 22%
>$1M annual revenue,
Non-minority (45+)
N=850

50%

>$1M annual revenue,
Minority (45+) 5%
N=156

42%

w
>°

Source: Federal Reserve Banks, 2019 Small Business Credit Survey

Prior to the pandemic, we also asked firms how they planned to handle a hypothetical loss of two months’
worth of revenues. Answers to this question provide evidence for a firm’s financial resilience, since firms
with fewer cash reserves or financing options will have to dig into personal funds, lay off workers, or take
other significant actions. As shown in the chart below, we find that 48% of firms with 45+ year-old owners
would use the owner’s personal funds if faced with such a loss. This number increases to 53% and 56%
for firms with age 45+ Asian and Black owners, respectively. As a result, we can expect that an event that
results in prolonged revenue loss, such as the COVID-19 pandemic, would have a substantial financial
impact on an entrepreneur’s personal assets in addition to the business.

Share of firms that had planned to use the owner’s personal funds to bridge a hypothetical loss of 2 months of revenues
(Among employer firms) Based on a survey question asked in 2019, before the onset of the COVID-19 pandemic

5 5 96% 53%
- -

All firms with 45+ White (45+) Black/African Asian (45+) Hispanic (45+)
year-old owners N=2,837 American (45+) N=135 N=246
N=3,586 N=316

Source: Federal Reserve Banks, 2019 Small Business Credit Survey

‘ There's rules for minority companies, and there's rules for everybody else. | run $5-6
million through my bank every month and I still have to personally guarantee things that
don’t even come close to that amount. sr (Asian/African-American Vet), Professional & Business Services

‘ The line of credit to me is like the lifeblood for a small business, but they are so hard to
get. You can't go after certain contracts that you're perfectly qualified for because you
can't finance them. sn. (Asian American), Marketing
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45+ owned firms have experienced significant
financial hardship during the pandemic, most
acutely among businesses owned by people
of color

The number of active business owners age 45+ has fallen during the course of the COVID-19 pandemic,
with the most significant declines in April 2020."> Among firms with age 45+ owners, the drop was notable
(a 24% drop from January 2020, compared to a 16% drop among those under the age of 45). As of January
2021, active ownership among the 45+ age group was still below January 2020 levels. In contrast, young-
er entrepreneurs have bounced back for the most part, even surpassing January 2020 levels in the fourth
quarter of 2020. Within the 45+ age group, active business ownership is most depressed for persons of
color (by -11% for Latinx entrepreneurs, -16% for Black entrepreneurs, and -19% for Asian entrepreneurs).
Age 45+ Black entrepreneurs saw the biggest drop over the year, with a decrease in active ownership by
45% between January 2020 and April 2020. Notably, age 45+ Asian entrepreneurs experienced the highest
rates of growth in active businesses in early 2020, but as of January 2021, they reported the largest decline
in active business ownership, lagging behind all other groups one year into the pandemic.

I
% Change in active business ownership by age and race/ethnicity from Jan 2020 (Jan 2020=0)"

= White, 45+ = Black, 45+ == Asian, 45+ == Hispanic, 45+
20%
10%

0%

-8%
-10% -11%

-16%
20% -19%
-30%
-40%
-50%
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2020 2020 2020 2020 2020 2020 2020 2020 2020 2020 2020 2020 2021

Source: U.S. Census, Current Population Survey Basic Monthly Tables

‘ There are still cash flow issues because we're still paying for office space, at least partial-

ly. Our technology cost increased because we're completely dependent on technology.
B.N. (Asian American), Marketing

FEDERAL RESERVE BANK of NEW YORK State of the Older Entrepreneur During COVID-19 8



For the firms that survived, many continue to face significant hardship. The vast majority of firms with
45+ year-old owners saw their year-over-year revenues decline, which has implications for their ability to
remain afloat and financially secure, as seen in the chart below. For firms with Latinx, Black, and Asian
age 45+ owners, the percentages were even larger: 81% of Latinx-owned, 85% of Black-owned, and 90%
of Asian-owned firms reported revenue losses, compared to 77% of white-owned firms. In fact, half of
surviving firms with 45+ year-old owners characterized their financial condition as being “fair” or “poor”
at the end of 2020. While this is pervasive across demographic groups, it is particularly so for firms
owned by people of color. The share of firms citing fair or poor financial conditions jumps to 66% for
45+ Latinx-owned firms, 75% for 45+ Black-owned firms, and 77% for 45+ Asian-owned firms.

90%
(45+)

All firms with 45+ White (45+) Black/African Asian (45+ Hispanic (45+)
year-old owners N=7,186 N=5301 American (45+) N=472 N=576
N=763

|
Share reporting a revenue decline for 2020 (mong employer firms)

85%

Source: Federal Reserve Banks, 2020 Small Business Credit Survey

|
Self-reported financial condition by race/ethnicity of owner, 2020 Q3/Q4 (2mong employer firms)

M Poor Fair " Good Very Good M Excellent

All firms with 45+

year-old owners 23%
N=7264

White (45

ik 5 20%

Black/African
American (45+) 30%
N=773

Asian (45
e 44

%

Hispanic (45+) 5
N=583 28%

Source: Federal Reserve Banks, 2020 Small Business Credit Survey

‘ We're dealing with a lot of big corporations and as a small business you're a prisoner to

when they change terms. They're making money off of not spending money when they
extend the payment period from 30 to 45 days. s.N. (Asian American), Marketing

FEDERAL RESERVE BANK of NEW YORK State of the Older Entrepreneur During COVID-19 9



45+ small business owners took a personal
financial toll from the pandemic

The following chart from the Fed’s 2020 Small Business Credit Survey depicts the profound toll the
pandemic has had on business owners’ personal finances. Strong majorities of older small business
owners, across all races and ethnicities, did not draw a salary from their firms in 2020. Near majorities
across all races and ethnicities dipped into personal funds to pay business expenses, most notably
70% of age 45+ Black business owners and 60% of age 45+ Asian business owners.

|
Pandemic impacts to personal finances by race/ethnicity of owner (among employer firms)

62% W All firms with 45+
61% year-old owners N=5454
Did not draw or M White (45+) n=4,186
reduced salary 64% Black/African American
63% (45+) N=525
M Asian (45+) N=287
50% M Hispanic (45+) n=400
Paid business 48%
expenses with
personal funds 60%
49%
Concerned about 24%
personal credit score 22%
or loss of personal
assets due to 34%
late payments 30%
19%
%
Borrowed funds =
from family/friends
30%
Borrowed against 17% ‘
nome orrefirement 7D I had to cash out 25% of my online
9% stock portfolio to keep the business
going. My stocks were my retirement
Worked a second 1(1];0% fund. Rrs. (African American, LGBTQ), Arts
job or extra hours
outside of this 5
business 14%
16% ‘
| haven't been able to pay myself.
21% Whatever | have, | put into trying to
No mpact A get the business running.
finances 11% E.S. (African American), Healthcare
13%

Source: Federal Reserve Banks, 2020 Small Business Credit Survey
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The impact was especially dire for firms owned by people of color, reflected in working extra hours to
make ends meet and delaying payments due to weakened cash flow. Indeed, our research shows that
nearly one-quarter of Black business owners aged 45+ reported working a second job or extra hours
outside of their business. Forty-four percent of older Black, 34% of older Asian, and 30% of older Latinx
owners made late payments, which create both immediate financial pain in terms of late fees and more
lasting effects in the form of downgraded credit scores or losses of personal assets.

‘ I don't own a home, | actually don’t own a car. I've exhausted all of my savings, my

401(k), so my personal resources aren’'t strong enough for me to qualify for credit.

K.M., Personal Services/Tech
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Businesses owned by older people of color also
reported large gaps in access to aid and in their
ability to secure loans

The majority of older business owners (82%) sought relief through the Paycheck Protection Program
(PPP).'” On average, older small business owners requested small dollar amounts (<§100K), which

was common among applicants overall.’® The small amounts are consistent with the typical number of
employees at these firms; 84% of small employer firms with age 45+ owners have 1 to 19 employees.
Despite the consistency of amounts requested, there were notable differences in the success rates of
firms in receiving the full amount of PPP dollars requested, as shown in the figure below. While 81% of
45+ white-owned firms reported receiving the full amount requested, firms owned by older people of color
were more likely to indicate financing gaps; 71% of Asian firms, 63% of Latinx firms, and 46% of Black
firms obtained the full amount. It is especially striking that nearly one in five older Black business owners
reported receiving none of the financing they sought.

I B
Median PPP dollars sought and received by race/ethnicity of owner (xmong employer firms)

M Received Sought

All firms with 45+ year-old owners N-5827 $50,000

White (45+4) n-se4
Black/African American (45+) N-482

Asian (45#) neios

Hispanic (45+4) iz

Source: Federal Reserve Banks, 2020 Small Business Credit Survey

I
Share of PPP funds sought that were received by race/ethnicity of owner' (among employer firms)

WAl M Most (51%-99%) ™ Some (1%-50%) I None

All firms with 45+ year-old owners N-=5827 79% 11% 3%

White (45+) 460 3%
Black/Afican American (45+) -

Asian (45+) N-404 71% 14%

Hispanic (45+) N-423 63% 11%

Source: Federal Reserve Banks, 2020 Small Business Credit Survey

‘ The PPP proved preferential treatment for large customers. The smaller ones were

left hanging. S.K. (Asian American), Information Technology
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Previous analysis of the PPP program has pointed out the important role that banks played in adminis-
tering the PPP program, particularly in the first round.?’ The chart below shows which financial services
providers older business owners identify as their primary provider. Notably, near majorities of firms across
race and ethnicity cite large banks as their primary providers. However, the percentages of business own-
ers identifying small banks are an important indicator, since those banks were critical sources of funds to
small businesses, particularly in the early stages of the PPP. White-owned firms with 45+ year-old owners
had a clear advantage, with 78% selecting banks as their primary providers; equal percentages of age 45+
white business owners chose community banks as their primary provider (39%) and large banks (also
39%). Firms with age 45+ owners of color were much less likely to bank primarily at community banks:
only 19% of older Black business owners, 20% of older Latinx owners, and 30% of older Asian business
owners chose community banks as their primary providers.

|
Share of firms citing lender as primary financial services provider by race/ethnicity of owner (among employer firms)

39% M All firms with 45+
39% year-old owners N=6,774
Large bank? W White (45+) n=5051
44% Black/African American
42% (45+) n=699
W Asian (45+) n=431
36% M Hispanic (45+) n=52
39%
Small bank
30%
20%
5%
5%
Credit union
3%
6%
4%
) 4%
Nonbank online/
fintech company? 3%
6% ‘ We were put to the side during the
first round of PPP. | changed banking
3% g q q
39 relationships. | went from a national
Busi fi al .
services company® v bank to a regional bank and a small,

o
3°

—_
59 3°

CDFI?*

Does not use

financial services o
11%

11%

Source: Federal Reserve Banks, 2020 Small Business Credit Survey
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Black-owned bank.
R.B. (African American, LGBTQ), Arts

The big firms that were awarded
initial monies in PPP were able to
make the technology transition faster,
which gave them a huge advantage.
R.B. (LGBTQ), Arts
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Businesses are concerned about depressed
demand and seek further government aid

Looking forward, a majority of older owners are worried about revenues in 2021, with six in ten age 45+
business owners expressing concern about weak demand for their products and services and a majority
fearful about government-mandated restrictions and closures. Only 5% of owners foresee no significant
challenges ahead in 2021. In keeping with this, strong majorities of older small business owners—across
all demographics—reported that they would apply for additional government aid.

|
Expected COVID-19 challenges among firms with 45+ year-old owners, next 12 months (Among employer firms) 17250

Weak demand for
products/services

59%

Government-mandated 52%
restrictions/closures 2

Supply chain 0
disruptions 37%

Limited credit o
availability 31%

Labor shortages 26%

Personal/family o
obligations 20%

No significant 0
challenges 5%

Source: Federal Reserve Banks, 2020 Small Business Credit Survey

|
Share of firms that would apply for additional government aid if available (among employer firms)

75%
)

80%

All firms with 45+ White (45+ Black/African Asian (45+) Hispanic (45+)
year-old owners N=5,361 American (45+) N=481 N=588
N=7,278 N=773

Source: Federal Reserve Banks, 2020 Small Business Credit Survey
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At the same time, older business owners that survived the earlier stages of the crisis expressed optimism
that sales would return to pre-pandemic (2019) levels sometime in 2021, with most expecting a rebound
before or during the second half of 2021.

I
Expected timing of sales’ return to “normal” (i.e. 2019 levels)? (among employer firms)

M All firms with 45+ year-old owners nN=5642
B White (45+) N-4332
Black/African American (45+) n=544
M Asian (45+) N=205
M Hispanic (45+) n=415

37%
29%29%
23%
19%
16% 7% 17% "
v
14%13%
3%
Already normal/end of 2020 First half of 2021 Second half of 2021 2022 or later

Source: Federal Reserve Banks, 2020 Small Business Credit Survey

‘ I think sales will slowly start going back up. The question is, will it be fast enough

because so many businesses have already permanently gone out, they died out.
D.H. (Latinx), Leisure and Hospitality

FEDERAL RESERVE BANK of NEW YORK State of the Older Entrepreneur During COVID-19 15



Conclusion

Older business owners are the nucleus of America’s small business community. As the COVID-19 crisis
enters its second year, many of these local employers have stopped operating altogether. Indeed, the
number of active businesses remains below pre-pandemic levels in the age 45+ owner cohort and is
significantly depressed for firms with Black and Asian owners. Among surviving firms, the COVID-19
pandemic has caused business and personal financial strain, weakening revenue streams and straining
the personal assets and savings of owners. Our analysis finds that majorities of older business owners
have foregone salaries and tapped into personal savings to pay business expenses to weather the crisis.
One in four age 45+ owners is concerned about their personal credit score or about losing assets due

to late debt payments, and this fear is even higher among Black, Latinx, and Asian owners. Early rounds
of federal relief through the Paycheck Protection Program were delayed in reaching these firms and often
fell short of the amounts the owners requested, with the largest relief gaps reported by Black and Latinx
business owners. Even so, their needs are ongoing and surveys and interviews in late 2020 suggest that
nearly two-thirds of firms with age 45+ owners anticipate applying for more government aid. As surviving
firms adapt to changing business conditions, our analysis indicates that many will be looking to repair
both their business and personal finances. The experience of the pandemic creates opportunities for
financial institutions to rethink how they can serve the financial needs of older entrepreneurs, particularly
those owned by people of color, more effectively.

‘ Small businesses, we're the ones who are busy cooking, running, doing things.
Sometimes we're unaware of programs and aid. It's a hot topic for 2021 to make sure

these grassroots mom and pop entrepreneurs understand what's available and what
they need to do. J.E (Asian American), Leisure and Hospitality
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