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A Research Brief:

In Search of Solid Ground:
Understanding the Financial Vulnerabilities
of Microbusiness Owners

M

icrobusinesses contribute significantly to
both nation-wide economic activity and
their owners’ household balance sheets, but
many remain financially vulnerable, struggling to make ends meet and build wealth over time. Despite the central role these businesses play in the American
economy, little is known about how the typical microbusiness manages its finances, the major financial challenges
they face or which components of financial capability lead
them to business success. Nevertheless, this combination
of knowledge, access and use of safe, appropriate financial
products and services is undeniably central to financial security outcomes for both microbusinesses and their owners’ households.
To shed light on the many factors that contribute to or
detract from microbusiness owners’ financial capability,
CFED launched a study in 2013 that gathered insights from
business owners themselves, identifying their greatest challenges and initiating a conversation about the suite of solutions that might address them. The findings from this study
offer new evidence and confirm some assumptions about
the microbusiness owners’ financial capability and financial needs. Our findings show that microbusiness owners’
business and personal finances are closely intertwined and
reveal a number of ways in which microbusiness owners,
especially the most disadvantaged among them, might be
susceptible to financial shocks.

This expanded view of the financial lives of microbusiness
owners suggests that addressing their financial capability
needs could measurably improve the economic outlook
for both the business and the owners’ household. Business ownership is a risky endeavor for any entrepreneur:
a business’ profitability is impacted by external circumstances like consumers’ needs and preferences, competition from other businesses, changes in government policy,
supply and production uncertainties, and any number of
unexpected emergencies. These risks are further amplified when they coincide with an unstable financial footing,
making every financial decision even more significant.

Microbusinesses contribute
			
significantly to both
nation-wide economic activity
and their owners’ household
balance sheets, but many
remain financially vulnerable,
struggling to make ends meet
and build wealth over time.
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Our analysis relies on two main sources of data: online survey responses from a national sample of 716 microbusiness
owners and phone survey responses from a sample of 214
microbusiness owners in two metropolitan markets, Miami
(105) and Minneapolis (109). These data were supplemented by qualitative interviews with 14 microbusiness owners
and seven microbusiness-serving organizations, primarily
in the two metropolitan markets where phone interviews
were conducted.
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About the Business Owners

About the Businesses

Business owners who responded to the surveys were predominately in low- or middle-income households and the
majority had two or more years of college. We found a
slight oversampling of ethnic minorities overall compared
to national statistics on business owners, particularly for
African-Americans and Hispanics. While there were strong
similarities between respondents to our phone and online
surveys, online survey respondents tended to be slightly
younger, with lower incomes, and more likely to be female
or African American than phone survey respondents.

The surveys targeted businesses that had fewer than 10
employees and less than $2 million in annual revenues.The
differences between the online and phone survey respondents’ businesses were more substantial than the distinctions between their owners: online survey respondents’
businesses were younger, less likely to be the household’s
main source of income, and more likely to have low sales.
While both surveys reached business owners for whom
the business was the primary job, online respondents were
more likely to be supplementing household income with
their business earnings.
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Phone
Survey
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LESS THAN $29K
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Other
Asian Pacific
Islander
Hispanic
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Product & Service Use
One objective of this study was to better understand the range of financial products and services being used by microbusiness
owners in the course of managing their businesses: banking and savings products, credit and loan products as well as other products
and services for things like payroll, recordkeeping or tax preparation.
Business banking products—specifically business checking accounts—
are the most commonly used financial products among survey respondents. The use of personal products for business purposes was relatively
low.
In fact, business owners tend to split into two discrete segments according to product and service use: those using personal products (personal
bank accounts and credit cards) and those using a full suite of business
products and financial services. There is little overlap between online survey respondents who use personal products and those who use business
products: once a business transitions to any business product, its likelihood
of simultaneously using a personal product is very low.

Group1: Mostly Personal Products
n

Personal checking

n

Personal savings

n

Personal credit card

Demand for loans is low. Only a third of phone survey respondents currently use credit of any kind and only 12% plan
to apply for loans in the future. Among phone survey respondents who do currently borrow, credit cards and credit lines
are, by far, the most common types of products used: 54% and
58% of borrowers have used credit cards or credit lines in
the past three years, respectively. Of those businesses that use
credit, 43% only use credit cards for transactional purposes,
not to carry debt.
Savings levels are remarkably low. Over half (55%) of online
respondents could cover only one month or less of business
expenses with their current savings. Businesses with no savings tend to be younger, have lower revenues, and have lower
household incomes.

Five Most Commonly Used Financial Products
51%

Business
Checking

25%

23%

Business
Credit Card

Business
Savings

19%

17%

Personal
Checking

Personal
Credit Card

Group 2: Sophisticated Products/Services
n

Business savings

n

Merchant services

n

Business checking

n

Tax preparation

n

Business credit card

n

Bookkeeper

n

Financial management
software

n

Insurance broker

n

Accountant

n

Legal services

n

Payroll

1in3

phone survey
respondents
use credit of any
kind and have

$28K in average debt

of those, 43% only
use credit cards
for transactional
purposes.

How many months of business expenses do you have saved?
1 month
or less
55% with
None

3 months

Less than 1 month

4 months

1 months

5 months

2 months

6 months or more
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Challenges Disproportionately Affect the Vulnerable

Household Income

More recent startups tend to use fewer and less
sophisticated financial products and services for
business purposes than older businesses. Their
owners are also less likely to use credit products
and more likely to report difficulty accessing credit due to nonexistent or damaged credit history

Lower-income business owners are more likely
to report no or bad credit as a barrier to their
ability to borrow than their higher-income counterparts. When lower-income businesses are able
to borrow, they are more likely to face high interest rates.

Revenue

Business Age

With a basic understanding of the financial product and service use of microbusiness owners, we sought to understand how product or service use and financial challenges might differ across businesses with varying characteristics. We found that microbusinesses
experiencing vulnerability for other reasons—young startups, less formal businesses, those generating lower household incomes for
their owners, those with fewer employees and minority owners who belong to historically disadvantaged populations—are more
likely to experience difficulty accessing financial products and services that suit their needs. Difficulty accessing credit due to bad or
nonexistent credit history, for instance, was a challenge reported by 27% of all survey respondents; but was significantly more common among vulnerable populations. Caution should be taken, however, in interpreting some of these differences as showing a change
that businesses make as they age and grow, as businesses of different ages in our sample may also be different in some other ways.

Lower-revenue businesses are less likely to use
credit and more likely to have owners with troubled or nonexistent credit histories that make it
harder for them to access loans.

Business Age
less than
1 year

more than
10 years

Avg. # Products Used

3.9

6.6

Don’t Use Credit

59%

27%

Difficulty Accessing Credit due to
No/Bad Credit History

53%

19%

Annual Household Income
less than
$19K

more than
$150K

Difficulty Accessing Credit due to
No/Bad Credit History

61%

16%

Face High Interest Rates

37%

17%

Business Formality & Size

Ethnicity

Annual Revenue

4

$49K or
less

$200K $500K

Don’t Use Credit

57%

12%

Difficulty Accessing Credit due to
No/Bad Credit History

45%

8%

Certain historically disadvantaged minority populations, namely African American and Hispanic
business owners, are more likely to experience
difficulty accessing credit. The lower use of credit
among these groups, combined with the higher
likelihood of loan denial compared to White business owners, indicate that the supply-side barriers
to credit access continue to be problematic.

Less formal businesses and those with fewer
employees are less likely to use credit too. Compared to respondents that currently use credit,
those not using credit were less likely to be formally incorporated or to have employees.

Ethnicity
African
American

Denied a Loan

Percentage
that Use
Credit

No
Employees
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9%

Use Credit
Business
Formality
Formally
Inc.

24%

At Least 1
Employee

22%

Hispanic
White

Business Size

32%

39%

Not
Formally
Inc.

40%
20%

Cash Flow Difficulties
Our findings reaffirm a widely accepted understanding that
managing gaps in timing between income and expenses is one
of business owners’ most significant and persistent challenges.
At the same time, our findings also illuminate some of the
driving forces behind that challenge and highlight the precarious position of microbusiness owners’ household finances visà-vis the health of their business balance sheets. The distinction between the forces driving cash flow difficulties is critical
because it points to very different potential solutions. While
some business in our study identified low sales or profitability
as the main source of their cash flow issues, we focused our
analysis on issues related to financial management.

37%

of online
respondents
struggle with cash flow
difficulties

Difficulty managing cash flow was the
challenge most frequently reported by
microbusinesses of every age and size.

A business’ operating cycle—the timing of payments and receipts—can play a significant role in either causing or resolving cash
flow problems. Business owners without cash flow problems were more likely to use payment and receipt timing gaps (the time
between paying for expenses and then receiving payment for goods and services in return) to their advantage. Balancing different
mechanisms for giving and receiving payments—cash, debit or credit cards and checks—can offer greater flexibility or “wiggle
room.” to microbusiness owners trying to minimize gaps in cash flow. In other words, those who did not struggle with gaps in
income and expenses were more likely to bring income into their accounts (e.g. paid in cash) more quickly than payments went
out (e.g. paying suppliers with a check).
Cash flow difficulties can also be linked to inadequate tracking of income and expenses, which leaves business owners in
the dark about the actual financial condition of their business.
As business owners progress to more sophisticated forms of
tracking, they seem less likely to experience cash flow problems. Those who track expenses with Excel, but do not have
an automated software program or a dedicated employee or
consultant, seem even more able to avoid cash flow difficulties
than their counterparts using automated software packages.
Only 22% of those using Excel experienced cash flow problems, compared to 41% of those using automated software,
44% of those tracking expenses manually, 36% of those who
use a dedicated employee and 63% of those who just keep receipts. This may relate to the more dynamic nature of tracking
through Excel, which allows greater flexibility and requires the
owner to be more actively engaged.

Prevalence of Cash Flow Problems by Tracking Method
No cash flow problems
Receipts Only

38%

Manual
Excel
Automated
Software
Employee or
Consultant

Cash flow problems

63%

56%

44%

78%

22%
59%

41%

64%

36%

23% of online survey respondents specifically identified cash flow pressure at tax time as a challenge. Most microbusiness owners pay federal income and payroll taxes on form Schedule C, which requires business owners to estimate their quarterly revenues
and expenses and pay taxes in advance. However, many online survey respondents (44%) report paying taxes only once per year.
Paying taxes annually rather than quarterly forces business owners to come up with one large lump sum and puts them at risk of
owing penalties for filing late.
Microbusiness owners’ cash flow problems can also drive
financial vulnerability at the household level. Microbusiness
owners with cash flow problems were more likely to have manipulated their own salaries as a discretionary cash flow tool by
delaying, reducing or skipping a paycheck.

Percentage of Owners Using Salary to Cover Business
Expenses, by Cash flow Problems
No cash flow problems

Cash flow problems

72%

66%
31%
Skipped salary
payment

60%
31%

Delayed salary
payment

23%
Reduced salary
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Low Savings & Vulnerability

55%

of online
respondents
could cover only one
month or less of
business expenses with
their current savings

Our online survey revealed a surprising level of vulnerability
with respect to respondents’ lack of financial reserves: 30%
of respondents have no business savings at all, while an additional 38% could cover two months of expenses or less. We
also explored the role of savings in both short- and longterm financial stability, respondents’ savings habits and their
attitudes about savings.

Low savings can exacerbate financial vulnerability created by cash flow problems. Those who experience cash flow problems are
less likely to have sufficient savings in the bank. Low savings levels limit a small business’ ability to weather irregular cash flows, and
cash flow difficulties can in turn limit the business’ ability to contribute to business and household savings. While our surveys cannot
explain whether low savings are the cause of cash flow difficulties, the result of those difficulties or the result of some other characteristic shared by these businesses, the correlation between the two challenges is telling. Insights from our qualitative interviews
suggest a mutually reinforcing relationship.
Cash
No No
Cash
Cash
FlowFlow
FlowFlow Cash
Problems Problems
Problems
Problems

0 months
0 months

How many months
of business expenses
do you have saved?

20%
6% 4%

0%
0%

10%
10%

<1 month
<1 month

1-2 months
1-2 months

6%

30%
30%

Low savings also restricts a households’ potential to achieve
longer-term economic stability. In general, higher savings levels promote greater upward mobility of individuals within
their own lifetimes and for future generations. Of the 68% of
phone survey respondents who save at the household level,
88% say their business has contributed to building household
savings. Respondents with no cash flow problems were more
likely to have set savings goals for retirement and education
than those who face cash flow problems. Respondents who
face cash flow problems, by contrast, were more likely to be
saving for an emergency (family or business) or to have no
particular savings goals at all.

More than 6 months
More than 6 months

16%

25%

For some, business and household savings are interchangeable, but other respondents view and use them differently.
The amount of savings families have is a function of both the
resources at their disposal and their behavior, which is shaped
in part by their attitudes toward savings. Some respondents
prioritize their household savings over business savings, others do the opposite, and others consider them to be equally important. Of the 30% of respondents who say having a
savings account set aside for business is less important than
having household savings, many simply prioritize household
needs, many would rather reinvest revenues from the business in the business than save them, and some can draw from
household savings for business needs if necessary.

7%

19%

40%
50%
60%
40%% of respondents
50%
60%
What is your
% of respondents

of respondents with

6% cash flow problems

of respondents without
cash flow problems

21%

70%
70%

80%
80%

90%
90%

100%
100%

opinion of having separate savings for your
business? Is it more important, equally important or less
important than saving for your household?

Less

More

Of those who think separate business savings is
less important:

Equally

Household Savings are
more important

36%

34%

I would rather invest
I can use household
savings for my business

30%

40%
27%
23%

Household Savings Goals
No cash flow problems

48%
22%

Education

9%
22%

Emergency
Business
Invesment
Large
Purchase

Cash flow problems

63%

Retirement

None

6

5-6 months
5-6 months

46%

25%

20%
20%

3-4 months
3-4 months

28%
9%
7%
% of Business Owners
Who Save

9%
4%
21%
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Implications
This study confirms many preexisting assumptions about business practices while also revealing new insights regarding the
financial product, service and capability characteristics of microbusiness owners. Further, it raises important questions about
the types of financial product or service innovations that might help overcome the challenges facing microbusinesses, the ways
nonprofit training and technical assistance providers can enhance their support of microbusinesses, the role public policy might
play in scaling up solutions and removing barriers to financial capability, and the opportunity for future research to illuminate
even deeper understandings of the components of and barriers to microbusiness owners’ financial capability.

1. Business balance sheets are household balance sheets. One overarching theme that arises throughout our findings is that microbusiness owners’ household and business finances are often so closely tied that weaknesses
on either front can contribute to financial challenges across the board. For most respondents, their business income contributes a vital part of their household’s earnings and savings, but we also found that business owners’ income can be the
first to suffer when cash flow shortfalls occur. Because the personal and professional financial lives of many microbusiness
owners are so delicately intertwined, we must take this into account when designing and marketing products and services
to address the challenges facing these business owners. Policies targeted at businesses must also consider the affect to both
the business owner and the individual.

2. Vulnerability begets vulnerability. Microbusinesses experiencing vulnerability for other reasons—young
startups, less formal businesses, those generating lower household incomes for their owners, those with fewer employees
and minority owners—are more likely to experience difficulty accessing financial products and services that suit their
needs. Our findings also reaffirmed the fact that cash flow management is a significant challenge for many microbusiness
owners and revealed that the ways in which they deal with cash flow problems are often a reflection of deeper financial
vulnerability. This vulnerability is often exacerbated by a lack of options to bridge the gaps between income and expenses
that may occur seasonally or repeatedly throughout the year. Overall, the mutually reinforcing nature of financial and other
vulnerabilities suggest that product innovators, service providers and policymakers designing solutions should carefully
parse out the root problems driving issues like cash flow difficulties, and consider the financial context in which owners
make financial decisions.

3. Savings is necessary, but notably absent. In some cases, savings can be a safer, more cost-effective tool for
managing early-stage and short-term business needs than debt, especially when it provides the resources to build equity
that can absorb startup losses. Microbusinesses launched by low-income entrepreneurs often lack these resources and
therefore face much greater financial risks at the outset. Throughout the life of a business, savings can also be a better tool
than debt for replacing or repairing critical equipment, covering big expenses like tax payments or buying seasonal inventory.
However, findings from our study indicate that microbusiness owners are overwhelmingly ill-prepared to weather financial
setbacks given their systemic lack of savings, and that savings at both the household and business levels are inextricably tied
to business cash flow. To overcome some of these barriers to saving, public systems like the tax code could be leveraged
to encourage microbusiness owners’ household and business savings rather than serving as a disincentive; and financial
institutions and nonprofit practitioners could leverage what we know about the underlying behavioral motivations driving
the savings decisions of microbusiness owners to design new tools, products and services.
With this study and our developing microbusiness portfolio, CFED aims to equip practitioners, intermediaries, policymakers and
other stakeholders with access to consumer insights so they are better prepared to enhance microbusiness owners’ financial
capability in ways that lead to business success and long-term financial security. We will leverage these findings to generate discussion among financial product and service providers, technical assistance and training practitioners, policymakers, researchers
and others that leads us closer to a set of solutions that deliver the knowledge, tools and access required for microbusiness
owners to achieve financial security in a scalable way.

In Search of Solid Ground: Understanding the Financial Vulnerabilities of Microbusiness Owners

7

Acknowledgments

CFED gratefully acknowledges the MasterCard Center for Inclusive Growth for its support of our work to enhance the financial
security of low- and moderate-income entrepreneurs. We are particularly thankful for the team at EA Consultants—particularly
Barbara Magnoni, Emily Zimmerman and Laura Budzyna—for their contributions to this report as well as their patient guidance,
collaborative spirit and skillful execution of the research. We also extend special thanks to Catherine Meyrat, of InnoStratX, for her
guidance in understanding the supply of products and services currently available to microbusiness owners in the marketplace. We
also thank the national intermediaries, community-based service providers, CFED staff, and friends of friends who helped to distribute the online Entrepreneur Financial Services Study (EFSS) questionnaire or provide insight along the way, and those who were not
formally part of this effort but helped spread the word through social media, word of mouth and other means. Most importantly,
we thank those microbusiness owners who shared their experiences and challenges in the online questionnaire, phone survey or
in-depth qualitative interviews.

About CFED
CFED empowers low- and moderate-income households to build and preserve assets by advancing policies and programs that
help them achieve the American Dream, including buying a home, pursuing higher education, starting a business and saving for the
future. As a leading source for data about household financial security and policy solutions, CFED understands what families need
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For more details on the content summarized in this brief, see our full report In Search of Solid Ground: Understanding the
Financial Vulnerabilities of Microbusiness Owners available in CFED’s Resource Directory.

