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SMALL BUSINESS ADMINISTRATION

Additional Measures Needed to Assess 
7(a) Loan Program's Performance 

As the 7(a) program’s underlying statutes and legislative history suggest, the 
loan program is intended to help small businesses obtain credit. The 
program reflects this intent, in part, by guaranteeing a portion of each loan, 
alleviating some of the lender’s risk. However, determining the program’s 
success is difficult, as the performance measures show only outputs—the 
number of loans provided—and not outcomes, or the fate of the businesses 
borrowing with the guarantee. The agency is currently undertaking efforts to 
develop additional, outcome-based performance measures for the 7(a) 
program, but is not certain when any outcome-based measures may be 
introduced or what they may capture.  
 
Limited evidence from economic studies suggests that some small 
businesses may face constraints in accessing credit in the conventional 
lending market, but this evidence—which dates from the early 1970s through 
the early 1990s—does not account for recent developments that have 
occurred in the small business lending market. Several studies concluded, 
for example, that credit rationing—that is, when lenders do not provide 
loans to all creditworthy borrowers—was more likely to affect small 
businesses in part because these firms might not have sufficient information 
for lenders to assess their risk. However, the studies did not address recent 
significant changes to the small business lending market, such as the use of 
credit scoring, which may reduce the extent to which credit rationing 
occurs.  
 
GAO found that 7(a) loans went to certain segments of the small business 
lending market in higher proportions than conventional loans.  A higher 
percentage of 7(a) loans went to minority-owned and start-up businesses 
compared with conventional loans from 2001 to 2004. More similar 
percentages of loans with and without SBA guarantees went to small 
businesses owned by women and those located in economically distressed 
neighborhoods. The characteristics of 7(a) and market loans differed in 
several key respects, however. For example, loans guaranteed by the 7(a) 
program were more likely to be larger and have variable interest rates, 
longer maturities, and higher interest rates.  
 
SBA’s recent reestimates of the credit subsidy costs for 7(a) loans made 
during fiscal years 1992 through 2004 show that the long-term costs of these 
loans have generally been lower than the initial estimates. Since fiscal year 
2005, initial estimates have shown a “zero credit subsidy.” But the ultimate 
credit subsidy cost for any cohort of loans made will not be known until no 
loans are left outstanding. Reestimated costs may change because of 
uncertainties in forecasting and factors such as the number of loan defaults. 
Since 2002, the agency has employed an econometric model that 
incorporates historical data and other economic assumptions for its credit 
subsidy cost estimates and reestimates instead of relying primarily on 
predictions based on historical average loan performance.  

The Small Business 
Administration’s (SBA) 7(a) 
program, initially established in 
1953, provides loan guarantees to 
small businesses that cannot obtain 
credit in the conventional lending 
market. In fiscal year 2006, the 
program assisted more than 80,000 
businesses with loan guarantees of 
nearly $14 billion.  

 
This report examines (1) the 
program’s purpose, based on its 
legislative history, and 
performance measures; (2) 
evidence of constraints, if any, 
affecting small businesses’ access 
to credit; (3) the types of small 
businesses served by 7(a) and 
conventional loans; and (4) 
differences in SBA’s estimates and 
reestimates of the program’s credit 
subsidy costs. GAO analyzed 
agency documents, studies on the 
small business lending market, and 
data on the characteristics of small 
business borrowers and loans. 

What GAO Recommends  

GAO recommends that SBA take 
steps to ensure that the 7(a) 
program’s performance measures 
provide information on program 
outcomes.   
 
In written comments, SBA agreed 
with the recommendation in this 
report but disagreed with one 
comparison in a section of the 
report on credit scores of small 
businesses with 7(a) and 
conventional loans. 
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