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“Small Firm Financing and Dynamics.” 2026.

A growing body of work uses firm dynamics models in a variety of contexts to obtain results
for firm behavior under the assumption of heterogeneous firms. A subset of these models add
financial frictions, such that firms are subject to a collateral constraint limiting their borrowing
threshold. In this paper, I consider the US Small Business Administration (SBA), estimating
employment effects for firms receiving loans from its 7(a) or 504 programs and interpreting
the mechanism of the SBA loan through the lens of a firm dynamics model with financial fric-
tions. First, I measure the causal effect of loan disbursement on firm outcomes using a staggered
adoption design. The program has positive effects particularly for small firms in the 7(a) pro-
gram, and persistent effects even after the loan ends. Then, I present a firm dynamics model
with financial frictions, and calibrate the model in a steady-state equilibrium. I implement the
SBA loan in the model as an expansion of access to credit, and compare the model-implied la-
bor response profile against empirical evidence. The counterfactual is qualitatively correct and
matches patterns based on firm age yet does not match persistent effects of the loan found in
the data. Alternatively, modeling the loan as an interest rate subsidy is more consistent with
observed firm behavior.
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