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A long-standing goal of the Committee on National Statistics
(CNSTAT) has been to improve the data and statistics that are crucial to
accurate and timely economic measurement. In keeping with this history,
the Panel on Measuring Business Formation, Dynamics, and Performance is
pleased to present its final report. The successful conclusion of this project
has resulted from the efforts of many individuals, including but not limited
to the panel, whom we wish to thank.

The project was funded primarily by the Ewing Marion Kauffman
Foundation. Robert Litan, vice president of Research and Policy, and Rob-
ert Strom, director of Research and Policy, initiated the study and provided
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offer their perspectives on the topic and to identify key questions of interest
which, in the process, helped the panel sharpen its vision for the study.
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answer questions from panel members and staff, thereby helping us to
develop a broader and deeper understanding of key issues relevant to the
further development of business data systems. The panel especially thanks
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even more importantly, allowed the panel access to key personnel with
extensive expertise about various data programs. Presenters at the first
meeting included Kathleen Utgoff and Jim Spletzer of the Bureau of Labor
Statistics (BLS), Frederick Knickerbocker and Ron Jarmin of the Census
Bureau, Steven Landefeld and Dennis Fixler of the Bureau of Economic
Analysis, and Chad Moutray and Brian Headd of the Small Business Ad-
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1

Executive Summary

The mix and character of businesses in the United States have changed
dramatically over the past 30 years. The economy is more integrated and
interdependent globally; it has become much less reliant on the manufactur-
ing sector; and new technologies have transformed the nature of work.
These transformations have resulted in a highly dynamic economy with
outcomes varying over time by sector, region, and segment of society.
Business firms, as well as the one or more establishments that comprise
them, are constantly changing, with the people who start and run them
frequently reinventing their careers. The pace of establishment entry and
exit is rapid, especially in the expanding service sectors—additional flux in
the economy is created as companies reorganize through mergers, acquisi-
tions, and divestitures. Moreover, it has become more difficult to classify a
business as manufacturer, wholesaler, or retailer. Even the physical location
of business activity has become more difficult to track, as information
technology permits key inputs for some industries to electronically connect
into the production process from anywhere in the world. The blurring of
boundaries implies that measuring business activity increasingly requires
tracking the connection between employers, employees, and independent
entities.

The dynamic U.S. economy poses challenges to policy makers at the
national, state, and regional levels who seek a more complete understand-
ing of the factors that enhance productivity and innovation, as well as how
different sectors and regions participate in the economy. This understand-
ing is provided by the analyses and interpretations—which are in turn
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2 UNDERSTANDING BUSINESS DYNAMICS

heavily dependent on the federal business data system—conducted by the
academic and statistical agency research communities.

Business data collected by the statistical agencies are useful for a broad
spectrum of research, policy, and commercial purposes. They provide key
building blocks for national and local statistics on income, economic out-
put, employment, productivity, investment, and prices. Beyond these head-
line statistics, micro-level business data are integral to analyses of job
creation and destruction, worker flows, opportunities for economic ad-
vancement, firm and establishment entry and exit, technology adoption,
innovation, business owner characteristics, outsourcing, interactions
among firms, and even the impact of natural disasters on local economic
activity. Given these wide-ranging interests, the Panel on Measuring Busi-
ness Formation, Dynamics, and Performance was asked to develop strate-
gies for improving the accuracy, currency, coverage, and integration of
data used in academic and agency research on these topics, as well as data
used in the production of key national (as well as regional and local)
statistics.

The panel’s charge was to (1) catalogue currently available databases,
focusing on those produced by the federal statistical system; (2) identify
gaps in data sources that impede the production of accurate and timely
statistics and that hamper research on business dynamics; and (3) develop
recommendations for more effective integration of data sources and for
new and improved collection of business data, recognizing legal impedi-
ments, survey response rate and burden considerations, and access and
confidentiality issues.

Given its historically predominant focus on large and mature busi-
nesses, the current federal business data system was designed to provide
efficient measures of gross output and net job creation. This is the case
because a relatively modest number of well-established businesses account
for a large share of the nation’s aggregate economic activity. As it stands,
however, the U.S. business data system is inadequate for understanding
many of the mechanisms leading to greater productivity and innovation or
the dynamics of firm and job creation. The drawback to the current ap-
proach is that, when business dynamics vary systematically with business
size or age, it can yield less accurate, potentially misleading, measures of
changes in economic activity.

Over the past decade, U.S. statistical agencies have markedly improved
the measurement of business activity through the development of longitudi-
nal databases, constructed in large part from administrative records. Pri-
vate research foundations have also supported improvements in databases
on young and small businesses. Nonetheless, substantial data gaps remain.

The panel presents a series of recommendations, all consistent with
current norms and standards for use of government data in the United

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


EXECUTIVE SUMMARY 3

States, for improving the understanding of U.S. business dynamics. More
specifically, we recommend working toward a business statistics system
that includes better measurement of young and small businesses, richer
analyses of their economic performance and role in the larger economy, and
more reliable, timely, and accessible data on entrepreneurial activities. If
these recommendations are adopted, this new data system will substantially
enhance the capacity of researchers to understand U.S. business and em-
ployment dynamics and assist policy makers as they react to major com-
petitive challenges across sectors and geographic regions. While several of
the core recommendations could be implemented at low cost (at least in the
long run), others would require significant adjustments to current data
systems.

Reorientation of the data system as described in this report is needed to
address numerous important questions: How, and how much, do young
and small businesses contribute to innovation and productivity growth?
How important are these businesses in the generation of jobs? Do differ-
ences in the entrepreneurial characteristics of business enterprises help ex-
plain regional differences in economic performance? And do new and small
businesses offer good opportunities for minorities, women, immigrants,
and those with less schooling to become part of the economic mainstream?
To advance research on the role that new businesses play in the evolution of
the economy, richer data are needed on business enterprises, business own-
ers, and the legal, fiscal, and economic characteristics of the environments
in which they operate. The “ideal” data system must be capable of integrat-
ing data from an array of sources—private and public, business- and house-
hold-based, cross-sectional and longitudinal, survey and administrative,
national and subnational—that permit business dynamics to be measured
in ways that are just now being conceptualized.

BROAD PRINCIPLES

During its deliberations, the panel identified four principles to guide its
work and, in turn, the development of its recommendations:

1. Confidentiality: The statistical agencies have a responsibility to
data providers and data subjects to protect the confidentiality of informa-
tion that is provided. Data collected by the government must be maintained
in such a way that identifiable information is not disclosed for administra-
tive, regulatory, or enforcement purposes.

2. Public Purpose: Subject to confidentiality requirements, data shar-
ing among government statistical agencies and data access by others should
be facilitated when it serves a substantial public purpose. Data uses that
serve a substantial public purpose include those that lead to improvements
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4 UNDERSTANDING BUSINESS DYNAMICS

in the quality, breadth, and usefulness of government statistics; provide
evidence crucial to informing government policies on social and economic
issues; and encourage research that advances scientific knowledge.

3. Targeting Deficiencies: Improvements to data collection should fo-
cus first on areas in which policy and research relevance is high but in
which statistics needed to inform those policies and research are weakest.
This implies building up the statistical infrastructure for measuring business
dynamics and collecting information on rapidly growing economic sectors
in which the activities of smaller and younger firms are disproportionately
important, but for which data coverage is relatively weak.

4. Cost Efficiency: The statistical agencies should give the highest
priorities to actions that can be done expeditiously and at low cost.
Throughout this report, we identify situations for which more creative use
of existing data can be exploited for the purpose of producing useful
statistics.

RECOMMENDATIONS

The recommendations in this report are organized into three thematic
groupings. The first set of recommendations confronts the need to increase
the statistical system’s capacity to measure activities of nascent and young
businesses—especially those positioned in fast-growing and innovative sec-
tors of the economy—that are central to understanding business dynamics.
The second set of recommendations outlines actions to improve the cover-
age and depth of business data through more effective coordination and
integration of existing information sources. These recommendations reflect
the need to improve business data while recognizing that statistical agency
budgets are tight and that containment of respondent burden is essential.
The third set of recommendations is directed toward shifting the legal and
organizational environment to accommodate data sharing and confidenti-
ality protections in such a way that enables the kinds of efficiencies envi-
sioned by the panel to occur.

The panel’s broadest recommendations for helping guide the plans of
statistical agencies are listed here. Steps that can be taken to improve spe-
cific surveys and business lists are detailed in Chapter 5.

Expanding Data on Young and Nascent Businesses

In designing a data collection system, nothing is more fundamental
than the question of whom to survey. The optimal mix of established
business entities to be covered in the statistical system’s surveys, censuses,
and administrative sources must be determined. For measuring business
dynamics, it would be beneficial to reduce the undersampling of those parts
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of the business population that are most likely to be in transition and that
provide early indicators of the future directions of the economy.

To measure business dynamics more effectively, the Census Bureau
and the Bureau of Labor Statistics (BLS) should increase the sam-
pling of younger units in their surveys. This will require that busi-
ness age be included as one of the stratifying variables and that
business lists, on which the surveys are based, cover recent business
entrants.

Given the panel’s conclusion that essential policy-based research relies
on information about new businesses, it follows that key data programs
must keep track of how long business entities have existed. Business statis-
tics in the federal system are regularly disaggregated along other dimen-
sions—by firm or establishment size, for example—but very little informa-
tion is systematically produced or tabulated by age. However, it is clear that
a better understanding of dynamic trends in industry evolution, firm entry
into markets, and the productivity impact of new firms requires data on
business age.

The Census Bureau and BLS should exploit their administrative
record systems to produce public-release statistics on economic
activity disaggregated by indicators of business age.  Readily avail-
able business age indicators in these administrative records systems
include the application date for an Employer Identification Num-
ber, the point at which positive revenues are generated, and the
first period with positive payroll.

A focus on publishing statistics by business age would also be compatible
with the recent innovations in measuring producer dynamics, such as those
developed in association with the Business Employment Dynamics (BED)
program produced by BLS and the Statistics of U.S. Businesses (SUSB)
produced by the Census Bureau (and the closely related Longitudinal Busi-
ness Database (LBD) microdata program at the Census Bureau).

Because current data collection focuses on larger business entities and
traditional sectors and employment arrangements, activities associated with
some of the most interesting and rapidly changing components of the
economy are imprecisely, or slow to be, detected. Measurement and analy-
sis of the processes through which businesses are born and grow require
going beyond conventional data collection from employer businesses. The
most direct way to get at early life-cycle dynamics involves focusing on
household or individual units. While there are limitations to household-
based data, such as the typical absence of information on business perfor-
mance, they can be used as a screening vehicle for identifying nascent and
young businesses and, subsequently, for generating information on their
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transitions to more substantial business entities. Optimally, to form as rich
a picture as possible, information on worker and entrepreneur characteris-
tics, self-employment, and household-centered businesses should be inte-
grated in a longitudinal data infrastructure.

Improving Measurement of Business Dynamics Through
Efficient Use of Existing Information Sources

Given finite, often tightening, resources, a realistic strategy to improve
business data must rely heavily on effective use of existing data collection
efforts. Many of the measurement objectives described in this report can be
achieved without major new investments; they require only improved coor-
dination of currently available data.

A key aspect of the strategy to make more effective use of existing
resources involves overcoming technical and legal hurdles so that adminis-
trative data that are routinely collected from (and by) businesses can be
broadly exploited. For example, major sources of data on self-employed
individuals are administrative—tax return information, such as that con-
tained in Schedule C returns, is particularly important. Use of administra-
tive sources can (1) improve data accuracy, particularly when survey ques-
tions require respondent recall; (2) broaden population coverage; and (3)
reduce respondent burden by minimizing the amount of information that
must be gathered in duplicative surveys. Effective use of administrative data
allows surveys to be used in a targeted way when detailed information on
special topics is needed.

In order to take advantage of disparate sources, it must be possible to
link records at the individual entity level. For measuring business dynamics,
it is particularly important to develop a linking strategy that allows con-
struction of comprehensive longitudinal data structures that capture events
as they take place over the course of a firm’s or an establishment’s life cycle.
Many of today’s surveys and censuses have longitudinally incompatible
questionnaires. More weight should be given to the longitudinal uses of
these data when survey instruments are created and revised.

The Census Bureau should develop a fully integrated longitudinal
household-business data infrastructure from administrative data to
serve as a platform for tracking business formation, for integrating
household and business survey data for measuring economic activ-
ity associated with the business formation process, and for devel-
oping samples for new surveys of business dynamics. The integra-
tion should include the master household address files, the job
frame from linked employer-employee administrative records, and
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data for firms (including those with no paid employees, but with
receipts) from the Census business register.

An efficient data collection infrastructure also requires that survey pro-
grams be well coordinated across statistical agencies. It is not economically
efficient to expand the Census Bureau’s surveys to include more informa-
tion, or to collect it at more frequent intervals, when similar data are
already collected in BLS surveys. Similarly, it is not efficient to add output
and nonlabor input measurements (such as capital investments) to BLS
high-frequency surveys. However, periodic measurement of all these con-
cepts on the same questionnaire (and from the same entities) is the only way
to identify and correct errors in the estimation of dynamic relationships
that occur when the microdata from multiple sources are aggregated for use
in statistical products.

BLS and the Census Bureau should jointly develop intermittent
topical modules for their business surveys. These topical modules
should be designed to allow periodic measurement in the same
survey and with the same business sample of variables usually
collected in separate surveys and at different frequencies.

Statistical agencies may also be able to improve the accuracy and time-
liness of their products by tapping into data systems maintained by busi-
nesses. Given that businesses must continually update their own employ-
ment, payroll, capital expenditure, and other records, it makes sense to
develop conduits from internal reporting systems to government data col-
lections. By recognizing that companies maintain accounting systems asso-
ciated with day-to-day operations on a high-frequency basis, it may even be
possible to mitigate business respondent burden. New technologies (e.g.,
web-based reporting) will continue to enhance these kinds of opportunities
to improve the timeliness and accuracy of collection efforts.

Improving the Business Lists Through Interagency Data Sharing

Four business registers in the United States provide wide-scale coverage
of both publicly and privately held businesses: three are maintained by
government agencies (the Internal Revenue Service (IRS), BLS, and the
Census Bureau), and one is private (Dun & Bradstreet). The registers at the
Census Bureau and BLS are the primary lists from which statistics on firm
and establishment dynamics are generated. The two main programs on
business dynamics—the BED and the SUSB/LBD—are constructed from
microdata on establishments in these files. The BLS data come from the
Quarterly Census of Employment and Wages program administered by the
state Unemployment Insurance programs. The Census Bureau program is
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based on IRS filings augmented with data from various censuses and sur-
veys.

The business lists serve a number of critical purposes. They are used to
create sampling frames for a wide variety of surveys conducted by the
agencies; to benchmark survey data; to publish employment and wage data;
and to generate key statistical aggregates, most notably many of the inputs
to the national income and product accounts. Comparison projects con-
ducted cooperatively between the Census Bureau and BLS indicate that the
business lists do not consistently align—for example, in terms of employ-
ment and establishment counts assigned to certain industries, or in their
ability to pick up small and new businesses. Inconsistencies in the business
lists carry direct implications for the reliability of key business statistics—
from gross domestic product, to aggregate employment, to productivity
and industrial production—derived at least in part from business list data.
In turn, this creates problems for data users. Perhaps most notably, the
Federal Reserve’s monetary policy is affected when productivity data—
calculated using output data from the Census Bureau and input measures
(industry employment) from BLS—are inaccurate, because that informa-
tion factors directly into measured inflation trends.

Continued evolution of the U.S. business data system hinges, to a sig-
nificant extent, on improving the Census Bureau and BLS business lists. The
potential of reconciling the business registers is a highly visible example of
what can be gained through effective interagency data sharing. Recent
legislation—specifically the Confidential Information Protection and Statis-
tical Efficiency Act of 2002 (CIPSEA), which allows sharing of confidential
business data among BLS, the Bureau of Economic Analysis (BEA), and the
Census Bureau for statistical purposes—provides a foundation facilitating
the kind of data coordination needed to work toward this goal. However,
the Census Bureau is not permitted to share its underlying business list or
survey data with BEA or BLS because they are commingled with federal tax
information. The panel supports extending CIPSEA to increase the flexibil-
ity with which information can be shared among statistical agencies for
purposes of constructing a comprehensive business register and for design-
ing special surveys.

Effective coordination of the statistical agency data programs is essen-
tial for improving the accuracy, coverage, and timeliness of business data,
as well as the efficiency with which they are produced. Before work can
progress further to reconcile the business lists, and before data sharing
among the three CIPSEA-designated agencies can be fully exploited, the IRS
regulations and tax code legislation must be changed.

Measures should be taken immediately to facilitate the expansion
of CIPSEA to increase the kinds of information that may be shared

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


EXECUTIVE SUMMARY 9

among statistical agencies for the purpose of reconciling the busi-
ness lists and for the design of special surveys. This expansion of
data sharing can be accomplished by: (1) Congress acting to revise
Internal Revenue Code Section 6103(j) to extend authorized access
of IRS tax information to BEA and BLS; (2) the Treasury Depart-
ment initiating an update of the IRS regulations, which clarify the
purpose and detail specific items that can be shared with autho-
rized agencies; or (3) a combination of both actions.

The goal of the agencies charged with creating and maintaining the
source lists should always be to include accurate data on all business units,
large and small, new and old. There are, according to the Census Bureau,
roughly 18 million nonemployer firms—individual proprietorships, part-
nerships, or corporations with no paid employees—that account for about
three quarters of all firms and a reasonably large fraction (12 percent in
2000) of aggregate U.S. business revenues. Thus, sharing of business data
would be quite limited if it did not permit an integration of data on the full
range of businesses operating in the economy.

In order to create a comprehensive business list and to generate
data that would be useful for studying the dynamics of small and
young firms, interagency sharing agreements should extend to data
on nonemployers. Data on all sole proprietors and partnerships
must also be included, whether they have employees or not.

We believe that a compelling data-driven case has been made, in this
report and elsewhere, that reconciliation of the business lists would better
serve downstream users—such as BEA in the production of national ac-
counts, the Federal Reserve in carrying out research to inform monetary
policy, and the Congressional Budget Office in projecting real gross domes-
tic product growth—to an extent that more than warrants the actions
recommended here. The political and legal feasibility of expanding data
sharing among the statistical agencies has been enhanced by CIPSEA; in-
deed, given the uniform set of requirements enacted through CIPSEA, the
agencies are now in a better position than ever before to protect data
collected for statistical purposes under a pledge of confidentiality.

Increasing the Value of Data Collection by Expanding Use

The statistical agencies rightly view themselves primarily as data pro-
ducers, and their mission is to do so, maximizing quality subject to budget
constraints. While the agencies do maintain skilled in-house staffs, the vast
share of research expertise resides elsewhere, at universities or other non-
governmental institutions. It is the intensive use of statistical agency prod-
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10 UNDERSTANDING BUSINESS DYNAMICS

ucts that creates their high public value and also exposes their strengths and
weaknesses, which ultimately feed back to improve the quality of surveys
and of the data sets (public use and restricted access) themselves. A full
return on the nation’s investment in data requires that users have access.

The quality of research based on business data produced by the
statistical agencies would improve with greater interaction between
outside researchers and businesses and the statistical agencies. As
recommended in previous Committee on National Statistics re-
ports, statistical agencies, in particular the Census Bureau, should
incorporate into their missions a broader interpretation of the cri-
teria for access to data. Specifically, research that informs social
and economic policy should be considered a valid reason for ac-
cessing confidential data.

The panel commends recent steps taken by the Census Bureau and IRS to
emphasize the importance to public and private decision making of re-
search that takes place at the agency’s data centers, and to work out proce-
dures to facilitate streamlined processes for reviewing proposed research
projects.

In planning a data system capable of measuring business formation and
dynamics, it is essential to keep in mind the needs of users—federal agencies
and researchers, as well as businesses themselves. Questions about business
activity are frequently made in reference to specific places, ranging from
neighborhoods to the entire country. Thus, for many purposes—such as
state and local planning—data must be collected and accessible in a way
that allows for small-area analyses. Data with precise location identifiers
are also needed to document the effects of federal government policies and
actions. The impact on local economies of base closures, contract awards,
emergency relief, and extending eligibility for unemployment insurance are
but a few examples of situations in which the capacity to fully analyze
events has been compromised by data limitations. The importance of track-
ing businesses and people at substate levels has been reinforced by the series
of recent natural disasters that have disrupted and redirected many kinds of
business and worker activity. Designing useful data systems therefore re-
quires building in the capability to readily aggregate to a range of geo-
graphic scales.

The statistical agencies have done a good job of integrating small-area
details in many of their data programs. Survey programs should continue to
collect, and administrative record systems should maintain, data that en-
able (1) identification, for authorized purposes, of detailed geographic and
sectoral location of business activity, generally at the establishment level;
and (2) flexible aggregation of statistics by product, industry, region, county,
etc. Because point-level geographic identifiers uniquely identify a site of
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business activity, issues of confidentiality arise and access to these kinds of
data is typically restricted.

Costs and Priorities

Actions associated with two of the report’s core themes involve mini-
mal increases in resources yet have the potential to yield high value. These
themes are (1) that the statistical agencies should maintain their business
registers in a more fully coordinated manner and (2) that statistical agencies
should utilize the registers to produce new tabulations of economic activity,
specifically by business (establishment) age. The recommendations associ-
ated with these themes should be given high priority. The report also in-
cludes recommendations that would require greater resources or longer
term effort to carry out. The rationale behind several of these is that young
and small establishments should be given more weight in survey sampling
than their receipts or total employment might suggest, because their charac-
teristics change quickly and because they may contribute disproportion-
ately to economic growth. These recommendations are equally if not more
important for measuring business dynamics, but the pace at which they can
be implemented will be slower. Other recommendations, such as those
suggesting more rapid integration of new technologies or more effective use
of existing data sources, are offered to encourage long-term efficiency of
business data collection. Taken as a set, a major justification for the panel’s
recommendations is to avoid the costs of “benefits foregone” from the
absence of timely, precise data on the mechanisms by which the U.S.
economy adapts and grows. In our view, the amount of resources required
to provide a more timely, accurate, and complete description of U.S. busi-
ness dynamics seems like a very good investment of public resources, yield-
ing substantial benefits for future generations.
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1

Introduction and Motivation

Maximizing growth, maintaining full employment, minimizing infla-
tion, and advancing the population’s living standards are primary economic
policy goals. A healthy, market economy is complex, and is characterized
by dynamic interactions between businesses and households. The ability to
measure these dynamics is of critical importance for understanding the
sources of productivity and job growth and, in turn via demand and supply
factors, price inflation. Economic policy makers, including the Federal Re-
serve, rely heavily on timely and accurate statistics on the dynamics of U.S.
businesses. Although the U.S. statistical system is a world leader in produc-
ing data on business activity, the dynamism of U.S. businesses and the
implications of this dynamism for productivity and job growth are only
recently becoming evident.

1.1 THE CURRENT SYSTEM

Data on business activity are useful for a broad spectrum of research,
policy, and commercial purposes. Business data provide key building blocks
for national and local statistics on income, output, employment, productiv-
ity, investment, prices, and other economic measures. Data on U.S. busi-
nesses are actively used by policy makers at the national, state, and local
levels, and by the business community itself in tracking U.S. economic
activity. Beyond the public-release statistics that often dominate news re-
ports, micro-level business data are useful for the analysis of productivity
growth, job creation and destruction, business entry and exit, the role of
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14 UNDERSTANDING BUSINESS DYNAMICS

young and small businesses, the characteristics of business owners,
outsourcing, interactions among firms, the impact of natural disasters on
local economic activity, and other critical issues.

A simple but useful generalization about the U.S. statistical system is
that it has been designed to measure levels of business activity—in terms
such as business outputs, and business inputs like labor and physical capi-
tal—on a timely and accurate basis. Statistical agencies have traditionally
focused greater attention on larger, more mature businesses. This approach
is capable of producing accurate and cost-effective estimates of aggregate
economic activity because a relatively modest number of businesses pro-
duce a large share of total output and employ a large share of economic
inputs. It is also easier to identify and promptly capture the activity of large,
long-established businesses.

But there are drawbacks to this approach; the focus on levels as op-
posed to growth has led to an underemphasis on young and small busi-
nesses. These businesses account for a relatively small share of the level of
economic activity but are critically important in measuring and under-
standing the growth of economic activity. Also when business dynamics
vary systematically with business size or age, a focus on larger and more
mature units can yield less accurate, potentially misleading, measures of
changes in economic activity. For example, given the current focus, the
tracking of the response of U.S. businesses to the business cycle is likely
mismeasured to the extent that young and small businesses are especially
sensitive to the cycle. Equally importantly, a focus on larger and more
mature units limits our ability to measure and analyze the early life-cycle
dynamics of businesses and to evaluate the factors that impact business
formation, selection, and growth. Thus, a full understanding of economic
progress and business dynamics requires careful attention to data on
younger and smaller businesses.

Over the past decade or so, U.S. statistical agencies have greatly im-
proved the measurement of business activity through the intense develop-
ment of longitudinal databases constructed from administrative records.
For example, the Bureau of Labor Statistics (BLS) has developed the Busi-
ness Employment Dynamics database, and now regularly produces quar-
terly statistics on gross job gains and losses by industry, region, and busi-
ness size class. The Census Bureau has developed the Quarterly Workforce
Indicators, which provide measures of worker separations and accessions
and related measures of job gains and losses at the local economy level. The
Census Bureau has also developed the Longitudinal Business Database
(LBD) from its business registers and used the LBD to produce new public-
use statistics.1  The LBD also serves as a micro-level analytical database for

1In a closely related program, the Census Bureau has been using its business registers to
produce aggregate statistics on the dynamics of U.S. businesses in the Statistics on U.S. Busi-
nesses program.
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use by researchers at secure sites for valid and approved statistical pur-
poses. Both BLS and the Census Bureau have taken advantage of their new
LBDs to help quantify dislocations caused by economic disruptions, such as
those caused by Hurricane Katrina and other natural disasters.2

Related improvements in databases on young and small businesses
have been supported by private research foundations. The Kauffman
Foundation, for example, has supported the Panel Study of Entrepreneur-
ial Dynamics, which provides information about nascent entrepreneurs
who are considering a business start-up, and the new Kauffman Firm
Survey, which will provide information about the early life cycle of busi-
ness start-ups.

While these developments on the statistical and research fronts repre-
sent real progress, the data gaps for young and small businesses are still
very substantial. The administrative records data exploited by the U.S.
statistical agencies are comprehensive in their coverage, but they provide
little depth of information about individual businesses. Administrative
records are usually limited to measures of payroll, employment, revenue,
industry, business age, legal form of organization, and business location.
To quantify and better understand the role of younger and smaller busi-
nesses in productivity growth, technology adoption, new product develop-
ment, and opportunities for economic advance, we need richer types of data
on business enterprises, business owners, and the legal, fiscal, and economic
characteristics of the environments in which they operate.

1.2 STUDY SCOPE

This study assesses the strengths and weaknesses of existing business
databases—their accuracy, coverage, timeliness, richness, and accessibil-
ity—and the overall adequacy of the U.S. data infrastructure for measuring
and analyzing business outcomes. We compare the current data infrastruc-
ture with a feasible ideal system, and advance several recommendations to
improve the quality, timeliness, and coverage of U.S. business databases.
We emphasize the need for better measurement of younger and smaller
businesses, including their evolution over time, and richer analyses of their

2Both BLS and the Census Bureau actively used their business registers to study the impact
of Hurricane Katrina and to adjust statistics. The detailed location data in their registers
permitted measurement and assessment of the businesses impacted by the disaster and to
make adjustments to business survey estimates for nonresponse by businesses in the impacted
area. The standard approach to nonresponse is often to impute data for the nonrespondent
but in the case of Katrina-impacted businesses, BLS, for example, was able to treat
nonresponse as nonactive businesses.
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economic performance and role in the larger economy; timely and acces-
sible data on entrepreneurial activities is also a major concern. In presenting
our recommendations, we prioritize the steps needed to fill the data gaps
identified in the report. Given the scarcity of resources for new statistical
programs and the desire to keep respondent burden low, key elements of
our recommendations stress more effective use of existing data collection
instruments, continued development of longitudinal data sets, and greater
interagency collaboration in the sharing and linking of data sources within
the federal government. We also suggest forms of cooperation between the
federal statistical agencies and nongovernmental producers of business data
that can yield richer data sets on business characteristics and outcomes
while respecting confidentiality requirements.

In considering these issues, we primarily limit our attention to the
measurement of business activity in the private, nonfarm sector of the U.S.
economy. The agricultural sector involves a number of data sources and
measurement issues that are outside the scope of this study. Likewise, the
government and nonprofit sectors have distinct features that give rise to
different data needs and measurement issues. To keep the scope of this
study within reasonable bounds, an assessment of the data infrastructure
needs for the agricultural, nonprofit, and government sectors is left for
other occasions.3

The charge of the Panel on Measuring Business Formation, Dynamics,
and Performance is to develop strategies for improving the accuracy, cur-
rency, coverage, and integration of data used in academic and agency re-
search on business formation and dynamics, and in the production of key
national, regional, and local statistics. The panel’s focus is on business
formation, young and small businesses, and entrepreneurial activities. Of
particular interest are data used to measure and track business entry and
exit, job and worker flows, productivity, investment, wages, and prices.
Given the keen interest in business formation and growth, the integration of
real and financial data that permit the measurement and analysis of financ-
ing for young and small businesses is also a key area of interest.

The specific goals of the study are to:

3Among the recent work focusing on the nonprofit sector is that carried out by the UN/
Johns Hopkins project on nonprofits (http://www.jhu.edu/~gnisp/) and efforts at the Urban
Institute’s Center on Nonprofits and Philanthropy (http://www.urban.org/center/cnp/
index.cfm). Much of the data work on the agricultural sector takes place at the U.S. Depart-
ment of Agriculture’s Economic Research Service. Summaries of leading work on measuring
the government sector (for the United States and Great Britain, respectively) can be found in
National Research Council (1998) and Atkinson (2005).

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


INTRODUCTION AND MOTIVATION 17

• catalogue the currently available cross-sectional and longitudinal
databases on business-level outcomes;

• identify gaps in current data sources that impede the production of
accurate and timely statistics on business dynamics;

• identify gaps that hamper research on business entry and exit, busi-
ness evolution over time, interactions among firms, factors that in-
fluence business adaptation and growth, the dynamics of the self-
employed, useful definitions of business organizations and their
scope of operations, job and worker flows, financial and other busi-
ness-to-business linkages, and the transformation of business activi-
ties and organizations; and

• develop recommendations for better use of existing data sources,
new and improved collection of business data, and more effective
integration of existing data collection projects. The recommenda-
tions must respect legal obligations, confidentiality requirements,
and access needs, and they must recognize issues related to survey
response rates, respondent burdens, and the high cost of longitudi-
nal surveys.

1.3 BUSINESS DATA USES AND CHALLENGES

U.S. statistical agencies collect business-level data to construct national
statistics on aggregate income, profits, output, productivity, employment,
investment, prices, and other measures of economic activity. There is a
high-priority need by the user community to measure both the level and the
changes in U.S. business economic activity. While national aggregates have
the top priority, statistics on the levels and changes in U.S. business activity
are often classified by industry and by location of business activity. Detailed
data by industry and location are essential for understanding the rapid pace
of restructuring within many industries, the growth of the service sector,
the diffusion of advanced technologies and new business practices, and
many other aspects of economic development. Measurement of business
activity at the regional, state, and county level is also important for a
variety of policy questions. Recent natural disasters such as Hurricane
Katrina highlight the need for timely information on local business activity.

Challenges in the measurement of business activity at the national,
industry, and regional level are many and well known. The ongoing shift in
industrial structure imposes its own challenges. There is invariably a lag in
the response of the statistical agencies in shifting the focus of measurement
to new and growing sectors of the economy. Reflecting their historical
importance, much more information is currently collected on the agricul-
tural and manufacturing sectors than the service sector. However, in the
last couple of decades the U.S. statistical agencies have responded to this
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challenge by developing more comprehensive economic censuses, and an-
nual and quarterly surveys of the nonfarm, service-producing sectors of the
economy.

Some large and rapidly growing industries are difficult to measure
adequately because of the nature of their activities. It is well known, for
example, that the financial services sector poses challenges in the measuring
output. Researchers frequently cite measurement of the output of banks
which, given the wide range of services offered and the difficulty of quanti-
fying the revenue streams and prices associated with these services, pose
serious problems. This challenge has yielded puzzling findings such as nega-
tive measured productivity growth in the banking sector despite the pres-
ence of apparent and significant technological innovations. A related chal-
lenge is the measurement of output and prices of advanced technology
products such as computers, semiconductors, software, telecommunica-
tions, and new medical treatments. Rapid technological changes and qual-
ity improvements can make it difficult for the statistical agencies to ad-
equately capture developments in the market place.

Globalization and the increased role of large, multinational firms is
another ongoing measurement challenge for the statistical agencies. Com-
plex, vertically and horizontally integrated firms—with research and devel-
opment labs and customer service call centers around the globe, and many
components produced offshore—make the measurement of business activ-
ity increasingly difficult.

Another challenge is reconciling and integrating the measurement of
business activity with the economic activity of households. The center point
of this reconciliation is employment statistics. Household and business sur-
veys of total employment as well as employment growth rates differ sub-
stantially and systematically in booms and recessions. Possible sources of
these discrepancies include inconsistent treatment of the self-employed,
multiple job holders, and off-the-book workers that might show up in
household surveys but not in establishment surveys and administrative
records.

Yet another challenge is to generate the core measures of business
activity on a timely basis. There is high demand for information on U.S.
business activity that is both current and accurate by both the policy and
business communities. For example, for the purpose of setting monetary
policy, the Board of Governors of the Federal Reserve System requires
accurate and timely information up to the latest week and month prior to
its Open Market Committee meetings (held every six weeks).

Given all of these challenges, and the potentially conflicting goal of low
respondent burden, it might be argued that other needs merit higher prior-
ity than better data on entrepreneurial activity, business start-ups, and
young businesses. Two basic arguments suggest otherwise. First, it is a
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fallacy to argue that since large and mature businesses account for the
largest share of activity, they account for most of the changes in aggregate
activity. For example, young and small businesses play a disproportionately
large role in the creation and destruction of jobs and, in certain circum-
stances, changes in national and local economic activity. Second, the U.S.
economy constantly reinvents itself with new business practices, new prod-
ucts, and new processes. Young and small businesses play a vital role in the
ongoing restructuring of the U.S. economy. Failure to measure this role can
mean missing much of the story.

The panel put a high weight on the resource constraints for business
data collection. Resources for U.S. statistical agencies are limited, and the
challenges they face are considerable. Moreover, keeping respondent bur-
den to a reasonable level (and perhaps reducing it) is an important consid-
eration. Given these resource constraints and objectives, we explore ways
that existing data collection can be made more efficient through data inte-
gration. This means the integration of survey and administrative records
data and the combination of data across surveys. Challenges for this ap-
proach include legal restrictions on data sharing and access across U.S.
statistical agencies. The panel’s findings and recommendations have these
resource and legal constraints in the background of all of the discussion.

1.4 THE VALUE OF STUDYING BUSINESS DYNAMICS

Longitudinal databases have yielded several insights into business dy-
namics and the operation of the larger economy. For example, we now
know that gross job creation and destruction dwarf net employment changes
at the national, regional, and industry levels.4  Indeed, about one in seven
jobs in the U.S. private sector disappears in an average year, and an even
larger number of new jobs are created. Much of this job creation and
destruction reflects business start-ups and shutdowns. Exits and other deep
employment cutbacks at the level of individual businesses translate into job
losses for workers and, often, unemployment spells and reduced earnings.
Thus, there is a close connection between individual business dynamics and
the fortunes of workers and their families.

Better measurement of business activity, especially at young and small
businesses, is also essential for addressing other key economic issues. The

4Gross job creation is calculated by summing employment gains over new and expanding
employers. Likewise, gross job destruction is calculated by summing employment losses over
exits and contracting employers.
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large-scale turnover of firms, jobs, and workers in the U.S. economy reflects
an ongoing process of business responses to idiosyncratic shocks and differ-
ential responses to common shocks. Longitudinal studies find that the con-
tinuous reallocation of jobs, workers, and capital from less to more produc-
tive businesses is an important source of aggregate productivity gains.
Younger firms appear to play an especially important role in this process, as
suggested by their relatively high and variable growth rates.

Some of the dramatic outcome differences among young businesses
reflect high levels of experimentation with different business methods, pro-
duction processes, organizational structures, new products, and new loca-
tions. Preliminary research findings suggest that each cohort of entering
businesses is quite heterogeneous, and that entrants often experiment with
a variety of new methods, products, and processes.5  Some of these busi-
nesses discover or develop commercially successful innovations, become
profitable and expand rapidly, thereby contributing to employment gains
and productivity growth. Many other new businesses, however, do not
survive the competitive selection process, and they eventually shrink or exit.
The available evidence suggests that this market selection process contrib-
utes to productivity gains in the sense that less productive, less profitable
businesses tend to exit, while the more productive, more profitable firms
tend to endure and expand.6

These findings about the churning of jobs, workers, and firms and their
contribution to productivity gains are preliminary—in part because the
measures of productivity available for young and small businesses are so
limited. As emphasized above, most of the data on outputs and inputs,
including key inputs like capital expenditures on advanced technologies,
are collected mainly for large, mature businesses. Hence, the productivity
measures available for younger and smaller firms are often quite crude.

As a consequence, many critical questions cannot be adequately ad-
dressed with existing data sources. If business start-ups and the postentry
dynamics of young businesses play a vital role in economic growth and
fluctuations, as suggested by the available evidence, then it is important to
measure and understand the factors that influence these dynamics. Like-
wise, measuring and understanding the factors that influence the decision
to become an entrepreneur is important. In addition, relatively little is
known about the activities of young and small businesses in terms of busi-

5See, e.g., Davis, Haltiwanger, and Schuh (1996); Foster, Haltiwanger, and Krizan (2001);
Syverson (2004); and Becker et al. (2006).

6See Bartelsman and Doms (2000) and Foster, Haltiwanger, and Krizan (2001, 2002).
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ness methods, products, and processes. And little is known about the ob-
stacles to the survival and growth of young businesses. Some researchers
argue that access to external financing is critical for the success of business
start-ups, but there is little comprehensive research on this issue because of
data limitations. The share of privately held firms that obtain venture capi-
tal financing is very small, but many of the businesses that have gone public
in the last decade or so have had such financing (Kaplan, Sensoy, and
Strömberg, 2005). Moreover, young businesses that go public sometimes
exhibit especially rapid growth. Because young businesses that offer a
promising business model can more readily attract venture capital and go
public, the causal connection between financing and growth is difficult to
pin down, but the interaction between financial markets and young busi-
ness dynamics is one key issue that calls for better data.

Some existing data sources do focus on small business financing. For
example, the Federal Reserve conducts a survey on small business financing
that produces much useful information. The latter survey is a rich data
resource for these issues but, with no intended criticism of this very valu-
able survey instrument, it offers far too little given the above characteriza-
tion of business dynamics. As described above, business start-ups and young
businesses must make decisions about the business model, the product, the
process, and the location of activity. These decisions are yielding rich and
heterogeneous outcomes on key measures like productivity, investment in
physical capital and advanced technologies, and job growth. To understand
these outcomes, measures of the latter need to become available (in many
cases they are not) and then integrated with information from surveys
about financing.

1.5 APPLICATIONS THAT WOULD BE ADVANCED
BY FURTHER DEVELOPMENT OF DATA ON

YOUNG AND SMALL BUSINESSES

The Federal Reserve is among the most prominent users of business
data. Consider the Federal Reserve Open Market Committee (FOMC) meet-
ing at which the current status of the economy is evaluated and its behavior
over short and long horizons forecasted. The FOMC uses high-frequency
statistics on key indicators like employment, unemployment, and sales to
conduct this evaluation and make these forecasts. Start-up and young busi-
nesses are volatile and among the most sensitive to business cycle fluctua-
tions.  The rapidity with which the economy emerges from recession may
very well turn on how well business start-ups and young businesses cope
with a changing economic environment. Currently, the employment statis-
tics from businesses are based on the current establishment survey which
adds start-ups and young businesses to its sample frame with a lag. More-
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over, given that it is a high-frequency survey with substantial nonresponse,
BLS primarily uses the employment changes reported by establishments
that responded to the survey in both the current and prior month to gener-
ate its estimate of employment growth. BLS realizes this shortcoming and
has developed sophisticated statistical methods for imputing or forecasting
the contribution of business entry and exit. However, they have relatively
limited information on which to build such imputations. If real-time data
on business entry and exit were available (or with a short time lag) this
would significantly improve the ability of the FOMC to detect business
cycle turning points.

Next, consider national and local policy planners attempting to evalu-
ate the impact and plan for the future in response to economic dislocation
from natural disasters like Hurricane Katrina or from military base closings
and realignment. Details on the spatial variation of firms and workers
down to the block level are essential to measure the impact of such events.
The tracking of business start-ups and shutdowns as well as the growth
dynamics of young businesses is vital for evaluating the planning and recov-
ery from the economic dislocation. For example, in New Orleans, tracking
business shutdowns that are temporary or permanent, and measuring and
tracking the types of businesses that are returning, starting up, or expand-
ing is of critical importance.

In turn, consider the U.S. statistical agencies charged with measuring
the activities and productivity of different industries. Anecdotal and their
own data collection reveal that there are blurring of boundaries across
firms in a variety of ways. Outsourcing of activity implies that some part of
the production process is now conducted in a different physical location
(either domestically or offshore) and in a different industry. Changes in the
employer and employee contractual relationship take the form of increased
use of temporary help, personnel service, or employee leasing firms. In both
cases, some part of the business start-ups that are observed reflect these
changing boundaries of firms. Thus, even for the measurement of the activ-
ity of large, mature firms tracking the business start-ups and their activities
is of critical importance to measure the activity and productivity of the
industry. Failure to capture outsourcing or employee leasing can yield spu-
rious changes in the measured productivity of the firms and the industry as
it might appear that the firms and in turn the industry are able to produce
the same amount or even more with seemingly fewer inputs.

Finally, consider an academic researcher who is exploring the idea that
the financial market deregulations and innovations of the 1980s and 1990s
played a fundamental role in the improved U.S. economic performance in
the 1990s and in the new century. Testing the hypothesis depends critically
on exploring whether financial market innovations permitted greater risk-
taking by businesses as even young businesses were able to find financial
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backing for risky but high-potential-payoff projects. Both the research com-
munity and the policy community have enormous interest in this issue since
it impacts regulation and legislation of financial markets in the United
States. This issue can only be explored if researchers have access to longitu-
dinal data with information on business start-ups and on tracking measures
of real activity like sales, employment, investment in innovative activity,
investment in physical capital, the organizational structure of the firm, and
the worker mix at the firm. In addition, researchers need information about
the sources of financing of these start-ups and young businesses. To make
matters even more challenging, the longitudinal business data must also
accurately track exits since studies would be biased if the sample included
only firms that survived and succeeded. Researchers could only conduct
this type of pathbreaking work with substantially improved data on young
and small businesses along the lines discussed in this study. Moreover,
researchers may only conduct their analyses if they have access to such
data.

1.6 THE PANEL’S WORK

During its deliberations, the committee identified a set of principles to
guide its work and, in turn, the development of its recommendations. The
first principle relates to confidentiality and privacy:

Principle 1: Statistical agencies have the responsibility to data provid-
ers and data subjects to protect the confidentiality of information that
is provided.

Data collected by the government must be maintained in such a way that
identifiable information is not disclosed for administrative, regulatory, or
enforcement purposes. In addition to administrative data, agencies collect
information under a pledge of confidentiality for exclusively statistical pur-
poses (National Research Council, 1993, pp. 56-57). Such information may
not be disclosed in identifiable form for any nonstatistical purpose without
the informed consent of respondents. Statistical purposes include “the de-
scription, estimation, or analysis of the characteristics of groups, without
identifying the individuals or organizations that comprise such groups”
(The Confidential Information Protection and Statistical Efficiency Act of
2002 (CIPSEA)). Nonstatistical purposes include using information for ad-
ministrative, regulatory, law enforcement, judicial, or other purposes that
may affect the rights, privileges, or benefits of a respondent. Avoiding
disclosure of confidential data is essential from an ethical perspective, and
for maintaining data systems that rely heavily on organizations and indi-
viduals to respond to voluntary surveys. Confidentiality protections are
intended to minimize respondents’ concerns that data will be misused and,

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


24 UNDERSTANDING BUSINESS DYNAMICS

in turn, encourage respondents to provide more accurate information to
data collecting agencies and investigators.7  CIPSEA has gone far in estab-
lishing a consistent set of cross-agency guidelines, including penalties for
unauthorized disclosure of confidential statistical information.

The second principle relates to the public purpose of statistical agency
products, and draws from Principles and Practices for a Federal Statistical
Agency (National Research Council, 2005a):

Principle 2: Subject to the confidentiality requirements identified above,
data sharing among government statistical agencies and data access by
others should be facilitated when it serves a substantial public purpose.

Data uses that serve a substantial public purpose include those that (1) lead
to improvements in the quality, breadth, and usefulness of government
statistical systems; (2) provide evidence-based analyses of government poli-
cies and of social and economic issues; and/or (3) contribute to advances in
scientific knowledge.

The rationale for the public purpose principle is straightforward: Gov-
ernment administrative record systems and survey databases generate enor-
mous public value in terms of informing decision makers (including those
in the private sector) and are maintained at considerable cost to the public
in the form of taxes and the time and monetary outlays associated with
complying with reporting requirements.8  As such, the public is entitled to
the full and effective use of these government assets, provided that such
uses do not compromise the confidentiality and privacy assurances af-
forded to respondents.

Data systems should be designed to fulfill, to the greatest extent pos-
sible, the needs of users—researchers, policy makers, businesses, and the
statistical agencies themselves—conditional on budget and on adhering to
pledges of respondent confidentiality. The statistical agencies (BLS, Census
Bureau, and the Bureau of Economic Analysis) require data to produce key
aggregate income, product, and employment statistics. Currently, economic
statistics are generated from multiple sources without an agreed-upon,
centrally maintained universe of businesses. As a result, our business statis-

7Private Lives and Public Policies (National Research Council, 1993) and follow-up re-
ports (National Research Council, 2000, 2005) comprehensively cover data access and confi-
dentiality issues associated with social science data. Chapter 7 of Private Lives and Public
Policies specifically deals with statistical data on organizations and includes a discussion on
sharing business lists.

8The arguments underlying the “public purpose principle” are articulated in detail in Na-
tional Research Council (1993, 2000, 2005b).
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tics undersample identifiable business groups in cross-sectional data and
produce multiple independent measures of relatively straightforward eco-
nomic statistics such as the monthly employment and payroll figures. While
differences in estimates of economic activity across data sets can generate
new insight into the underlying dynamics of our economy, it can also
generate unnecessary confusion. Establishing a more harmonized data col-
lection system would reduce this confusion.

In addition to the need for information to monitor aggregate trends,
researchers and policy makers also require data to perform microanaly-
ses—on topics such as firm entry and exit; the role of young and small
businesses in innovation, economic growth, and job creation; trends in
employment and productivity; interactions and linkages among firms/
establishments, particularly between large and small ones (e.g., former
employees consulting for old firm, small companies selling out to large
ones); offshore activities, outsourcing, supply dynamics; and characteris-
tics of businesses/business owners (finances, demographics, nonemployer
vs. employer businesses). Throughout this report, we have described how
these topics relate to policy. For example, analysts at the Federal Re-
serve—one of the most prominent sets of users of business statistics—are
concerned about measuring output and, in turn, productivity by industry.
Some of these kinds of data could be significantly improved simply by
better coordination of the business lists residing at BLS and the Census
Bureau. Developing analytic capacity within statistical agencies so that
data collection and database management systems are also designed for
use in “evidence-based policy” may require statistical agencies to reexam-
ine their mission.

Businesses themselves benefit from timely and reliable data as they
make employment, production, and investment decisions. When data prod-
ucts help meet business information and planning needs, not only does it
contribute to a well-functioning economy, it may enhance the data collec-
tion enterprise itself by encouraging higher response rates and participation
by businesses. By promoting more effective use of government databases,
application of the public purpose principle may produce a more favorable
attitude among respondents to government reporting requirements and sur-
veys. Participation in voluntary surveys, as well as compliance with manda-
tory reporting requirements, may improve when businesses perceive that
the resulting databases are put to useful purposes. Principle 3 emphasizes
strengthening the weakest data links in the system; that is, prioritizing areas
where current federal statistics are least developed:

Principle 3: Improvements to data collection should focus first on areas
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where policy and research relevance is high but where statistics needed
to inform those policies and research are weakest.

In other words, resources should be devoted to data improvement in such a
way that the greatest marginal returns can be exploited. For business data,
this points to the need for building up the statistical infrastructure for
measuring dynamics. In other words we need to collect information on
rapidly growing sectors in the economy where activities of smaller and
younger firms are disproportionately important, but for which data cover-
age is weak.

Maintaining data relevance also requires keeping abreast of trends in
the quickly changing economic landscape. This requires, for example, im-
proving product codes to keep up with expanding areas of the economy
(such as communications equipment and other high-tech components of
manufacturing). The Census Bureau has been increasingly developing more
extensive product codes for services in response to the dynamic economy in
which services have become much more important over time. However,
much of the old economy is still embedded in the system. Federal Reserve
Governor Randall Kroszner (2006) recently illustrated this point using the
example of the product category “broadcast, studio, and related equip-
ment.” That product category includes 16 subcategories of product data
with modest total shipments (e.g., AM and FM radio transmitters, $103
million; cable-TV subscriber equipment, $41 million; studio transmission
links, $18 million). In contrast, the product code “data communications
equipment” has no break-downs into subcategories, even though it is a
$10.5 billion industry. Kroszner concluded that “the task of updating prod-
uct lists is resource intensive and time consuming, but it is critical to gaining
a more comprehensive understanding of developments in the most vibrant
sectors of our economy.”

The fourth principle has to do with achieving cost efficiency in data
programs:

Principle 4: The statistical agencies should prioritize actions that can be
done expeditiously and at low cost—the low hanging fruit.

In this report, we identify a number of cases whereby more creative use of
existing data can be used for the purpose of producing useful statistics. The
idea is to get as much information out of the system as possible for a given
level of resource and data protection commitment.

This first chapter has discussed the scope, the objectives, and provided
an overview of the case for improvements in U.S. business data with a focus
on improved measurement of data on young and small businesses. This
chapter has only opened the door to the issues and much remains to be
discussed. Chapter 2 takes on the fundamental question of what is meant
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by a business. Understanding this question is critical for evaluating mea-
surement of business dynamics. Chapter 3 describes the ideal business data
system. The discussion is intended to outline the objectives for further
development of the system while at least keeping in the background the
many factors constraining the collection of and access to business data.
Chapter 4 provides an overview of the current system and discusses the
gaps between the (constrained) ideal and the actual system in the United
States. This discussion is a natural springboard for Chapter 5 which in-
cludes the recommendations of the study.
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2

What Is a Business?

What is a business, and when does activity for a business begin? Corpo-
rate giants like Wal-Mart, General Motors, and Microsoft are unambigu-
ously ongoing and active businesses by any definition. For other cases, it is
less clear: Is a trader on eBay a business? Is a software engineer who is
currently employed by a software company, but who is considering starting
up a spin-off and has engaged actively in some planning, a business? When
does a start-up effort cross the threshold between gestation and becoming
an operating business? U.S. statistical agencies typically define a business as
an entity that is active in terms of having either positive payroll or positive
gross revenue, but many other possibilities exist.1  As will become clear,
even seemingly straightforward criteria involve a variety of issues associ-
ated with the measurement and interpretation of business activity and busi-
ness units.2

Realizing that businesses are the major source of jobs in the economy,

1For example, the Current Population Survey program states that “a business exists when
one or more of the following conditions is met: (1) machinery or equipment of substantial
value is used in conducting the business; (2) an office, store, or other place of business is
maintained, or (3) the business is advertised by listing in the classified section of the telephone
book, displaying a sign, or distributing cards or leaflets or otherwise publicizing that the work
or service is offered to the general public” (http://www.bls.census.gov/cps/intmanb1.htm).

2For discussion of the measurement issues, useful background reading includes Jarmin and
Miranda (2002), Spletzer et al. (2004), and Clayton and Spletzer (2005). For discussion of the
conceptual issues, see Dunne, Roberts, and Samuelson (1988) and Davis et al. (2006).
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as well as of market goods and services, it is important to be able to identify
them in a way that is useful for various research and policy purposes. For
some applications—such as in measuring national-level output or employ-
ment, industry-specific outputs (like radiators for new cars), or the wide
range of goods and services provided by a major retailer (like a single mega-
store providing food, hardware, electronics, and pharmaceuticals within
the same structure)—it may be necessary only to identify activities at the
firm level, even if that firm operates establishments in several locations. In
many other cases, when analysis is focused on understanding the sources of
goods, services, or job creation and loss for a given geographic location, it
is important to have data on business activities at the establishment level.
Physical locations can be identified at the local or regional level, with
attention to growth and change for a given neighborhood, county, metro-
politan region, or state, or for the sector in which the unit is classified. Such
questions require a focus on business entities that make up a geographically
defined economy.

In this chapter, we consider these definitional issues in detail. The first
part of the chapter focuses broadly on what a business unit is and what
entry or exit of a business represents; the remainder of the chapter asks how
such concepts are, or could be, measured in the current U.S. statistical
system. In that system, there are a number of different units of analysis
from which data are collected (see Box 2-1). These include the establish-
ment, the company (firm), the line of business, and the owner. Some of
these concepts are related to legal and administrative entities, while others
are related to the productive or geographic structure of the firm.3  Given
these existing data resources and the possibility of incorporating relatively
small modifications, we suggest alternative ideas for collecting data on
businesses for the purpose of measuring producer dynamics.

2.1 DEFINING BUSINESS UNITS AND
IDENTIFYING BIRTHS AND DEATHS

Any procedure for identifying and counting businesses or for providing
reliable statistics on business activities is more useful if it begins with a
precise conceptualization of a business entity. However, as alluded to above,
a number of alternative definitional or conceptual approaches are possible,
and they vary in terms of relevance to the production of timely, accurate
data on new and young businesses.

3Throughout this discussion the focus is on nontax-exempt organizations, although many
of the concepts defined could be used to measure business dynamics in the nonprofit sector as
well.
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BOX 2-1
Key Measurement Units in Business Statistics

Firm—An organization conducting a business under a legal form of ownership. A
firm may operate one place of business or more (such as a chain of restaurants) or
have no fixed business address at all (such as a firm represented by a self-
employed contractors). Firms may take a number of legal forms (and a single firm
may operate more than one type of legal entity):

Sole proprietorship—An unincorporated business owned by an individual.
Many businesses run by self-employed persons fall into this category. The busi-
ness may be the only occupation of an individual or the secondary activity of an
individual who also works elsewhere. 

Partnership—An unincorporated business owned by two or more persons hav-
ing a shared financial interest in the business. 

Corporation—A legally incorporated business as defined by state laws. These
organizations may fall into one of several categories (subchapter S, limited liability,
etc.).

An important distinction for data collection purposes is that between employer and
nonemployer status:

Nonemployer business—One that has no paid employees but (as typically
defined) has positive receipts (for the Census Bureau the threshold is $1,000 or
more for most industries and $1 or more for the construction industries) and, as
such, is subject to federal income taxes.

Employer business—One that has at least one paid employee (importantly,
this triggers inclusion in state UI data systems).

Establishment—A single physical location at which (a firm’s) business is conduct-
ed or services or industrial operations are performed.

Line of Business—A group of establishments under common ownership produc-
ing the same basic output (perhaps defined by an industry code). This delineating
concept typically lies between the firm and the establishment levels.

Industry—A product grouping that facilitates analysis of the relationship among
products—such as those defined by the North American Industry Classification
System (NAICS).

Primary source: http://www.census.gov/econ/www/index.html

For taxation and other government purposes, businesses are defined in
legal terms. In this context, the focus is on businesses registered as indepen-
dent legal entities—such as a sole proprietorship, general or limited part-
nership, or one of several corporate forms (subchapter S, limited liability,
etc.)—with the appropriate government agency, usually a state department
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of commerce, as a specific type of entity. Any action that would be pursued
by the courts related to tax payments, enforcing environmental regulations,
antitrust legislation, compliance with Equal Employment Opportunity Com-
mission guidelines, and the like would require dealing with the legal enti-
ties. Hence, development and administration of legal requirements and
regulations require a focus on these kinds of definitions; it is not uncom-
mon, however, for a single business, coordinating resources and strategy, to
create several legal entities to gain tax advantages, compartmentalize risk
exposure, or facilitate development of financial support.

Alternatively, business entities may be defined in a more purely eco-
nomic sense. In this context, any buyer or seller of goods and services (not
acting solely as a consumer) conducting activities that influence prices or
quantities exchanged in a market would qualify as a meaningful unit of
analysis. Such business entities could consist of the full- or part-time effort
of a single person or of an organization of thousands acting in concert.
There has been substantial effort devoted to identifying the number of
businesses (or producers) in specific markets and to measuring the dynam-
ics of producer-buyer exchanges.

Assessment of producer dynamics depends on defining a relevant mar-
ket, and such definitions can be difficult to refine. This difficulty surfaces,
for example, in antitrust cases, where market demarcation is often vigor-
ously contested. However, if one collects detailed information on both the
geographic location of production and the products and services produced
at each location, then the analyst has flexibility in defining markets and
hence in constructing measures of producer dynamics. This also relates to
the point that a one-size-fits-all definition of business births and deaths will
not provide adequate information over the full range of applications. The
opening of a Home Depot in a city may represent a new business birth (of
an established firm) in that location while, at the national level, this would
properly be viewed as internal corporate growth. The statistical system
should provide flexibility in allowing accurate measures of business dynam-
ics at the market level, whether that market is local or national in scope. It
would clearly be a major benefit if data could be organized around both
legal and productive entities.

2.1.1 Legal and Production-Oriented Concepts

To be useful, the definition of a business should provide clarity for
determining when a “productive organization” exists, as well as for indicat-
ing precise events associated with changes in status (e.g., firm birth or death
transitions). The existence of a legal entity is relatively straightforward: one
exists when it has been listed in an appropriate registry. However, there is
not a one-to-one correspondence between the existence of a legal entity and
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the existence of a productive entity. Many legal entities never become oper-
ating businesses; many businesses operate for some time before they be-
come legal entities—particularly those representing self-employment. Like-
wise, many firms persist as a legal entity long after all productive activities
have been terminated. And, as noted above, productive organizations may
be represented by multiple legal categories. For these reasons, legal status
alone is a problematic and incomplete indicator of the presence of a pro-
ductive organization.

A focus on the impact of businesses on markets would emphasize enti-
ties as they affect the prices or quantities of goods and services exchanged.
From this perspective, the presence of economic transactions is a critical
criterion for defining the birth or death of a firm. For example, an
individual’s or team’s efforts to initiate a business start-up, but which have
not yet involved any economic exchanges, would be considered personal
time allocation but not as an action by an economic actor in any market. A
strict application of such criteria would indicate the presence of a produc-
tive organization only when an external economic exchange takes place,
such as an initial payment for supplies, wages paid to an employee, or the
receipt of financial support for business purposes. For example, a personal
investment of $1,000 from an owner, placed in a firm checking account,
might qualify as a market transaction. Such a conception would not require
that the “business” receive any income—only that it engaged in economic
transactions, such as the purchase of goods or services in anticipation of the
sale of a product. This could lead to the categorization of a large number of
start-up efforts, in which preliminary small-scale transactions have taken
place, as active productive organizations. For some purposes, such as track-
ing employment relationships, this may be an appropriate definition of a
firm birth—even if the salaries and wages were covered by investors and
not by revenues generated from the sale of goods or services.

Issues similar to those described above arise when defining a firm “de-
activation.” Firm deactivation or firm exit might be defined by any number
of measures of activity (or rather, inactivity): zero employment, zero pay-
roll, zero expenditures, or zero revenue are all possibilities. A challenge here
is that many firms accurately characterized by these criteria may still have
substantial assets and continue to function for some time, at least as a legal
entity. Indeed, some firms may systematically switch back and forth be-
tween active and dormant status; for example, consider a sole proprietor in
the construction industry who periodically takes on contracts and, in turn,
employs workers on a temporary basis only as needed.

A core theme, then, is that entry and exit are not clear-cut terms, and
the appropriate definition may reasonably depend on the issue in question
and the measurement objective. If the focus is on job creation, then being
payroll active is important. Alternatively, if the focus is on the distribution
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and dynamics of sales or revenues, then being revenue active is important.
The implication is that some flexibility is required conceptually, as well as
in terms of measurement, for defining business existence, entry, and exit.

2.1.2 Administrative Definitions

There are two main administrative systems in the United States that
define basic business units—the tax system and the unemployment systems.
The former defines the basic legal forms of ownership: the primary tax
filing entities for businesses are corporations, partnerships, S-corporations,
and sole proprietorships (farm versus nonfarm). Each tax-filing entity is
given a unique Employer Identification Number (EIN), and these reporting
entities form the basis of the Business Master File (BMF) maintained by the
Internal Revenue Service (IRS).4  This initial assignment of legal entities, as
represented by the unique EINs, is fundamental to the collection of data on
U.S. businesses. The BMF defines the universe of all nontax-exempt firms in
the United States. Not only does the IRS produce statistics through its
Statistics of Income program based on the EIN as the unit of analysis, but
also the Census Bureau relies on EINs in their data collection programs.

In the U.S. system, a distinction is commonly made between tax-filing
entities that are employers and those that are nonemployers. The latter are
businesses with positive revenues but with zero employees (e.g., typically
the self-employed or sole proprietors). This distinction is particularly im-
portant for data collections based on the Unemployment Insurance (UI)
system (ES-202 program), as these include only employer firms. The Bureau
of Labor Statistics (BLS) oversees the data collected from the state UI
systems and organizes a national database of employers based on them. In
the UI system, the legal entity is the UI account. However, through the
Multiple Worksite Reports (MWR) system, data on each physical location
of employment is obtained from UI account holders, and this allows estab-
lishment-level data to be constructed.

While the legal concept of a business as defined by the IRS is central to
the U.S. statistical system, the EIN as a unit of analysis or as a statistical
sampling unit is often inadequate. As noted above, the EIN is an adminis-
trative entity that may or may not correspond to a common conception of
an ongoing business as a unified, centrally coordinated productive organi-
zation. First, the existence of an EIN does not necessarily mean the entity is
an ongoing business. For example, an entity with the potential to become a

4Many small businesses that are sole proprietorships file under Schedule C and use their
Social Security number as their tax identifier. These firms may or may not have EINs. The
restriction is that all employers must file for an EIN.
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firm may apply for an EIN with the plan of starting a business, but that
business may never actually come into being. The EIN would exist but no
taxable business activity would be recorded. Similarly, a business that ceases
to exist may still retain an EIN but, again, no business activity may be
present in the firm. These situations are readily handled by requiring a
certain level of revenue, payroll, or employment to classify as an ongoing
business. That said, the choice of threshold variable and the unit of time for
which the variable is being measured (e.g., monthly employment or annual
payroll) can affect whether an entity is viewed as active or inactive. Second,
the EINs for a tax entity can change for both economic reasons and for
administrative reasons. A company’s EIN(s) may change due to acquisi-
tion—the company comes under the legal control of another entity—or due
to some administrative tax action such as a change in the legal form of the
organization. Third, and most important, the EIN-level unit of analysis
may not be appropriate for measuring the economic concepts of interest.
This is particularly true in the case of complex business organizations whose
EIN-based data may span a range of geographic and product markets.5

In order to produce detailed statistics of economic activity by geo-
graphic location and by industry, company-based data represented by the
EIN unit must be disaggregated into finer units of analysis that make both
economic and accounting sense. Two units of analysis have typically been
used to measure economic activity below the company level—the establish-
ment concept and the line-of-business concept.

The establishment is the primary unit of analysis underlying business
data collected and maintained by the U.S. statistical agencies.6  The Census
Bureau defines an establishment to be “a single physical location where
business is conducted or where services or industrial operations are per-
formed.” In the employer universe (which is the basis for many of the
surveys produced by the Census Bureau), there is an additional requirement
that the establishment must have one or more employees and be in opera-
tion during some part of the year. Firms without employees are referred to

5In some larger corporations, multiple EINs may exist that relate to the product structure
of the firm. In the case of subsidiaries, each subsidiary will have a distinct EIN and report
taxable activity for that EIN under the parent company’s consolidated report. However, if a
similar type of company organizes itself as a division structure instead of a subsidiary struc-
ture, then the division would report its taxable activity under the parent EIN (see IRS Publica-
tion 1635).

6A UI account could also be considered a unit of observation but has some of the same
drawbacks as EINs. A UI account can represent multiple establishments but only part of the
firm—it is tied to neither an establishment nor a firm definition. Accounts are state-specific,
so the operations of firms producing in multiple states can be difficult to link under common
ownership. The MWR system, which augments UI account reporting, does enable a measure-
ment of establishment-level activity.
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as “nonemployers” and are often treated separately in Census Bureau data
collection programs.

The Census Bureau also allows a physical location to be disaggregated
into multiple establishments if there are distinct lines of operation produc-
ing different goods (typically goods that are in different industries) at the
same location. This disaggregation of a physical location is done only for
cases in which the activity in at least two production lines falls into different
industry sectors and output can be allocated accordingly. This typically
involves large vertically integrated production locations. However, this dis-
aggregation of physical locations complicates the picture because a small,
integrated physical entity may be treated simply as one establishment while
a large integrated one (doing essentially the same things) may be treated as
multiple establishments.

BLS employs a similar establishment concept in the Quarterly Census
of Employment and Wages (QCEW) program used to support its business
register. Although there are some differences in industry coverage across
the Census Bureau and BLS programs, the notion of an establishment is
quite similar. One definitional difference that does exist between the agen-
cies has to do with the treatment of very small multiunit operations. While
the Census Bureau makes no distinction for reporting based on the size of
small multiunit establishments, the QCEW allows small multilocation em-
ployers (10 or fewer employees in secondary work sites within the state) to
file a combined report as a single establishment.

An alternative unit of analysis, used less frequently than the establish-
ment concept, is the line of business. The line of business typically lies
between the company level and the establishment and is organized around
production in a sector or industry. The Federal Trade Commission line-of-
business data program (discontinued) required companies to disaggregate
their financial data in this way. In some Census Bureau surveys, large firms
are asked to report for a particular line of business. A statistical reporting
unit based on line of business may represent the activity (and even partial
activity) of a number of individual establishments. Alternatively, a firm
may be directly surveyed about economic activity for an industry or collec-
tion of industries that, again, may span a set of individual establishments
owned by the firm. For example, the Annual Capital Expenditures Survey
of the Census Bureau surveys firms regarding capital expenditures, but it
requires firms to break out the expenditures by industry.

2.2 DEFINING BUSINESS UNITS FOR THE
PURPOSE OF MEASURING DYNAMICS

The key challenges for a data system intended to have the capacity to
measure producer dynamics involve accurately tracking (1) the entry,
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growth, and exit of business units and (2) the employment flows generated
by these expansions and contractions and births and deaths of employers
(Davis, Haltiwanger, and Schuh, 1996). The business dynamics literature
generally has measured job creation and job destruction by tracking changes
in employment in individual establishments over time. Data series on job
creation and destruction have been constructed by industry, region, and
characteristics of producers, such as size and age. One outgrowth of this
line of research in the United States has been the development of the Busi-
ness Employment Dynamics program at BLS (Spletzer et al., 2004) and the
Quarterly Workforce Indicators (QWI), a data series published since 2003
by the Census Bureau that offers detailed information on local labor market
dynamics. Each of these programs provides timely information using QCEW
data on job creation in new and growing establishments and job destruc-
tion in exiting and shrinking establishments. The QWI data series from the
Census Bureau also provides measures of worker hires and separations
classified by worker characteristics, such as gender and age.

A second approach to defining business units takes an industrial orga-
nization perspective and focuses on measuring producer participation in a
given market or industry. In this approach, participation in a specific prod-
uct market by a firm is key to defining the business unit. The specific
market may be defined along a range of dimensions including, but not
necessarily limited to, industry and geography. The market may correspond
to an industry or product that is national (or international) in scope (e.g.,
semiconductors), or it may be much more localized, as would be the case
for, say, the services of most restaurants. Under this definition, a firm or an
establishment may produce for a single market or for multiple markets, and
it is fundamental to be able to measure a firm’s participation in each one.

The business unit described in a market-oriented approach may, in
some cases, represent a nondiversified firm that operates in a single market.
Here, the legal definition of the firm corresponds to our notion of the
business unit, and the standard administrative or tax entity is an adequate
statistical unit. Examples include a manufacturing firm operating at a single
location producing a specialized good, or a service provider (like a dentist)
that sells in a local market. In both cases, these are single establishment
firms selling in a single market. However, many firms produce in multiple
industries and operate across many distinct geographic markets. The link,
in these cases, between the business unit and the firm is not one-to-one, and
thus the firm definition is inadequate for measuring participation in mar-
kets. It is important to recognize that, while such multimarket firms may be
relatively small in number compared with single-market firms, they typi-
cally represent a substantial fraction of economic activity because of their
large sizes.

From a cross-sectional perspective, there are a number of key charac-
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teristics needed to identify a business unit operating in a product market.
For one, the ownership structure of the assets owned by a firm must be
transparent in the data. That is, the ownership links between the parent
company and owned assets, such as establishments, subsidiaries, and lines
of business, must be clearly identified. This is necessary in order to deter-
mine the number of distinct decision makers in the market. For example, a
firm may operate two individual establishments that produce for the same
market. Under the product market definition proposed above, one would
not want to count such establishments as two independent business units if
they are under common ownership. Therefore, each business unit must be
identified with the parent firm that owns the unit.

In addition to information on ownership structure, it is important to be
able to identify the products and services produced by each firm. Tradition-
ally, this need has been addressed by focusing on identifying industries of
operation, enumerating products produced, defining classes of customers,
or providing information on the selling format. Across sectors of the
economy, different information is required in order to classify the economic
activity of producers, as well as to identify the market they sell in. The
information required from a retailer is different from that required from a
manufacturer. For many sectors of the economy, the location of production
is central to defining markets and thus business units, as well. Retail, ser-
vice, construction, and even manufacturing firms often sell in local markets.
For firms in national markets, knowing where they produce may not be
critical to defining the business unit; however, it may be important for
understanding the impact of the business unit on local input markets (e.g.,
labor markets). Finally, along with identifying the activities that a producer
undertakes, a measure of the economic importance of the activity is re-
quired. Shipments, revenues, or sales volumes are likely candidates, al-
though such information is less readily available at the establishment level
than it is for employment and payroll.

2.2.1 Producer Dynamics

The ability to measure the entry and exit of market participants, along
with changes in the performance of incumbent producers, is fundamental to
understanding how markets evolve. Again, our definitions are centered on
participation in a product market. An entrant is defined generally as a firm
that is producing in a market in the current period (quarter or year) that
was not producing in the market in the prior period. An exit is similarly
defined as a firm that was producing in a market in the prior period but that
is not producing in the market in the current period. For many purposes,
one would ideally like as high-frequency data on market entry and exit as
possible, perhaps quarterly or, at a minimum, annually. However, it must
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also be recognized that attempts to generate data at a higher frequency for
entering firms may come with a cost. Identifying the industry, geographic
location, ownership, and other detailed characteristics of a business often
requires surveys and therefore takes time; at the time of entry, less detailed
or accurate information may be all that is available.

On the entry side, it is important to consider both de novo and existing
firms. A de novo entrant is a new firm producing in a market and is what
comes to mind when thinking about entrepreneurial processes. In such
cases, the firm did not produce in any other markets prior to its entry into
the market of interest. Many single-location births or new nonemployer
firms fit into this category. However, another important source of entry
into markets is existing firms diversifying into new markets (Dunne,
Roberts, and Samuelson, 1988). These existing firms may enter a market by
shifting existing assets from one industry to another or by creating a new
production facility to service the market. In these cases, the firm may be
established, but it is a new participant in a specific market or sector. What
is fundamental here is that, in order to fully measure entry, one must be
able to identify not only de novo entrants (new firms created for this
market), but also the expansion of existing firms participating in a market
new to that firm. Similarly, the exit of a producer from a market may
correspond to the death of a firm, or it may simply represent a shift in the
mix of production occurring at an ongoing firm. Under this definition, the
closure of a plant or store may or may not represent exit from a market.
These differences in the types of exit also should be distinguishable in data
used to study producer dynamics.

In order to measure de novo entrants, one needs reliable and timely
information on new firm formation. This information typically comes from
administrative sources, such as those underpinning the tax and UI systems.
Identifying when existing producers diversify into new markets is in one
way more complicated, as it requires longitudinal information on the distri-
bution of economic activity (e.g., along industry or geographic dimensions)
of incumbent producers. These definitions of entry and exit require that the
ownership of business units is tracked accurately, that industry and product
coding is uniform, that the output is measured consistently and, sometimes,
that the location of business units is tracked.

Regarding the ownership issues, each business unit must be identified
with the firm that owns it at any given point in time, and changes in
ownership must be accurately tracked. Ownership and administrative
changes that do not affect the business operation but do change the legal
entity must not be mistakenly picked up as an exit of an existing firm and
the entry of a new firm. Vale (2006) found that an important difference
affecting the international comparability of business start-up statistics in-
ternationally relates to how countries treat administrative and ownership
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changes in the data. Reactivations and reregistrations of businesses can
result in substantial overestimation of business start-ups. Baldwin,
Beckstead, and Girard (2002) report that business start-up rates are sub-
stantially overestimated, both in numbers and employment shares, when
one relies simply on tracking firms in a business register. Many new start-
ups are, in fact, unlinked acquisitions. However, ownership changes that
affect the number of competitors in a market need to be reflected in the
data. A horizontal merger between two competitors results in a reduction in
the number of independent business units in the market and thus represents
a form of exit (but not deactivation of a production unit).

Detailed information on business location may also be vital, depending
on the industry or issue under study. Clearly, in such industries as retail and
construction—and sometimes even in manufacturing—products markets
are local in nature. In order to characterize the entry and exit of firms into
these typically narrow geographic markets, detailed information on the
location of operations is required. Alternatively, for some industries, such
as consulting and perhaps information technology services, the location of
the business unit may be effectively undefined. On balance, however, it is
probably useful to think of business location as an important characteristic
for helping to link business units to specific markets. Many applications
require that longitudinal data on the locations of a firm’s business activities
correspond to the existing definition of an establishment used in current
business registers.

Given the market-oriented emphasis in our conceptual definitions of
business units, it is clear that high-quality, consistent industry and product
coding are also required. While measures of entry and exit of producers in
a market should not be driven by changes in industry coding systems, actual
shifts by a firm out of some industries and into others should be reflected in
data on the creation and destruction of business units (e.g., lines of busi-
nesses) within the firm. This requires, among other things, improving and
updating product codes to reflect an increasing share of economic activity
in dynamic service areas and high-tech manufacturing. This kind of accu-
racy can be difficult to achieve for new and very small firms because they
are constantly changing; thus, one cannot expect to immediately have fully
up-to-date coding for some fraction of the business population.

With respect to measuring the dynamics of ongoing business units,
precise, standardized records of the same businesses over time are clearly a
major asset. As discussed above, inability to accurately track incumbent
businesses invariably leads to measurement errors in business birth and
death statistics. For these ongoing entities, some measure of size in the
market—such as sales, revenue, or output volume—is required so that the
growth of incumbent firms can be tracked.

Beyond the period-to-period transitions of firms, analysts of producer
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dynamics are often concerned with tracking the history of producers. For
example, it is well established that the growth process for young producers
differs from that of older producers. However, this process is quite different
for new business units that are owned by older firms compared with de
novo firms created to enter the market. New businesses owned by older
firms are typically larger and have less volatile growth rates and lower
failure rates than de novo entrants. In order to develop rich histories and
summary statistics on firm dynamics, information on both the age of a
business unit and the age of a firm that owns the business unit is useful. Age
should typically be defined as an establishment age, and this should be
tracked through changes in ownership. Ownership or administrative
changes should not generate a new establishment age.

For some purposes, firm age is important but more difficult to measure.
Consider, for example, the purchase of an old establishment by a younger
firm, in which case the latter becomes the owner if it is the ongoing legal
entity. Alternatively, when an older firm purchases a young establishment,
the latter should be assigned the age of the purchasing firm age after the
transaction. This is similar to a new establishment being opened by an old
firm. The establishment age is set to when it opens, but the firm age is based
on when the firm opened its first establishment. The key point is that
establishment age is clear-cut, defined by the initial period in which it
appears in the sample frame. Firm age requires a more detailed enumera-
tion of cases, and rules can be established for this purpose.

2.2.2 Identifying Nascent Businesses

For the purpose of producing many economic statistics, the focus of
business data collection must necessarily be on fully operating entities. That
said, business creation processes are of great interest, and the conceptual
framework for constructing data on these entities is far less developed. In
thinking about firm creation, it is useful to begin by defining two key
transitions: that which occurs when one or more persons begin to mobilize
time and resources to implement a new firm—the beginning of the gestation
or firm creation process—and that which occurs when the start-up effort
can be considered a going business. There are, at present, no ongoing
federal data collection programs that focus on tracking either transition in
a representative sample of household or business populations. The Current
Population Survey has been used to identify individuals reporting a sudden
increase in time devoted to self-employment activities, an indicator of indi-
vidual business creation activity. But the operational definition—identify-
ing an increase in effort from two consecutive monthly reports of 15 hours
per week on new self-employment initiatives—has an unknown relation-
ship to the actual provision of goods and services, job creation, or the
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implementation of a going business (Fairlie, 2006). It may be that modest
adjustments to the Current Population Survey or other ongoing household-
based surveys, such as the American Community Survey program, would
provide a basis for estimating the participation of U.S. adults in activities
associated with the creation of new businesses.7

An ongoing research program—the Global Entrepreneurship Monitor
(detailed in Appendix A), which collects data on various aspects of entre-
preneurship through a series of coordinated household surveys in a number
of countries—has produced operational definitions of start-up transitions.
Representative samples of adults have been used to locate individuals that
appear to have initiated the creation of a new firm, either on their own or
for their employer. Three criteria are used to identify nascent entrepreneurs:
(1) they consider themselves involved in new firm creation, (2) they report
being actively engaged in behavior to create a new firm, and (3) they expect
to own part of the new firm.8  To separate those in the start-up process
from those owning and managing new firms, two criteria have been devel-
oped to represent the “firm birth” transition. The operationally more com-
plex one is to identify those that report positive monthly cash flow covering
all expenses and salaries for more than three months; a slightly simpler
version identifies those reporting salaries and wages paid to the owners for
more than three months. There is some correspondence between these crite-
ria and those commonly used to identify new entrants in business registers
maintained by the IRS, BLS, Census Bureau, and Dun & Bradstreet. How-
ever, inclusion in these registers takes place at different stages of the firm
creation process, reflecting considerable variation in the sequence of major
start-up events—for example, significant financial investments, hiring the
first employees, expenditure on capital and operations, initial sales, and
initial profits (Reynolds, 2007).

It has been suggested that, for venture capital-sponsored firms, revenue
generation happens, on average, later in a firm’s start-up phase than em-
ployment creation (Kaplan, Sensoy, and Strömborg, 2005). In such cases,

7Substantial work on effective, cost-efficient procedures for identifying nascent entrepre-
neurs in household surveys has been completed as part of the University of Michigan admin-
istered the Panel Study of Entrepreneurial Dynamics (PSED) research program (http://
www.psed.isr.umich.edu). Screening completed to identify the PSED II cohort in the fall of
2005 involved adding a 2-minute module to 34,000 household interviews to locate 1,200
active nascent entrepreneurs (a yield of about 35 nascent entrepreneurs per 1,000 households,
and about 2,000 minutes of interview time).

8These criteria have been employed in dozens of samples in the United States and in over
40 different countries in all stages of development. For U.S. applications, see the appendices
in Gartner, Carter, and Reynolds (2004); for cross-national procedures, refer to Reynolds et
al. (2005).
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employment-based data on existence would measure entry earlier than
would the product market participation approach discussed above. Others
have emphasized the fact that revenue generation by small firms often
precedes the hiring of the first employee and, in fact, many firms never hire
an employee through their entire lifetimes (Davis et al., 2006).

While the product market approach leads to a focus on firms from the
birth event forward, it has become clear that there is a lack of information
and attention to the mechanisms and processes that precede it. Indeed, it is
now clear that a substantial amount of time (“sweat equity”) as well as
resources (mainly informal funding) is absorbed by start-up efforts that
never become operating businesses by any criteria. In addition to substan-
tial intellectual interest, a more complete understanding of the start-up
process itself has substantial implications for regional economic policies as
well as personal career planning.

2.3 CONCEPT VERSUS EXISTING DATA COLLECTION

In the current statistical system, the unit of analysis that maps most
flexibly into measurement needs is based on establishment reporting. Under
ideal conditions, information on the range of products or services produced
at each business location is also provided so that economic activity can be
classified into the relevant market(s). The data collected in the quinquennial
economic censuses by the Census Bureau have this product- and business-
type detail for surveyed establishments.9  In addition, the data collection
procedures of both BLS and the Census Bureau allow establishments to be
disaggregated into distinct reporting units if they are important producers
of multiple products.

A weak point embedded in both agency procedures has to do with the
collection of data from small establishments owned by multiunit firms. The
annual Company Organization Survey (described in Appendix A) omits
small multiunit firms; thus the Census Bureau captures only the entry and
exit of such smaller multiunit establishments owned by small multiunit
firms in the quinquennial economic censuses. The MWR do not require an
employer to disaggregate the data by establishment until 10 or more em-
ployees work away from the parent location. In each case, when dealing
with small multiestablishment firms, it may be difficult to measure pro-
ducer dynamics at the establishment level, especially at high frequencies.

9Even in the economic census, a significant number of smaller establishments are not sent
survey forms and their data come from administrative record sources. These administrative
record sources do not provide disaggregations of output by detailed product or service pro-
vided. Output of such establishments is assigned entirely to the industry classification of the
establishment.

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


WHAT IS A BUSINESS? 43

A key requirement of the ideal business unit definition proposed above
is that a measure of output be collected by each business in each period. In
practice, this would be expensive, and it is not clear that it would be
practical. Certainly, greater use of IRS data on sales and less reliance on
administrative data in the economic census would be helpful on this score.
Ideals aside, it still must be pointed out that, within the current U.S. statis-
tical and administrative data systems, output data are collected in a very
heterogeneous fashion across sectors, across time, and across different types
of producers. Every five years, through the economic census programs of
the Census Bureau, data on revenue and sales are collected for a wide range
of sectors at the establishment level. At an annual frequency, data on rev-
enues are collected by tax authorities on an EIN basis, but these data are
not available to all the statistical agencies.10  Moreover, for larger organiza-
tions, revenues at the EIN level are not particularly useful for measuring
producer dynamics at the market level.

To be sure, the Census Bureau has a large number of surveys that
collect information on output, revenue, and sales that are more timely than
the economic census data. Surveys in manufacturing, services, and retail
cover large segments of the economy and provide data at annual and
subannual frequencies (quarterly and monthly). However, this coverage is
less comprehensive, particularly at the higher frequencies, and the surveys
focus on providing accurate estimates of sales or output at a point in time at
the aggregate level. The design of these surveys focuses on larger units and
is not geared to produce dynamics statistics, which require high-quality
information on smaller firms and accurate tracking of individual business
units over time.11

The administrative data generated through the UI system measure
employment and payroll systematically for a large number of sectors, at a
high frequency (quarterly), and at the establishment level, but they do not
contain information on output. These data facilitate production of high-
frequency information on producer dynamics at the establishment level

10The Census Bureau has for many years received annual extracts of business and demo-
graphic data from the IRS.  The business data cover all types of tax returns, including those of
sole proprietors and tax-exempt organizations, and include a number of items, including
sales, total income, and other financial variables such as total payroll and number of employ-
ees from the employment tax returns. In economic census years, more tax items are requested
(e.g., the description of business activity for sole proprietors), but some of these require
special processing by the IRS (not otherwise captured in the master file system) and entail
significant costs, which are passed on to the Census Bureau.  The annual programs tend to
provide the Census Bureau with items already captured by the IRS, which keeps costs down.

11A good discussion of the challenges involved in producing statistics on producer dynam-
ics from survey-based data is found in Davis, Haltiwanger, and Schuh (1996).
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using employment or payroll data. In these data, establishments are classi-
fied by industry, but there is no information available on product detail.
Good geographic detail is provided down at least to the county level (and
is increasingly available by latitude and longitude). However, defining
market participation with these data is somewhat more difficult, since
ownership links across establishments are not comprehensive. Under the
definition of market entry proposed above, the opening up of a new opera-
tion by an existing producer may or may not constitute entry, depending
on whether the existing producer is already an incumbent in the market.
Because ownership links are not comprehensive in the UI data (especially
across states), it may not be possible to classify entry and exit by existing
firms in the manner proposed above for certain industries. However, these
data do provide the ability to generate establishment-level statistics on
entry, exit, and incumbent growth.

A promising new data source that allows for the measurement of pro-
ducer dynamics is being developed by the Longitudinal Employer-House-
hold Dynamics (LEHD) program at the Census Bureau. These data have
some distinct advantages over the existing data sources with respect to
measuring and tracking business unit dynamics. LEHD researchers have
linked employer data with employee data from a set of states in the UI
system. The capability to track both employers and employees allows for
more detailed data to be constructed on job creation and destruction. It also
allows for the development of measurement algorithms to improve identifi-
cation of the entry and exit of business units and to relate these new or
closing business units to continuing business units by tracking the flow of
workers across them.12  These data have the potential to better describe the
entry and exit process of multiindustry and multilocation firms.13  More-
over, by linking these data to the Census Bureau business register, compre-
hensive ownership links across establishments can often be constructed.14

This will generally allow data users to distinguish between de novo and
experienced firm entry and exit.

12See Benedetto et al. (forthcoming) on this topic.
13Employer-level data are at the establishment level, whereas the employee-level data are at

the UI account number level. The LEHD program has developed a multiple imputation pro-
cess to allocate employees of UI account businesses that have more than one establishment to
the establishment level, so that worker and job flows at the establishment level can be mea-
sured.

14Not all of the multifaceted data integration that takes place within the LEHD is based on
stable entity identifiers. Employer reports from the QCEW (ES-202) are filed for each estab-
lishment; wage records generally originate with UI accounts, and only some states add the
reporting (establishment) in the case of multiestablishment firms.
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This discussion of the measurement of business activity and entry and
exit has focused on the measurement of core concepts like revenue, payroll,
employment, product mix, and location. There are other measures of busi-
ness activity that are important in their own right, as well as for quantifying
business entry and exit. One example is physical capital and expenditures.
A new business entity may have capital expenditures and assets prior to the
onset of revenue, payroll, and employment. As such, the measures of capital
expenditures or assets could be used, by some definition, to identify busi-
ness entry. In addition, measurement of the means by which business activi-
ties (for capital expenditures or other expenditures) are financed is ex-
tremely important for understanding the processes underlying business
formation and development.

2.4 CONCLUSIONS

In this chapter, we discuss a number of different definitions of busi-
nesses and how the definition must be appropriate for the use to which it is
being applied. If a business frame is maintained with detailed information
on the geographic location of production, the products and services pro-
duced at each location, the ownership structure of the firm, and the ability
to track production units over time, then the measures of producer dynam-
ics outlined above can be constructed. The unit of observation that comes
closest to providing the necessary features—and the one that often is and
should be used in most statistical agency programs—is the establishment
definition. Establishments are physical locations in which economic activity
is assigned industry code(s) and whose ownership relationships can be
identified. Establishment data with features such as those described above
provide the overall flexibility required to measure producer dynamics across
a wide range of firm types, from small start-up firms to large expanding and
contracting ones. The opening of a new firm and the opening of a new
branch of an existing firm can also be distinguished with such data.

The establishment definition also allows flexibility in measuring pro-
ducer dynamics along geographic dimensions. For some applications, local
data on entry, exit, and growth are required. Establishment-level data allow
for the construction of such statistics, whereas company or line-of-business
data generally do not. Detailed industry coding of establishments would
enhance the types of statistics that can be produced. Ideally, it would be
useful, for certain industries and types of producers (large firms), to have
information on the range of industries (products) in which an establishment
operates. Finally, there is justification for using input measures (i.e., em-
ployment or payroll) or output measures (i.e., revenues or shipments) as the
basic measure to judge economic activity and to create measurement thresh-
olds for defining an active business. An output-based litmus, such as rev-
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enues, has an advantage in that it is a basic measure of both employer and
nonemployer business activity and is a likely choice to measure aspects of
producer dynamics for all segments of the business population.

The bottom line is that establishment data are integral to a flexible
business data system, and the statistical agencies should resist giving this up
simply because survey respondents do not necessarily organize their data in
this particular format. Furthermore, calling mainly for use of the establish-
ment concept in defining a business is a practical statement that aligns with
what the statistical agencies can reasonably collect: data on location, indus-
tries of operation, ownership links, and economic activity. The framework
is already used to generate statistics on producer dynamics; its full develop-
ment requires that what is already measured (surveyed) in economic cen-
suses should be extended to a larger set of firms in the business population
on an occasional basis.
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3

The Ideal Business Data System

3.1 GUIDING DESIGN PRINCIPLES

Business data serve many purposes and are relied on by many users. To
meet the wide range of needs, a business data system must be flexible along
a number of dimensions.1  For measurement of economic activity, it is
important that it be designed with the capacity to disaggregate data at
different units of analysis (for example, establishment versus business line
versus firm level) in multiunit firms. As noted in Chapter 2, the appropriate
unit of measurement varies by sector and type of activity being examined.
Furthermore, in order to be able to track employment and other trends
geographically, it is critical that data can be disaggregated by location. To
capture sectoral trends, the data system must be designed with the capabil-
ity to follow individual businesses over time, even in cases where changes in
the nature of a firm’s business or in capital ownership occur. Finally, an
ideal data system would be constructed to facilitate the development of
modules that allow linkages between business registers, existing surveys,
and administrative data. As we describe below, allowing for linkages across
sources can help minimize respondent burden as well, and increase the
usefulness of final data products.

1This theme—that it is important for a business data system to be flexible and to permit
“drilling down” from aggregate statistics to the sectoral and firm level—has been explored in
the literature. See, for example, McGuckin (1992, 1995) and Becker et al. (2006).
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3.1.1 Recognizing and Responding to Multiple User Needs

Among the users of data on business formation and dynamics are
federal agencies, researchers, and businesses themselves. One way to in-
crease the probability that final data products will meet demands is to
involve users in survey design and data collection strategies from the start.
Ideally, statistical agencies should facilitate front-end collaboration with
the academic and business communities and not rely solely on postsurvey
follow-up. Considering user needs up front should increase the relevance of
final data products.

Of course, users’ data needs vary enormously. Even among the statisti-
cal agencies, whose missions are well documented, this is the case. For
example, construction of local-level employment statistics relies more
heavily on data for young and small firms than does production of the
national economic accounts. Certain organizations—perhaps most notably
the Small Business Administration, charged to “aid, counsel, assist and
protect the interests of small business concerns”—are focused almost en-
tirely on such data. Another example is the Census Bureau’s Economic
Planning and Coordination Division (EPCD), which is charged with, among
other things, editing and publishing the Census Bureau’s nonemployer sta-
tistics. They have a number of information needs that could be addressed
by a regular survey of nonemployer entities. One example of an informa-
tion gap that has been problematic for EPCD over the years is the extent to
which employee leasing or other nontraditional employment arrangements
are utilized by nonemployer entities with very large receipts.

Beyond the agencies, mayors, other local government leaders, and
chambers of commerce need information for their cities and surrounding
metropolitan areas, while governors need information for their states and
counties. Urban and regional planners and congressional representatives
require business data aggregated to areas of different sizes. Local business
owners take advantage of information about their competition at the local,
even neighborhood, level for purposes of planning various aspects of their
operations. Ideally, data should be collected and made accessible in a way
that helps business owners answer a broad array of operational questions:
Where are my customers and potential customers located? Where is the
competition located? Where do my employees and potential employees
live? Where should I locate my stores, offices, and plants? How much
should I produce? How much should I order? How much should I hold in
inventory? How should I set my prices? What is the best way to promote
my products and services? How much should I pay my employees?

Researchers, policy makers, and businesses use information, disaggre-
gated to various levels of granularity, to plan and set goals for economic
growth, to track progress against goals, to identify pockets of underper-
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formance, and to devise new programs and corrective actions to improve
performance. For many of these purposes, the ideal federal statistical sys-
tem would facilitate the production of data for small domains—that is,
localized geographic areas, specific industries, or any other defined set of
firms for which survey data might be desired, even though the correspond-
ing sample sizes may be too small to support direct estimation.

Recent events—such as the aftermath of September 11, or natural
disasters such as Hurricane Katrina—have highlighted the need for infor-
mation on business activity at regional, state, county, and very local levels.
Ideally, one could measure not only the impact on economic activity of the
initial destruction, but also follow business dynamics during recovery peri-
ods in a way that allows the impact of relief efforts to be assessed. Similarly,
local area data are an ideal input to many decision processes, such as
federal defense office realignments, base closures, and even military reserve
unit call-ups,  as well as to the analysis of the resulting economic impact of
such decisions.2 Designing data systems with user needs in mind therefore
means building in the capability to readily aggregate to a variety of geo-
graphic scales, some of which are unknown a priori.

For maximum flexibility in aggregating information, each business es-
tablishment should be assigned a unique identifier, where applicable, that
records the location as a specific latitude-longitude coordinate (a point
location); having the street address of a business location is sufficient, as
that information can be linked to geographic coordinates. Because the street
addresses of establishments and firms are known and readily accessible to
owners and managers, providing this information should not be burden-
some to most businesses. For certain research and policy questions, noting
whether a business operates from a home location or not would also be
useful.

Because a point-level geocode such as a street address uniquely identi-
fies a site of business activity, issues of confidentiality arise with the release
of such data. Detailed information on business locations is typically public
but, even so, inclusion of unique geocodes in combination with other vari-
ables in a database can compromise confidentiality. Yet, because there is
such demand for data that enables aggregation to any one of many possible
geographic units, a tension is created between user needs and respondent
confidentiality; this issue is discussed in Chapter 4.

2For example, research on the effect of military reserve deployments and activations on
employment at the county level (e.g., Loughran, Klerman, and Savych, 2006), reveals that
data limitations make it difficult to assess the impact of their actions on smaller firms and the
self-employed.
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3.1.2 Managing Respondent Burden

A critical element of an ideal business data system is the capability of
managing the burden to businesses of responding to federal surveys. Firms
have an obligation to participate in surveys; their participation is a prereq-
uisite to the production of high-quality data that are, in turn, essential for
the analyses and planning required for an efficient, productive economy.
However, one reason given for nonresponse in surveys by employers is that
they take too much time, especially for smaller businesses. So, to ensure
accurate representation of economic activity, data collection should be de-
signed in a manner that minimizes the burden on information providers.3

One aspect of burden management is to avoid asking for unnecessary or
redundant data. This highlights the need to make as much use of adminis-
trative data as possible. It is important to consider whether there are cur-
rently underutilized sources of administrative data that could contribute to
the goal of measuring business formation and dynamics while minimizing
the survey response burden.

Nongovernment data sources may also play a role in an ideal data
system. Given the prominence in the U.S. economy of payroll processing
firms, it may be possible to obtain data from a large number of businesses
while directly approaching only a few. The firm ADP, for example, claims
that it handles payments for 1 in 6 private-sector workers (http://www.
adp.com). Adding in the next few biggest processing firms would expand
coverage considerably further. In addition, the use of such processing ser-
vices is not limited to large firms, making it a potentially lower cost way to
collect information on smaller ones. ADP offers services for businesses
with 50 or fewer employees, major accounts services for firms with 50-999
employees, and national account services for firms with 1,000 or more
employees. Potentially, if confidentiality concerns can be addressed, a com-
pany such as ADP could provide employment numbers per payroll period
in a consistent format for each of its client firms. Given that the smallest
firms are the most likely to realize proportionately large benefits from

3Although there is a substantial amount of research on the views of individuals on confi-
dentiality, data sharing, and respondent burden, much of it conducted for the decennial
censuses. Information about business views on these issues is much more limited. Qualitative
research by Willimack and Nichols (2001) suggests that “large companies generally sup-
ported data sharing among statistical agencies under well-specified conditions and with rigor-
ous security and confidentiality provisions in place. They only saw value in this sharing,
however, if it reduced the reporting burden placed on them” (p. 1). The authors suggest that
redundant external data requests, especially for larger firms, appear to make the prospect of
data sharing by designated statistical agencies preferable.
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outsourcing payroll and human resource functions, payroll processing firms
may be able to provide a timely picture of small business dynamics. At a
minimum, data collection systems should be structured in a manner similar
to those used by these payroll processing firms in order to simplify the
survey response by businesses. Whenever possible—that is, when busi-
nesses keep records in the same way and with the information that govern-
ment wants—responding to government data collection requests should be
made no more difficult than gathering the information necessary for carry-
ing out basic administrative functions for the firm. This is more likely to be
the case for information such as payroll, but less so for information relat-
ing to, say, energy consumption or investment.

One way to facilitate the collection of administrative data is to encour-
age increased adoption of extensible business reporting language (XBRL).
XBRL is a member of the family of languages based on XML, or extensible
markup language, which is a standard for the electronic exchange of data
between businesses (see www.xbrl.org). In terms of U.S. government data
collection, XBRL has already made some inroads with regulators. For ex-
ample, the Federal Financial Institutions Examination Council uses XBRL
for quarterly bank reporting. In terms of broader types of data collection,
tax authorities in several countries (e.g., the United Kingdom’s HM Rev-
enue and Customs and the Australian Tax Office) have begun to encourage
the use of XBRL for corporate tax returns.

As described in more detail in Appendix A, administrative data are
currently used in the United States mainly to create the business registers of
the Census Bureau and the Bureau of Labor Statistics (BLS). Tax records
from the Internal Revenue Service (IRS) form the basis of the Census busi-
ness register, and ES-202 forms from state unemployment agencies forming
the basis of the BLS Business List. Similarly, in the United Kingdom, admin-
istrative data from “pay as you earn” employee and value-added taxes form
the starting point for the business register. In some European countries,
especially in Scandinavia, essentially all interactions of individuals or busi-
nesses with the government generate administrative data that are main-
tained and available for analysis. One reason the United States has two
different business registers is that the use of IRS data is extremely limited
for confidentiality reasons. The advantages and disadvantages of a unified
business registry are discussed below.

In addition to making use of administrative data, burden management
should include methods for distributing survey response requirements across
firms evenly, to the extent it can be done without damaging the representa-
tiveness of the survey data. Two equivalent firms should, over time and
surveys, be asked to carry a similar burden—acceptable burden should be
defined to be proportional to the size of the firm. Cooperation of most or
all of the largest enterprises is required in nearly all federal surveys. Small to

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


52 UNDERSTANDING BUSINESS DYNAMICS

medium-size firms are only sampled, and it is this domain of firms where
the greatest need for burden management exists. Given the theme of this
report that a need exists to increase sampling of young and small firms in
business surveys, it is especially important to develop mechanisms to help
spread the burden across those firms.

Two different approaches can achieve this ideal level of burden sharing,
and both should be examined by survey managers and statisticians. The
first approach may be called the PRN system, which entails the assignment
of a permanent random number to each firm (or establishment) in the
register. The random number would be stored as a separate field and would
be available permanently both for a given survey over time and to different
surveys across agencies. The random number would be used for specifying
probability samples of firms. Because the number is permanent, it would
provide a basis for spreading the sampling across all firms in the popula-
tion. The implication is that all firms would be asked to respond to a similar
number of surveys, leveling the response burden across firms. Some firms
would not be asked to respond to a disproportionately large number of
surveys, which is what could hypothetically happen today. The coordina-
tion or management of reporting burden according to a PRN system has
been implemented in Sweden and is described by Ohlsson (1995).

The second approach may be called the burden budget system. If Xi is
the size of the i-th firm, then define a burden budget Bi proportional to Xi,
for each firm in the population. The burden budget might be expressed in
units of hours, completed survey questionnaires, or the like. The burden
budget would represent the firm’s total obligation to respond over a defined
period of time, such as five years. Every five years, the burden budget might
be reset to its original value. The business register would record the specific
surveys for which each firm was selected to participate, both over time and
across agencies. With each survey in which the firm participated, the cumu-
lative burden budget would be reduced by a measure of its participation. At
any given time, Bi would represent the firm’s remaining burden in the five-
year period. In sampling for a new survey, the firm would be selected with
a probability proportional to, or otherwise positively related to, Bi. Thus,
as the firm fulfills its assigned reporting obligation through participation in
surveys, its cumulative Bi declines and its probability of selection in future
surveys declines. In this way, firms that have not participated eventually do
participate because their cumulative Bi has not declined and, correspond-
ingly, their probabilities of selection in future surveys increase. A simple
system of this type operates in the United Kingdom for small firms. Partici-
pation in a survey in a given year earns very small firms a guarantee that
they will not be asked to participate in another survey for a set period—
three years in the UK example (Office for National Statistics, 2005). A
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similar regime is also being considered for adoption in Denmark and the
Netherlands.

It is apparent that a central business register and the information it
contains are essential to driving the kind of burden management system
described here. Thus, we turn now to describing the characteristics of the
ideal business register, before moving on to more general aspects of the
business data system.

3.2 DEFINING AND TRACKING BUSINESSES OVER TIME—
THE BUSINESS REGISTER

3.2.1 Ideal Business Register Characteristics

The ideal business register is no doubt more easily described than cre-
ated. Nonetheless, it is important to first consider the ideal, before turning
to the possible, especially since what is feasible tomorrow will be different
from what is feasible today. A business register must first be comprehen-
sive; it must cover the entire business population of firms conducting busi-
ness in the United States. The implication, then, is that the ideal register
would include not only employer businesses, but also nonemployers, and
would pick up firm births and deaths with very little lag. Although 100-
percent inclusion rates are impossible to attain, the coverage must still be
substantial and known. The business register should also indicate the enter-
prise structure of a firm, such that subsidiaries and multiple work sites are
apparent, and mergers, acquisitions, and other status changes are reflected
in a timely fashion. To maximize the value of a business register as a
sampling frame, these data items must be included and should be available
to all approved users of a register (including those positioned beyond the
Census Bureau and BLS). In order to manage respondent burden, it is
necessary to maintain a complete record of the sampling histories of firms
and establishments. As noted above, this would include recording which
survey samples the business has been selected into and what the reporting
history was for that survey. Note that the complete contact information
must also be included.

An additional set of items should ideally be linkable to these core
business register items, with appropriate safeguards for confidentiality. First,
given the importance of the ability to analyze the entrepreneurial process,
indicators of both firm size and ownership type should be available, with
owner demographics provided for privately held firms. Because small-
domain estimates are important, detailed geocodes, industry codes, and
product codes are essential. In order to link different aspects of the data
with the main business register, a unique identifier is also needed (see
below).
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The ideal business list would also provide a unified sampling frame, in
contrast to the overlapping, but not entirely consistent business lists cur-
rently maintained separately by the Census Bureau and BLS. A growing
amount of time and effort is being spent comparing and attempting to
reconcile these different lists. The goals of the major comparison project
(described by Paul Hanczaryk of the Census Bureau and James Spletzer of
BLS in National Research Council, 2006) are twofold: to understand the
differences in the lists and to identify the strengths and weaknesses of each.
There are indeed clear advantages and disadvantages to alternative admin-
istrative and survey data from BLS and the Census Bureau, respectively.
Thus, “unified” should not be interpreted as drawing from a single admin-
istrative and survey source or agency. Rather, an ideal business list would
integrate multiple sources so that a common registry is used for key busi-
ness surveys underlying the National Income and Product Accounts (and
related federal business statistics).

3.2.2 Unique Business Identifiers

The ideal business list would assign a single, unique number that would
be used to identify each business in all data sources (including household
surveys, for example, when listing the employer of record). This unique
identifier would then give users the ability to link business registry informa-
tion to data items from both employer and demographic surveys that pro-
vide data on worker characteristics, self-employment, and household-
centered businesses. It would also allow the linking of business registry
information to individual-level administrative records, such as those
from the Social Security Administration and the Longitudinal Employer-
Household Dynamics Program. Another benefit of a unique business iden-
tifier is its potential to help minimize respondent burden. By simply enter-
ing its one ID number, a business could update all of its information at
once. In addition, creation of cross-walks between the unique business
number and the current Unemployment Insurance (UI) number, along with
data sharing by the state, would facilitate updating of the business list on a
more timely (quarterly) basis.

Note that, as discussed earlier, what is meant by a business may differ
by sector and can potentially change over time. Thus, it will be important
for the register to preserve or develop indicators for the legal form and type
of business entity. As part of the latter, registers should indicate franchise
operations, multilevel marketing operations (e.g., Amway), joint ventures,
special-purpose financial entities, and the like that are not captured by
traditional “legal form of organization” indicators. It may even be neces-
sary to allow for multiple definitions. One might also consider including
additional information on ownership relations—for example, in cases in
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which one firm owns a portion of another, or in which a firm is jointly
owned by two others but neither exercises unilateral control.4

Use of a unique identifier also facilitates the linking of basic business
register data to more in-depth firm information, thus enhancing confidenti-
ality. That is, increasingly detailed information can be made available to
qualified users, perhaps through the use of a relational database, while, for
other uses, a more limited set of data items may be sufficient. Many kinds
of users could legitimately claim a need to access information on the exist-
ence of a business, but additional safeguards must be in place for users
granted access to more detailed information. Examples of more detailed
information that could be linked to the business register include financial
information (such as bank loans data, which might be bought from credit
bureaus), as well as detailed and consistent product descriptions that may
be in widespread use in the private sector. Examples of the latter include
universal product codes for retail firms, national drug codes for pharma-
ceuticals, and insurance reimbursement codes for the health industry.

Finally, in certain sectors for which the government has special data
sources, such as farming, railroads, and nonprofit and public organizations,
the unique identifier could be used to link these data. Other governments
have already moved forward with respect to this ideal. For example, in the
United Kingdom, a major review by the Treasury to identify ways to reduce
the administrative cost of regulation concluded that a single business iden-
tifier, in combination with data sharing across agencies, could meet this
goal. Data sharing is key to reducing duplicate data requests (Hampton,
2005).  It can also help streamline the administrative agencies themselves
and lead to increased efficiency (O’Donnell, 2004).

In the United States, reconciliation of the major business registers gen-
erated by the UI system and the Census Bureau would be a major step
forward. To the extent that reconciliation of establishment lists can take
place as soon as data become available, the ability to rapidly and continu-
ously update sample forms would be improved. The presence of unique
geocode identifiers would also help facilitate data integration across sources.

3.2.3 Effective Data Sharing

By this point, it is clear that creation of the ideal business register
implies a greater degree of data sharing among statistical agencies than is

4The statistical agencies (in the United States and abroad) have done quite a bit of work on
the issue of determining ownership structures of businesses—see Armington (2004).
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currently in place.5  We have already cited the business list reconciliation
example. Because there are advantages and disadvantages to both the BLS
and Census Bureau systems—and thus reconciliation should take place
downstream to minimize loss of information—a need for data sharing be-
tween these two agencies is implied. For example, data on sole proprietors,
which originate from Schedule C filings to which only the Census Bureau
currently has access, would need to be included. Even without worrying
about reconciliation per se, a unified register implies data sharing. Note,
though, that since the Schedule C data will include all individuals, including
those whose activities can more accurately be described as  a hobby than as
a business, it is likely that some revenue threshold would need to be im-
posed before a sole proprietor is actually placed on the list.

Not every piece of information on the business register needs to be
accessible to every agency, but a much broader range of users should be
allowed than is currently the case. The idea of different agencies having
access to the business register, with a well-defined set of rights (in terms of
which fields are available) and responsibilities (in terms of confidentiality),
is similar to a point made for the United Kingdom (Hampton, 2005). The
recommendation there was that various agencies should be given access to
only those fields in the database that were necessary for their regulatory
efforts. The central database, along with data sharing, would play a large
part in reducing the administrative burden on UK companies.

In addition to data sharing among agencies, the basic elements of the
employer section of the business register should also be made accessible to
all qualified agency and research users to serve as a sampling frame for their
surveys.6  Researcher access to some confidential data is already allowed in

5“Data sharing” is the exchange of information collected from businesses and individuals
or reported to the IRS in identifiable form for statistical purposes. Identifiable form means
information “that permits the identity of the respondent to whom the information applies to
be reasonably inferred by either direct or indirect means.” Statistical purposes involve “the
description, estimation, or analysis of the characteristics of groups, without identifying the
individuals or organizations that comprise such groups.” They also include methods and
procedures related to the “collection, compilation, processing, or analysis” of data about
these groups and the development of related “measurement methods, models, statistical clas-
sifications, or sampling frames” (National Research Council, 2006, p. 56).

6Nonagency use of a business list should be tightly monitored. One danger is that, if there is
a business register that can be used as a master sampling frame then, potentially, more surveys
will be launched, particularly if the cost for using the frame is trivial. This could lead to the
unacceptable consequence of increasing burden placed on business respondents. Our primary
concern here is with agencies’ programs that currently must construct frames (or purchase
them from Dun & Bradstreet) because they do not have access to BLS or the Census Bureau
lists.
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the United States through the safeguards provided for via research data
centers. Other countries have programs through which researchers can
access data more broadly. For example, in the United Kingdom, the Busi-
ness Data Linking Project (see Box 3-1) allows access in a secure setting to
“safe people” who have been vetted by the Office of National Statistics
(ONS).7  More broadly, ONS allows access to a broad range of unpublished
microdata to researchers upon application.8

3.3 IDEAL DATA COLLECTION CHARACTERISTICS

3.3.1 Contents of the Ideal Business Data System

Not only must the ideal business data system be capable of producing
accurate and timely aggregate statistics on income and output, employ-

7See http://www.statistics.gov.uk/about/bdl/ for more details about the program.
8Much of this has resulted from the Deregulation and Contracting Out Act of 1994, which

has been applied to the Statistics of Trade Act of 1947 and others. See http://www.statistics.
gov.uk/about/NS_ONS/ONS_microdata_releases.asp for further details, including a list of
data releases.

BOX 3-1
The UK Business Data Linking Project

The ONS collects large amounts of business microdata. Their Business Data
Linking Project provides access to the data via its secure “microdata lab,” where
academic researchers can carry out statistical analyses. These data are confiden-
tial and access is tightly restricted:

• Only researchers fully employed at bona fide academic or charitable re-
search institutes, or civil servants, may have access. There is no facility at
the moment for PhD students.

• The employer is required to sign an agreement taking collective responsibil-
ity for the actions of all its researchers. Researchers are required to agree
to standard secondment contract terms. There is no access without signed
agreements.

• Projects must be of academic value and demonstrate (a) a clear interest for
ONS in the results, and (b) a specific need for the data sets requested.

• Access is granted only through the secure microdata lab onsite at ONS.

Researchers must specify which data set(s) they want to use, why they want
to use it, and why the data cannot be found elsewhere. In some cases, additional
data sets may be linked by researchers.
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ment, investment, prices, and productivity, but it also should allow research
that requires use of microdata. In particular, as noted above, individual-
level business data are important for studying such areas as productivity
growth, firm entry and exit, the role of young and small businesses in
fueling economic growth, the characteristics of business owners, and the
interactions between large and small businesses. A system capable of such
analyses must thus collect a range of key data items beyond the basic
information contained in the business register, although the register is cer-
tainly one important input. Measurement of transitions (e.g., mergers, ac-
quisitions, and spin-offs) allows researchers to identify such things as ex-
panding employment areas, structural changes in the economy, and business
cycle turning points.

Just as important as the capacity to track transitions for existing busi-
nesses is the ability to detect the birth and growth of new firms. Maintain-
ing ownership type and owner demographics on the business register is just
the first step. The data system must also facilitate measurement of gross
flows from employee to self-employed categories. To best understand these
nascent entrepreneurs, additional information is necessary. First, it would
be useful to be able to identify the location of self-employment—specifi-
cally, whether the business activity takes place at home or somewhere else.
Data capturing time use in different business activities are also essential.

In order to understand the underlying sources of growth in the
economy, data are needed on a range of business attributes that may be
linked to performance. Tangible capital is one important area for which
information is sparse, particularly for small firms. Becker et al. (2006) have
shown that, in the Annual Capital Expenditures Survey, entrants and
younger firms are underrepresented, even though the evidence suggests that
capital expenditures in the start-up process of businesses are high. If true,
the current survey is missing an important, and nonrandom, component of
capital expenditures for U.S. businesses.

For new and growing firms, knowing more about financing is of par-
ticular interest. A business data system would, therefore, ideally include
financial and balance sheet information, including equity, debt financing,
and venture capital financing; measures of capital stocks and investments
would also be useful. Important expenditures include investments in physi-
cal capital and also in technology and research and development (R&D),
human capital, and organizational capital. Corrado, Hulten, and Sichel
(2006) argue that better measurement is needed of three types of intangible
capital: computerized information, knowledge acquired through scientific
R&D and creative activities, and economic competencies. The ideal busi-
ness data system would allow users to calculate intangible capital figures
for such categories as stock of education and training in a firm and new
investments in human capital and organizational capital. We emphasize
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this as an ideal recognizing that, in practice, collecting information of this
kind, especially from smaller firms, would be a challenge.

Black and Lynch (2005) argue that a firm’s organizational capital—
broadly categorized as workforce training, employee voice, and work de-
sign—contributes in significant ways to its productive capacity. The au-
thors conclude that calculating the stock of training in a firm is difficult;
however, even capturing measures of new investments in training would be
a significant improvement. At the moment, U.S. statistical agencies collect
no ongoing measures of the amount of training workers acquire year over
year. This is in sharp contrast to the European Union, which includes
training questions in all member countries’ annual household surveys. Some
of these kinds of questions could be incorporated into the Current Popula-
tion Survey as well as most business surveys.

Other measures of organizational practices, such as the percentage of
workers meeting on a regular basis to discuss workplace issues, unioniza-
tion, layers of management, benchmarking usage, and the existence of
incentive-based compensation could, in principle, also be gathered at the
establishment level. Doing so would create minimal respondent burden
since, as Black and Lynch recommend, training and compensation data
need be collected only on an annual basis. Other components of organiza-
tional capital, such as employee voice and work design, could be collected
on a less frequent basis; every other year is likely to be sufficient since these
practices do not change with high frequency. With minimal respondent
burden, policy makers and businesses would then have the ability to under-
stand how these dimensions of intangible capital impact the productive
capacity of individual firms and the economy more generally. In 2004,
Eurostat began collecting information on organizational innovation in its
Community Innovation Survey. Eurostat broadly defines organizational
innovation as changes in firm structure or management methods that are
intended to improve a firm’s use of knowledge, the quality of goods and
services, or the efficiency of work flows. The survey then operationalizes
this definition with a range of more specific questions.

A full understanding of business success (and failure) requires data not
only on these important inputs, but also on outputs, performance, and the
market environment. Thus, the ideal business data system would go beyond
the detailed industry and product codes on the business register and include
such things as productivity measures, profit levels, prices, and even patent
information. In addition, it is important to have information on business
relationships, and to be able to link a given firm to its suppliers (or whom
it supplies) and competitors. Related to this is the need for indicators iden-
tifying a franchise or a licensee, or a spin-off from other firms. Clearly, this
broad list of information comprising the ideal business data system need
not be available for all firms. Rather, the system would make appropriate
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use of sampling and surveys. The following sections discuss more fully
whom to survey, for how long, and how often.

3.3.2 Whom to Survey

Many of the interesting questions related to business dynamics are
addressed by statistical estimates that measure relative changes in activities.
On the one hand, a focus on dynamics forces attention to the act of creation
of new business entities, a moment at which fundamental changes take
place. Since the start of entrepreneurial activities is often limited in scope
and magnitude, high growth rates are possible. On the other hand, many of
these new entities die quickly. To understand the dynamics of business
entities, nascent units must be included.

A critical question, addressed in Chapter 2, is, at what moment does a
new business entity begin? Is it when the founder first thinks of the busi-
ness opportunity? Is it when the founder begins active planning to launch
the activity? Is it when the founder creates legal entities? Is it when the
entity first takes actions toward producing goods or services? The business
lists currently used in the federal government require longer and perhaps
more elaborate business activities for inclusion in the target population
than would be implied above. Hence, reliance on the current sampling
frames may miss much of the economic activity of key interest in business
dynamics.

A fully developed data system may require a new blending of demo-
graphic and economic surveys. Demographic surveys are typically defined
as surveys of households and persons; sampling frames consist of addresses
and other indicators of housing units in which people reside. Self-reports by
the households in answering questions about employment, health, victim-
ization, etc., form the basis of demographic statistics. It may also be pos-
sible to identify and measure the volume of nascent business entities through
surveys of persons who are in the process of founding them. Samples of
these persons could come from demographic surveys now ongoing, perhaps
through question modules that ask “screener” questions about the entre-
preneurial activities.9  If a sample person reports the requisite activities,
then he or she would be eligible for further measurement over time to track
those activities. While, in an ideal data system, one would like to have this
information, identifying start-ups by household (the majority of which do

9As described in Chapter 2, substantial work has been done in association with the Panel
Study of Entrepreneurial Dynamics to develop cost-effective procedures for identifying entre-
preneurs using household surveys.
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not include individuals engaged in entrepreneurial activity), then subse-
quently linking the information to business identifiers to follow firms from
genesis forward is not a trivial task.

Use of demographic surveys as a screening tool for new businesses must
also acknowledge the problem of multiplicities. Multiplicities exist in sam-
pling processes when the target population unit (in this case, a new busi-
ness) might possibly be linked to several frame elements (in this case, per-
sons within households). When two or more persons are engaged in the
joint creation of a new business entity, then both of them could report it in
a demographic survey. Thus, entities with multiple founders would be over-
represented in demographic surveys of persons. Such multiplicities would
have to be measured as part of the screening process in order to create
selection weights useful for inference to the population of business start-
ups. A further source of multiplicities is the fact that some business entities
reported by demographic survey respondents will already be listed in the
existing sampling frames; others will not. This issue, too, would have to be
addressed with selection weights.

Another issue tied to using demographic surveys is the loss of unam-
biguous and objective criteria for eligibility (as can be the case with Current
Employment Statistics’ use of UI filing). Self-reports by household members
about their business activity would create the basis for eligibility into the
sampling process. Careful development of screening questions to ensure
that accurate reports of eligibility could be obtained would be essential.

3.3.3 How to Allocate the Sample of Business Entities

It is simple to show that the precision of estimates of population totals
in business surveys is maximized when the sample of business entities gives
very high probabilities of selection to very large firms and small probabili-
ties of selection to very small entities. Typically, high-volume firms are
sampled with certainty (i.e., they always appear in the survey sample). This
allocation of the sample ensures that large portions of economic activity are
represented in the sample.

With a focus on business dynamics, however, when the interest is in
relative changes in business activity, then alternative allocations of the
sample become more attractive. Allocation of the sample proportionate to
some function of change in business activity is reasonable. Depending on
the estimates of interest, preferred sample allocation might place more
emphasis on small, quickly changing new businesses.

Since these two purposes—estimating total volume and estimating rates
of relative change—suggest different allocations of the sample, some con-
sideration might be given to a new data collection vehicle of business dy-
namics that could be viewed as a supplemental survey for the current
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economic measurement systems. This survey would allocate the sample
disproportionately to new business starts, those strata of economic activity
that form only small parts of current economic surveys. The data from this
new survey, perhaps called the Survey of New Business Dynamics, could be
combined with that of other surveys to provide full estimates of relative
changes in key activities.

Another sample allocation issue concerns the sector of economic activ-
ity to be covered. This is best illustrated by considering e-commerce, a
sector in which intensely dynamic business activity takes place. A new
focus on business dynamics would require much more attention to such
sectors that pose new survey measurement problems. Units in the e-com-
merce sector need to be identifiable with well-defined geographic loca-
tions—yet entities exist in cyberspace. The physical location of the server
infrastructure can change instantaneously, which makes it difficult to link
people and places to business activity. Although the federal statistical agen-
cies have programs addressing e-commerce, studies of business dynamics
would benefit from increased investment in survey methodology for tech-
nology sectors. Similarly, the activities of nonprofit entities are highly
dynamic over time, so that sector could also be part of a new program in
business dynamics.

A further sample allocation feature that must be addressed is the nature
of the longitudinal structure to be carried out in the survey. To maximize
the precision of estimated changes in the volume of economic activity, it is
common to measure sample units on a frequency that is related to the
historic rates of change of the phenomena measured. Phenomena that ex-
hibit relatively rapid change (e.g., employment and unemployment) should
be, and typically are, measured more frequently than phenomena that are
less volatile (e.g., state government tax revenues). A statistical system that
measures highly volatile attributes frequently and less volatile attributes less
frequently could be constructed through a set of questionnaires that have
flexible modules that are used at different intervals over time. Such a flex-
ible design can reduce the burden of measurement on sample businesses and
can be used to gather information at appropriate intervals.

3.3.4 How Long Should a Sample Business Be Measured?

Many of the current economic surveys have longitudinal designs; that
is, a sample business enters the survey and is repeatedly measured over
time. While such a design theoretically permits the analysis of micro-level
changes in specific business entities (e.g., gross changes in size over time
within a sector), the designs are traditionally not exploited for that purpose.
Instead, because many of the surveys are used to produce estimates of
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change in totals over adjacent time periods, precision is enhanced by having
overlap of sample businesses.

Studies of business dynamics require following the same business over
time, measuring similar phenomena repeatedly, and assembling longitudi-
nal data on each sample business that can be used to examine precursors to
change, what types of businesses experience different types of change, and
which types of characteristics of the birth process lead to more or less stable
entities. Such purposes require that more attention be paid to following
time-based linking rules than is true for most current business surveys.
Several problems arise and need further study: How are mergers and acqui-
sitions to be handled in the study of business dynamics? How are spin-off
businesses from the original entity to be handled? When is a new business
de facto the death of a sample business, and when is it a new component of
the original sample business?10  In demographic surveys, there exist various
following rules, depending on the purposes of the longitudinal survey, some
of which permit the inclusion into later waves of the panel persons who join
families originally sampled into the survey. For example, the Panel Study of
Income Dynamics, which started with a sample of families in 1968, has
continued to follow not only those families, but also the new families
formed by any member of the original family.11  Such designs permit more
complete understanding of the temporal dynamics of families and house-
holds. Similar following rules could also be used in carrying out business
surveys.

Longitudinal surveys are used to produce estimates of the population at
any one moment in time and changes in the population as defined at earlier
points. Designs with such goals are often rotating panel surveys that, at any
one point in time, sample new units and rotate out sample units that have
been measured over prior multiple waves. Such designs have the advantage
over fixed panel surveys (which draw a sample at one time point and follow
it for long periods of time without any refreshment of the sample) by
reducing the respondent burden and providing both micro-level change
estimates and cross-sectional estimates.

A key issue in rotating panel designs is the number of waves of mea-
surement for each sample unit. In line with the logic above, studies of

10Beyond the work done in the United States (discussed throughout this report), approaches
for dealing with problems related to mergers and acquisitions, and births and deaths, have
also been recommended by the Organisation for Economic Co-operation and Development,
Eurostat, and others internationally—see Pilat (2002) for an overview of methods used in a
range of countries (and for further references).

11See http://psidonline.isr.umich.edu/ for more information on the survey and how it fol-
lows family members over time.
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business dynamics might follow units subject to high likelihoods of change
for longer periods and units that are unlikely to undergo major changes
only briefly. Determining the strata for long follow-up and short follow-up
would require some study for each outcome variable selected.

Finally, a separate issue is the length of the interwave interval—how
often should a sample unit be measured? If life expectancy is low for new
businesses, frequent measurement is needed to acquire observations about
life-cycle processes. There are many attributes of new businesses for which
information is essential (e.g., payroll, employment counts). To reduce the
reporting burden of high-frequency measurement, new alliances between
the federal statistical agencies and payroll processing firms might be consid-
ered; use of scanner data for sales volume estimates might also be studied.
Other variables may not require such frequent measurement to be useful
(e.g., use of new technologies). Clearly, measurement of business dynamics
would benefit if the method of record construction permitted data to be
acquired from units in a temporally flexible manner.
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4

Limitations of the Current Data System
for Measuring Business Dynamics

The U.S. statistical agencies provide a wealth of information about the
activities of U.S. businesses.1 Moreover, in an era of tight budgets, they
have continued to innovate and respond to measurement needs for a rap-
idly changing economy. Despite these successes, there remain a number of
large data gaps in U.S. business statistics. A key deficiency relates to data
integration and coordination. The system of economic accounts is
balkanized given that the underlying source data are obtained by multiple
agencies. As emphasized in a recent volume on the “architecture” of the
national accounts (Jorgenson, Landefeld, and Nordhaus, 2006), consider-
able gains could be realized through better integration of data—both ad-
ministrative and survey based—some of which would require more exten-
sive data sharing between the Bureau of Economic Analysis (BEA), the
Bureau of Labor Statistics (BLS), and the Census Bureau.

One way to evaluate systemic data gaps is to ask whether it is feasible
to go from the aggregate statistics to the firm level in a consistent manner.
The feasibility of disaggregating data is of interest for a number of reasons.
It is useful as a tool to help identify data gaps, since the inability to drill
down to the micro level may reveal situations in which there are limited or
no source data underlying an aggregate statistic. An example is the mea-
surement of capital expenditures by detailed asset type and by industry.

1Appendix A provides an overview of the major federal business data sources.
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Such statistics, produced by BEA, are used frequently to gauge which indus-
tries are heavy users of advanced technologies. However, underlying source
data are extremely sparse and very strong assumptions are required to
produce these statistics (see Becker et al., 2006). More generally, the ability
to disaggregate data down to the firm level has practical applications for
both the measurement and interpretation of business statistics. For mea-
surement, anomalies can be identified through scrutiny of the underlying
source data. For interpretation, observed changes may reflect fundamental
compositional changes in the mix of firms that are important for under-
standing the business cycle or secular trends in the economy.

It is possible to connect some key aggregate statistics, such as employ-
ment and payroll, to the underlying firm-level data, and recent programs at
BLS and at the Census Bureau exploit this micro-macro link. However, for
most key aggregate statistics, particularly those that require combining
nominal values (such as nominal gross output) and prices, this is not fea-
sible. The reason is that nominal activity measures for firms are collected by
the Census Bureau, whereas nominal prices are collected by BLS; these data
cannot be shared and thus they cannot be integrated at the firm level. Even
with data sharing, coordination and integration of the administrative and
survey data would be required to permit such drilling down from aggregate
statistics. In short, for key national statistics such as real value added, real
capital expenditures, or real productivity growth of a sector, it is impossible
to connect back to firm-level statistics. Again, this shortcoming reflects data
gaps as well as lack of data integration.

This report is primarily about the importance of measuring changes in
businesses. As has been emphasized throughout, the existing system of
accounts and underlying source data focus on measuring the level and
cross-sectional variation in the levels of activity. The neglect of business
dynamics and the role of young and small businesses in accounting for
growth are related to the data gap problems discussed above. In order to
capture the contribution of young and small businesses, the underlying
administrative data tracking businesses must include them in a consistent
and coordinated manner across the statistical agencies. Moreover, adminis-
trative data, while a powerful source of information on U.S. businesses, do
not include a number of important firm characteristics that must therefore
be collected by surveys. The neglect of young and small businesses by the
existing system implies that a number of these key measures are not col-
lected in a representative manner.

To explore these data gaps for measuring business dynamics, this chap-
ter reviews the nature of data coverage of U.S. businesses past and present.
Since administrative data sources can be used to track business dynamics,
and in particular young and small businesses, we then turn our attention to
data gaps in the business registers. However, since administrative data must
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be supplemented with survey data, we also describe weaknesses in existing
surveys. Finally, since a significant part of the data gap for measuring both
levels and growth of economic activity reflects a lack of data sharing and
data access, we also discuss these issues.

4.1 DATA COVERAGE OF YOUNG AND SMALL BUSINESSES

For much of its history, business data coverage in the United States was
by and large limited to the agriculture and manufacturing sectors, reflecting
where much of the economic activity in the country was located. Some of
the earliest efforts by private-sector firms to count and characterize firms
included those by R.G. Dun and Company, which produced credit reports
on firms in the 1840s, with information on owners, ownership structure,
firm performance, and financial transactions. From 1842 to 1890, the com-
pany amassed records on some 1.2 million firms (Madison, 1975). Dun &
Bradstreet data extend back sporadically to the 1870s for some sectors of
the economy.

On the government side, various censuses of manufacturing were con-
ducted, some at the state level, prior to 1900. The 1810 Census of the
Population was the first to include questions—albeit a highly limited set—
on manufacturing. The Office of Business Economics, the precursor of
BEA, began producing data on the number of firms by major industry in
1929 and continued to do so through 1963, at which time the program was
discontinued due at least in part to concerns about data quality. By the mid-
1950s, the quinquennial economic census was developed to the point that
the Census Bureau’s Enterprise Statistics Program was able to produce
statistics on firm size for selected industries. However, even with additional
input from the bureau’s County Business Patterns—begun in 1946 but not
available annually until 1964—data production was sporadic and incom-
plete, typically released with four- or five-year lags (Armington, 2004, p. 2).

It was not until the development of comprehensive business lists that
the statistical agencies began generating high-quality descriptive data on
something approaching the universe of U.S. employer businesses. Histori-
cally, most data collection by federal statistical agencies has been oriented
toward a cross-sectional view of business activity. While progress has been
made more recently at the statistical agencies to develop and improve statis-
tics on business dynamics, there are still important topics that cannot be
adequately explored due to data deficiencies.2

Figure 4-1 summarizes the distribution of business data coverage, map-
ping data sources in terms of the business and labor populations they cover

2See Appendix A for a review of business data sources relevant to business dynamics.
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FIGURE 4-1 Stylized depiction of current data coverage.
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8. U.S. Census Company Organization

Survey
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21. Kauffman Foundation Panel Study of

Entrepreneurial Dynamics [University
of Michigan]

22. Kauffman Foundation and Others:
The Global Entrepreneurship
Monitor

23. Kauffman Firm Survey
[Mathematica]

24. Kauffman Financial and Business
Databases

25. National Longitudinal Survey of
Youth [BLS, conducted by Ohio
State/NORC]

26. Panel Study of Income Dynamics
[University of Michigan]
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along a life-cycle continuum. The top portion of the figure categorizes
efforts for which the unit of analysis is the business entity; the lower portion
emphasizes individuals participating in the labor force. Dynamic processes
associated with each unit of analysis are depicted by the horizontal arrows.
As represented by block arrows labeled Firm A, Firm B, and Firm C, firms
are developed and implemented, they grow and shrink and, at some point,
many deactivate. Similarly, as represented by block arrows Job 1, Job 2,
Job 3, etc., individuals complete their schooling, enter the labor force, take
a series of jobs, and eventually withdraw and retire. Some members of the
labor force become involved in creating new firms, represented by the
dashed line from the job arrows to the block labeled “conception.” Some
new firms are created by existing firms, represented by the dashed line from
“Firm C” to the block labeled “conception.” The considerable cross-level
activity is represented by vertical arrows.

The numbers in brackets refer to 26 different current data collection
activities identified by the panel. Sixteen of these data collection efforts [1,
2, 3, 5, 6, 7, 8, 9, 10, 14, 16, 18, 19, 20, 22, 24] are designed to provide
time-specific estimates, suitable for cross-sectional or cross-temporal as-
sessments, but they do not allow for tracking the same units of analysis over
time. Six [4, 11, 12, 13, 15, 17] allow for tracking of firm changes once they
are incorporated into official business registries. Two [25, 26] capture indi-
viduals at different stages of their life-course work career. Two [6, 21]
provide information related to individuals’ efforts to create new firms. One
[6] provides evidence of some efforts to create a self-employment option;
the other [21] identifies and tracks individuals as they enter into the firm
creation process (this data source is based on a one-time screening of a
cohort identified in 2005). Finally, one specialized project [23] is designed
to track the early years of the firm creation process.

The salient point here is that business data systems operated by the U.S.
statistical agencies are designed primarily to capture levels of rather than
changes in economic activity. The vast majority of data sources used in the
construction of economic statistics are concentrated around mature, stable
businesses and static components of the workforce. There is little coverage
of early and late life-cycle dynamics and a paucity of information on busi-
ness creation and start-up phase processes that take place before businesses
are incorporated into official registries.

4.1.1 Business Register Consistency and Coverage

In assessing the current system for measuring business dynamics, it
makes sense to begin at its core, with the business registries. In contrast to
many other countries (see Box 4-1), there are four major business registers
in the United States that provide wide-scale coverage of both publicly held
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BOX 4-1
Alternative Models:

Building Registers Primarily from Administrative Data

Upon systematic review (see Appendix A), it is striking how many good busi-
ness surveys are conducted in the United States. The problem is that in only a few
cases can information be merged across sources. This makes it expensive to col-
lect the data and also creates a substantial burden for respondents.

In contrast, some European countries now collect their census data on per-
sons and businesses via a number of administrative registers. In these systems,
individuals have identification numbers assigned at birth or, for persons not born in
the country, when they are granted a work permit for the first time. This is similar to
the U.S. Social Security numbering system. The register of identification numbers
is kept up to date through several sources, again depending on the country. In
most of Scandinavia, a housing register provides the core structure of the person
registers, as all inhabitants are allocated to an address and to a particular house or
apartment. Whenever people change addresses, they must inform the agency in
charge of the housing register. All births are recorded in the birth register; there are
other kinds of registers—e.g., tax, education, health, criminal—as well. In Den-
mark, administrative registers must be authorized by Parliament and statistical
registers by Statistics Denmark; the conditions for data use have to be codified in
the act allowing the collection of data.

Similarly, each business has an ID (similar to the employer identification num-
ber or EIN in the U.S. system) which also serves as the value-added tax (VAT)
number. This number is given to a firm at the time of registration; all agencies
collecting data use the same ID numbers, with the result that the register is con-
stantly kept up to date with basic information on all citizens and business entities.
Registering a business is required if it is incorporated; the business also needs a
number in order to collect and deduct VAT, or if the owner wants his income to be
taxed as a business. Since business tax is lower than personal income tax, owners
have a clear incentive to register at an early stage. If the business has employees,
it must register in order to collect taxes from them. All these registrations are coor-
dinated through one single business ID number. Furthermore, each geographical
workplace (establishment) has a register number that is linked to the business ID
number.

Information on businesses and citizens is updated every time they have to
report payment or withholding for persons. Every January, businesses must regis-

and privately held businesses; three are maintained by government agen-
cies—the Internal Revenue Service (IRS), BLS, and the Census Bureau—and
one is a private database produced by Dun & Bradstreet. The business
registers at the Census Bureau and BLS are the primary sources from which
business statistics on firm and establishment dynamics are generated. The
main programs on business dynamics in the United States—Business Em-
ployment Dynamics (BED) and the Statistics of U.S. Businesses (SUSB) and
related Longitudinal Business Data (LBD)—are constructed from the
microdata on establishments in these files.
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ter income earned by each employee—this is similar to the U.S. form W2. At the
same time, they must indicate who was employed on a specific day (typically in
November). Furthermore, for firms that maintain multiple work sites, employers
indicate in the same form the physical location at which each employee worked
throughout the year.

Government agencies are allowed to share data only to a limited extent and,
even then, it must be permitted in the act that authorizes collection of specific data.
However, Statistics Denmark can by law request all data, including the person and
firm IDs, from each collecting agency, as well as from private sources. Statistics
Denmark is thereby allowed to fully exploit the common ID numbering system and
use all data in the production of statistics and for research. Trust and reliance in
the system are so broad that a standard census has not been conducted since
1970. One of the conditions of use by Statistics Denmark is that no individual or
firm can be identified. Researchers desiring access to confidential microdata that
are allowed work inside the agency are subject to the same nondisclosure require-
ments as regular employees. For the past five years or so, it has also been possi-
ble for researchers to obtain admission to approved data sets from their own work-
places through the Internet (http://www.dst.dk/HomeUK/ForSale/Research.aspx).

Although the approaches described here may be more problematic to imple-
ment for an economy as large and complex as the United States (e.g., where
unregistered and illegal employment is perhaps more widespread), universal cov-
erage registers create interesting possibilities that do not exist with other systems.
First, survey samples of persons and businesses can be drawn from the universal
registers. This increases the quality of sampling frames and saves respondents
time because they do not have to provide information already embedded in the
registers (number of employees, industry, gender, age, education, children, etc.).
Second, survey response data can be easily merged with register information. For
example, responses from a survey of job and life satisfaction, in which only one or
a few employees in each firm are sampled, have been linked with register informa-
tion on all the coworkers in the firm. This has generated information on how the
composition of workers, their wages, and the hierarchical structure of the firm may
affect responses from the sampled person. Another example is analysis of the
relation between human capital formation of employees and the bottom line of
firms. A different class of examples can be found in medical research, where
groups of patients can be traced back in time with controls for work- or residence-
related exposure applied. An example here is work on the long-term effects of
occupational hazards.

The BLS business register, constructed primarily using data that origi-
nate from the Quarterly Census of Employment and Wages (QCEW) pro-
gram,3  is designed to produce frames that are optimized for survey mea-

3The QCEW is augmented with survey data—the Annual Refiling Survey and the Multiple
Worksite Reports are particularly important. The former is used to obtain updated informa-
tion on business names, addresses, industry codes, and contact information. The latter is used
to improve the accuracy of establishment-level employment and wage figures for multiunit
firms operating within a state.
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surement at relatively high frequencies. The QCEW program is adminis-
tered by the state Unemployment Insurance (UI) programs. For their regis-
ter, the Census Bureau relies on the federal tax system, the Company Orga-
nization Survey (COS), and the quinquennial Economic Censuses to
maintain a frame optimized for periodic survey measurements at relatively
low frequencies. The end result is two fully maintained establishment regis-
tries with very substantial overlap (probably in excess of 95 percent of
establishments occur on both lists) and two programs for creating business-
based statistics. The Census Bureau’s measurements are focused on the
outputs and the nonemployment inputs while BLS’s measurements are fo-
cused on the employment input. Consequently, the national statistical prod-
ucts do not reveal the extent to which the agencies’ establishment list inputs
contain the same entities.

Business list comparison projects conducted cooperatively between the
Census Bureau and BLS indicate that, in some areas, the business lists of the
two agencies do not match up well. Even after controlling for differences in
scope and coverage between the two registers, the aggregate employment
figures (published in County Business Patterns (CBP) and the QCEW) vary
significantly. For example, in 2001, the CBP data show a total employment
of about 115 million, while the QCEW figure was not quite 109 million—
a difference of about 5.5 percent.4  One difference in scope between these
two business lists is that the Census business register includes nonemployer
businesses while the QCEW does not (however, statistics on nonemployer
businesses are published separately from the CBP). Inconsistencies in the
registers and associated aggregate, industry, and firm-level statistics may
stem in part from the differences in the treatment and coverage of business
dynamics and young and small businesses. It is inherently difficult to track
young and small businesses—they tend to increase or decrease in size rap-
idly—so they are a moving target for measurement purposes.

Another dimension in which the business lists vary is in their identifica-
tion of single versus multiunit status. In BLS’s Multiple Worksite Reports
(MWR) system, multilocation employers with at least 10 employees in
secondary locations are required (in some states) to break out their employ-
ment and payroll by individual establishment.5  When a single-location firm
expands to multiple locations, the “new” establishment will not be ob-
served until it crosses the 10-employee threshold. In addition, since MWR

4BLS and the Census Bureau are working together to better understand the sources under-
lying this difference—at this point, we cannot infer whether one statistic is better or more
accurate than the other.

5See http://www.bls.gov/cew/cewmrr00.htm.
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is a state-based program, if the expansion occurs to a state in which the firm
does not already have a presence (and if the firm does not use a unique
national EIN), it is possible that it would not be captured as a multi-
establishment birth but as a new firm in the other state. The Census Bureau
business register program has excellent coverage of multiestablishment firms
every five years but is uneven in intervening years, when the COS must be
relied upon. The COS includes all employers with at least 250 employees
but only a sample of companies smaller than that.

These differences in the processing of multiestablishment firms across
the two registers result in comparability issues, especially with regard to
time series movements in births and deaths, and to job creation and job
destruction series. Comparisons made using the 2001 microdata indicate
that there are about 309,000 cases in which the Census Bureau and BLS
lists disagree in the single versus multiunit designation, and these businesses
employ 21-22 million people.6  Even for the 4.1 million businesses that both
agencies agree are single establishments, BLS estimates a total employment
level of 35 million, and the Census Bureau a total of 38 million. Analysis of
the 2001 microdata indicate that 71 percent of these establishments match
exactly on payroll figures, and 69 percent match exactly on employment
figures. For multiunit EINs, a near match (those within a plus or minus 2.5
percent band) occurs 51 percent of the time on payroll and 39 percent of
the time on employment. There is also significant mismatch in industry
classifications at the micro level. For single-unit establishment firms found
in both lists, less than 70 percent match at the 6-digit level of the North
American Industry Classification System (NAICS). This level of disaggrega-
tion is often used to produce the national accounts, raising obvious con-
cerns about the consistency of source data used to build that all-important
set of economic statistics.

Differences in the way that business structure and single-unit/multiunit
transitions are covered in the two major business lists lead to inconsisten-
cies in estimates of important dynamic activities associated with births,
deaths, and restructuring. The heavy reliance on the Economic Census for
new information about business structure is reflected in the measures of
dynamics derived from that source. The result is clusters of apparent activ-
ity at five-year intervals that is really cumulative over the period between
the censuses. At the same time, reliance on state employment security agen-
cies for information about business structure in the BLS list may result in
state-to-state variation in the quality of business structure information.

6BLS and the Census Bureau have begun documenting results from comparison projects.
See, for example, the summary of a presentation by Spletzer and Hanczaryk in National
Research Council (2006); see also Foster et al. (2005).
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There are also distinct differences across the registers in terms of how
ownership links are recorded. BLS has reasonably complete accounting of
ownership links within a state for employers reporting a single EIN. How-
ever, some large corporations with complex parent-subsidiary relationships
may have multiple EINs, and ownership links for multistate firms are not
comprehensive in these data. This makes it difficult to distinguish between
de novo and experienced firm entry. The Census Bureau business register
has high-quality ownership links for large companies that are maintained
and developed through the COS and economic census programs. However,
for smaller multiunit firms, details of ownership links across establishments
degrade over time between censuses.

Inconsistencies in the coverage and accuracy of the business lists have
direct implications for the reliability of key business statistics—from gross
domestic product (GDP), to employment, to productivity and industrial
production—that are all derived, at least in part, from business list data. A
number of problems for downstream data users were discussed at a work-
shop on the topic of business data sharing.7  Presenters from BEA described
the growing statistical discrepancy that now exists between GDP and gross
domestic income (GDI), two key aggregate measures of domestic output
that should, in principle, agree. One source of the statistical discrepancy
can be traced to the fact that GDP and GDI are calculated from different
data sources, the former primarily from Census data and the latter prima-
rily from BLS data (National Research Council, 2006, p. 15).

The most interesting (and problematic) discrepancies occur, however,
at the industry level. For example, in 2002 the Census Bureau measure of
current-dollar value added for the computer and electronic products sector
was twice as large as that shown by BLS data, providing two contrasting
pictures of factor productivity for the sector. Industry-based productivity
studies typically rely on output data from the Census Bureau and input
measures (industry employment) from BLS. These problems adversely af-
fect the economic decision-making process. The ability of the Federal Re-
serve to conduct effective monetary policy could be diminished when pro-
ductivity estimates are inaccurate because these data factor directly into
assessments of inflation trends. Indeed, during the late 1990s, flaws in
industry-level data resulted in slow recognition of productivity gains in
technology and related industries, which directly affected assessments of
the prospects for the nation’s economic performance (National Research
Council, 2006, pp. 29-30).

7For a summary of this workshop, see National Research Council (2006).

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


LIMITATIONS OF THE CURRENT DATA SYSTEM 75

4.1.2 Register-Based Business Dynamics Programs

Longitudinal microdata are essential for measuring business dynam-
ics—births and deaths, expansions and contractions, mergers and splits,
relocations, ownership changes, and worker flows—the processes on which
this report is focused. Because sources of longitudinal business microdata
have historically been scarce, particularly for smaller and newer businesses,
research progress on business dynamics and entrepreneurship has been
hampered. Recently, however, data products have begun to emerge that
promise to greatly enhance available information relevant to these topics.
In theory, tracking businesses through time can be accommodated either by
designing longitudinal surveys or by linking records from successive years.
For the most part, the latter strategy—linking data, mainly across adminis-
trative and survey sources—has been used at the statistical agencies because
of cost and respondent burden constraints. Because of their proximity to
the business lists, the Census Bureau and BLS are the key players in this new
area. Among the most promising data sets now coming on line are BLS’s
BED, and three Census Bureau efforts—the SUSB, produced jointly with
the Small Business Administration (SBA); the LBD and its successor the
Integrated Longitudinal Business Database (ILBD); and the Longitudinal
Employer-Household Dynamics (LEHD) Program.

In addition to the establishment employment counts, the BED publishes
quarterly statistics on job creation, broken out by expanding and opening
establishments, and job destruction, broken out by contracting and closing
establishments. Data are disaggregated by industry (sector level) and by
firm size. The firm size data use tax EINs to aggregate across UI accounts.
Development of the BED required BLS to overcome several methodological
hurdles to create record linkages from EINs (in coordination with other
information), which are imperfect for the purpose of producing firm-level
statistics (see Okolie, 2004).8  The SUSB program at the Census Bureau
(partially supported by the SBA) uses the Census Bureau register to con-
struct annual measures of job creation and job destruction disaggregated by
opening, expanding, contracting, and closing establishments, along with
respective establishment counts. The SUSB reports currently provide more
geographic and industry detail than does the BED, breaking data down
data by state, enterprise size, metropolitan statistical area, and 4-digit
NAICS code (plans are in the works at BLS to produce statistics at finer
levels of detail in these dimensions). However, the SUSB annual reports are
issued with a significant lag (2 to 3 years) compared with the BED reports

8Spletzer et al. (2004) provide an overview of the BED program.

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


76 UNDERSTANDING BUSINESS DYNAMICS

(which have a roughly 8-month lag). There are also differences in industry
and type of employer coverage across these two data sets.

In addition to the SUSB, the Census Bureau also has two re-
search databases constructed from the business register. The LBD is an
establishment-level longitudinal data set that can be used to measure pro-
ducer dynamics, including the birth and deaths of establishments and firms.
Its coverage and properties are similar to the SUSB; however, it provides
researchers with links to additional survey data. A new data effort at the
Census Bureau is creating an ILBD, which includes data from both the
employer universe (LBD) and the nonemployer universe. The objective of
this project is to integrate these data sources by not only merging the data
together, but also by developing micro-level links between the data on
nonemployers and on employer firms. In this way, the transition of firms
from nonemployer to employer status, and the reverse, could be tracked
(Davis et al., 2006). Currently, very little is known regarding such transi-
tions.

The LEHD is a relatively new microdata source being developed by the
Census Bureau that integrates data on households and individuals with
data on employers.9  The program has created opportunities to conduct
research on topics for which empirical analysis of confidential longitudinal
linked employer-household microdata are required, such as research on
low-wage workers and human capital and productivity. The LEHD, which
has also been applied to investigate a range of other topics (e.g., out-
sourcing), illustrates the tip of the iceberg in terms of the information
volume and detail that can be made available through data integration and
the efficiency of the approach relative to developing new surveys.

An advantage of these newly developed research databases is that they
offer the possibility to link additional information about firms or establish-
ments into an analysis. At least every five years the Census Bureau carries
out detailed surveys of these establishments. These surveys provide a much
richer description of the activities of the establishment or firm. In contrast,
the quality of both business registers suffers because they do not incorpo-
rate basic data on establishment output. The LBD, for instance, allows
researchers to link the basic data on establishment and employment in the
business register to richer data on inputs, outputs, characteristics of busi-
ness owners, and other variables.

9The LEHD relies on BLS’s QCEW to provide accurate detail on establishments (such as
physical locations, industry codes, and employment numbers) and also for developing a
correspondence between state UI account numbers and federal EINs for individual estab-
lishments.
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4.2 GAPS IN DATA ON BUSINESS DYNAMICS AND ON SMALL,
YOUNG, AND NASCENT FIRMS

As indicated throughout this report, the primary emphasis of the statis-
tical system traditionally has been to produce accurate cross-sectional,
highly aggregated statistics. One consequence of this strategy is that our
ability to accurately measure the activity of small and younger producers,
and their role in dynamic economic processes, is compromised. For this
segment of the business population, a greater reliance on administrative
records has developed over time.10  Administrative data typically contain
only a limited number of data fields such as payroll and employment.

Even with limitations imposed by administrative data, U.S. business
statistics typically can be disaggregated along a number of dimensions—for
example, by firm or establishment size. However, the federal statistical
system produces very little information tabulated by firm or establishment
age. A better understanding of business dynamics, industry evolution, the
role of entry in markets, and the productivity impact of new firms requires
data on business age. As illustrated by past efforts—for example, the 1939
and 1948 Censuses of Retail—and by recent studies using business micro-
data (Davis, Haltiwanger, and Schuh, 1996), it is certainly feasible to con-
struct such statistics. A focus on publishing statistics by business age would
also dovetail well with recent innovations in measuring producer dynamics,
such as the BED, Quarterly Workforce Indicators, and LBD/SUSB pro-
grams. Since these programs rely on the accurate measurement of entry and
exit of producers and the accurate tracking of existing producers over time,
their statistical frames could be readily adapted to allow for the measure-
ment of business age and the production of statistics disaggregated by
business age. This involves no new collection of data but would require
business registers to maintain information that, though relatively easy to
construct at the establishment level, does require somewhat greater effort at
the firm level, where adjustments for mergers and acquisitions must be
incorporated into the company age data.

Besides placing greater emphasis on the production of statistics (both
levels and dynamics) of small and young firms from existing data resources,
more regularly collected information on the activity of these businesses
needs to be collected to help fill several conspicuous gaps. For example, few
data sources detail how young firms invest in research and development,

10A good example of this is the Census of Manufactures. Many statistics produced on
small firms in the Census of Manufactures are imputed values based on administrative record
data. Few small manufacturing firms in an economic census year actually receive forms. This
clearly reduces costs and reduces respondent burden, but the result is that less is known about
small and, thus, the majority of young firms.
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capital equipment, or human capital. Recent studies (e.g., Becker et al.,
2005) show that investment rates in physical capital by very young busi-
nesses are high, but these businesses are not covered in a representative
manner by surveys of capital expenditures. There is a paucity of data on the
activities of the nonemployer universe of firms, and even less is known
about the transitions and interactions between the employer and
nonemployer universes. Data on this transitional phase are essential for
understanding the entrepreneurial process whereby firms evolve to the point
at which workers are hired. Moreover, the level of activity in the
nonemployer universe of firms is substantial. Census Bureau figures indi-
cate that there are over 18 million nonemployer firms in the United States—
roughly three times the number of employer firms. In general, little is
known about the evolution of these firms (Davis et al., 2006).

While data on the universe of nonemployer firms (which is dominated
by very small producers) actively engaged in business are sparse, even less is
known about the firm-formation process in the preproduction phase. Be-
fore the presence of activity by a new entity can be detected in a business
register, it must have either positive sales or employment (the two standard
ways that administrative systems identify firms). In order to learn about
entrepreneurial activities in the preproduction stage, a different data collec-
tion approach that surveys households or individuals (e.g., the Current
Population Survey [CPS]) is most likely required. Fairlie (2006) uses the
CPS questions about self-employment income to identify entrepreneurial
activity, and the Kauffmann Foundation publishes an index of entrepre-
neurial activity based on these data. In order to measure entrepreneurial
activities in the preproduction phase (before income is earned and tax
returns are filed), one must ask specific questions about the topic in house-
hold surveys such as the CPS or perhaps BLS’s American Time Use Survey.

Fairlie enumerated a list of advantages of data collected from house-
holds relative to that collected from businesses. Household data sources
currently offer comparatively large sample sizes and long time series; more
timely estimates of business ownership and entrepreneurship; built-in com-
parison groups of nonbusiness owners; the potential, when in panel form,
for measuring entrepreneurship, business creation, transitions into and out
of self-employment,11  and for examining income growth (e.g., the National

11By linking the CPS files over time, longitudinal data can be created, which allows busi-
ness creation to be examined. The Kauffman Index of Entrepreneurial Activity attempts to do
just this: using matched data from the 1996-2004 CPS, all individuals ages 20-64 who do not
own a business as their main job are identified in the first survey month. It is then determined
whether these individuals own a business as their main job (15 or more hours typically
worked per week) in the following survey month. Unfortunately, at the present time very little
information is obtained about the nature of these new business activities.
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Longitudinal Survey of Youth (NLSY), the Panel Study of Income Dynam-
ics); the ability to include a wide range of variables measuring owner char-
acteristics (e.g., race and gender, age, education, personal wealth); and the
capacity to create detailed profiles of previous business ownership, work,
employment and earnings experience (e.g., the NLSY), and to include ques-
tions on nonmonetary returns (e.g., job satisfaction) or on psychological
factors related to entrepreneurship.

The disadvantages of household data have to do with limited informa-
tion on such factors as business outcomes (e.g., sales and profits); employ-
ment (e.g., number, wages paid, health insurance, other benefits, gender
and race composition); customers (e.g., other firms, consumers); revenues
(e.g., from government contracts, international sales); financial inputs (e.g.,
start-up capital, types of financing, bank loans); family businesses and
work experience in family businesses; business acquisition processes (e.g.,
franchise, inherited, purchased, family gift); innovation (e.g., patents, new
service or product); and use of technology (e.g., computers, Internet).

The statistical agencies do have programs that target small firms (see
Appendix A). A clear example is the Survey of Business Owners (SBO), last
survey conducted in 2002.12  The SBO surveys sole proprietors, partner-
ships, and subchapter S-corporations, asking for information about busi-
ness owner demographic characteristics, the level and source of start-up
financing, and the importance of the business as a source of income to the
owner. This is valuable information for understanding the business forma-
tion process, but the data are collected infrequently. To fill this gap, the
Federal Reserve sponsors the Survey of Small Business Finance because
existing data on bank lending and financing to small businesses are inad-
equate. The survey is quite small and voluntary in nature, so it has both
response and coverage issues—we also understand there are plans to dis-
continue it which, despite these shortcomings, would be a significant loss.

4.3 SYSTEMIC DEFICIENCIES

4.3.1 Insufficient Interagency Data Coordination

In some cases, the data that would be most useful to researchers and
policy makers for measuring business dynamics are simply not collected. In
other cases, survey data are collected or administrative records maintained,
but they cannot be shared among the statistical agencies.13  Insufficient data

12The SBO is similar to the Characteristics of Business Owners survey conducted in prior
census years (e.g., 1987 and 1992—the survey was cancelled in 1997 due to budget limita-
tions). A number of rich studies have been conducted using Characteristics of Business Own-
ers and SBO data sets—see, for example, Holmes and Schmitz (1995).

13See Appendix 4-1 for a brief history of interagency data sharing.
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sharing and lack of coordination result in an underutilization of resources.
Not only can data sharing result in improved quality of economic (and
other) statistics, it may also potentially reduce costs to the agencies and the
burden placed on survey respondents who receive similar data requests
from multiple agencies (see Chapter 3 on this point).

The production of economic statistics relies heavily on survey and ad-
ministrative data collected and housed by the Census Bureau, BLS, and
BEA. However, with a few specific exceptions, these agencies are not per-
mitted to share their data sources when they include Title 26 (U.S. Code)
federal tax information. The Confidentiality Information Protection and
Statistical Efficiency Act (CIPSEA) has expanded the potential for data
sharing among these agencies. However, enabling legislation for the sharing
of tax data is not part of CIPSEA. As a result, data in the Census Bureau’s
business register, which is constructed in large part from IRS tax data,
cannot be shared.14  This, in turn, impedes coordination of the business lists
maintained by the statistical agencies. In some cases, agencies have had to
purchase private business lists that are inferior in some ways, simply be-
cause they did not have access to the business data at another agency (for
example, the Survey of Small Business Finances at the Federal Reserve has
used sampling frames from Dun & Bradstreet). Controlled access to gov-
ernment lists would eliminate these kinds of costs and allow more accurate
data to be used.

Since the Census Bureau’s business register relies heavily on IRS source
data, the agency’s ability to share with BEA and BLS is extremely limited.
The Census Bureau itself does not collect any data on receipts from
nonemployer businesses but simply uses IRS data for such cases. These
data cannot be shared. Likewise, BLS and BEA access to data on sole
proprietors—of which there are roughly 1.5 million, a group of businesses
that constitutes a large fraction of economic activity—and partnerships
is extremely limited and has been excluded from previous data-sharing
proposals.15

14See Appendix B in the Committee on National Statistics (CNSTAT) report Improving
Business Statistics Through Interagency Data Sharing (National Research Council, 2006) for
an overview of recent legislation governing data sharing and access to federal tax data. Papers
by Nick Greenia and Mark Mazur and by Robert Parker in that volume provide further
details of statistical agency access to IRS data. The full text of the CIPSEA legislation can be
found at http://www.eia.doe.gov/oss/CIPSEA.pdf.

15The effort to promote greater data sharing for business list reconciliation is further
complicated because BLS data are shared with state programs. The Labor Market Informa-
tion Cooperative Agreement includes provisions for BLS and state agencies to share data for
five BLS programs—Current Employment Statistics, Local Area Unemployment Statistics,
Occupational Employment Statistics, the QCEW, and Mass Layoff Statistics. Under the legal
terms of the agreement, the state agencies have access to data collected through these
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Inability to fully share business register microdata creates problems for
a number of statistical programs and research needs. As noted above, it
harms the accuracy of industry output, compensation, and productivity
trend measures (especially for fast-growing and innovative industries, such
as information technology) which, in turn, affects the ability of down-
stream users, such as the Federal Reserve, BEA, and researchers, to use the
data effectively. It also inhibits the ability of the statistical agencies to
consistently adjust sampling frames for the entry and exit of new businesses
in a timely manner and to identify and classify businesses (again, see Na-
tional Research Council, 2006). For example, both the Census Bureau and
BLS require establishment-level data for multiunit firms. The Census Bu-
reau requests multiestablishment firms to break out employment and pay-
roll numbers by establishment in its COS; for BLS, the UI program’s MWR
is used (refer to Appendix A for details). Because the timeliness and com-
prehensiveness of the COS and MWR are not the same, measures of em-
ployment, payroll, and establishment birth and death trends for multiunit
firms are incomplete and inconsistent.

While the statistical agencies already share data—effectively in some
cases—a more extensive data-sharing arrangement between BLS and Cen-
sus would likely lead to improvements in both lists. BLS industry coding,
physical location addresses, multiunit data from the MWR, and employ-
ment data for single units are recognized as being very thorough, and this
level of detail would be—and, to some extent, already is—beneficial for use
in Census programs.16  The Census Bureau is particularly interested in the
data of multiunit companies within states, as well as in BLS data for the
client businesses of professional employer organizations (PEOs). PEOs (or
employee leasing) firms typically supply human resource management ser-
vices (e.g., payroll accounting, benefits administration) to their clients. The
Census Bureau’s tax record-based data do not accurately indicate the geo-
graphic location and industry of leased employees working at client sites;
rather, they indicate the industry and location of the PEO itself. BLS would
benefit from an evaluation of firm information that is collected as part of
the Census Bureau’s COS. Access to Census data could potentially add

programs, and they agree to use confidential information for statistical purposes. Authorized
state employees can share microdata within the agency, but they are under the same limita-
tions as BLS employees in terms of what can be publicly released (Bureau of Labor Statistics,
2006).

16The Census Bureau receives over 3 million industry codes, county codes, employment
figures, and physical location addresses each year from BLS. While this data-sharing project
reduces costs for the Census Bureau and relieves respondent burden, much of the potential
benefit to the statistical system is left untapped since BLS cannot obtain IRS-sourced data
from the Census Bureau.
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consistency to BLS industry codes, giving the agency the ability to analyze
microdata on some 18.6 million nonemployer businesses. A workshop held
on the topic (see National Research Council, 2006) explored possible
mechanisms for increasing sharing for the purpose of business list improve-
ment; Chapter 5 includes recommendations on how to move forward.

Integration of the business registers and the business surveys is a com-
plex and difficult process. Sorting through what matters for key national
statistics and for understanding the driving forces of the U.S. economy is a
long-standing topic of mutual interest to the statistical, research, and policy-
making communities. Improving measurement and understanding of busi-
ness dynamics in general, and young and small businesses in particular, can
be accomplished only through partnerships between the statistical agencies
and the research community. This in turn requires access, with appropriate
safeguards and for approved projects, to the underlying firm-level data.
This partnership is an essential ingredient to tackling conceptual and mea-
surement problems because the statistical agencies have limited resources to
address these issues by themselves.

4.3.2 Inadequate Researcher Access

Even the best data are without value if no one can use them. Another
limitation of the current system has to do with who can use data beyond the
walls of government agencies. Our primary concern is with research and
policy users, but data access by others, including business planners, is also
important. Because the vast share of expertise in data analysis resides out-
side the statistical agencies (which are, for the most part, working near
capacity just to produce the data), academic researchers and government
policy makers must be given access if the data are to be used with an
intensity sufficient to justify the costs of collection. The importance of
researcher access to data, as well as the confidentiality requirements that
must be met in order to provide that access, has received extensive attention
in several CNSTAT (and other National Research Council) reports. A ma-
jor theme of Expanding Access to Research Data (National Research Coun-
cil, 2005b) is that a full return on the nation’s investment in the federal
statistical system requires that users have access to data which, in turn,
informs policy and feeds back to improve the quality of surveys and of the
data sets (public use and restricted access) themselves (pp. 48-49):

Researchers’ use of government data creates an effective feedback loop by
revealing data quality and processing problems, as well as new data needs,
which can spur statistical agencies to improve their operations and make
their data more relevant. . . . McGuckin (1992) argued more than a de-
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cade ago that coordinated research efforts between in-house and outside
researchers offer the best model for ensuring that agencies maximize the
benefits from data users. In fact, McGuckin (1992:19) argued that it is a
primary responsibility of statistical agencies to facilitate researcher access
to confidential microdata files. Such access, by improving the microdata
for research and policy analysis, will also improve the quality and useful-
ness of the aggregate statistics on trends and distributions that are the
bread and butter of statistical agency output.

Researcher access is critical for addressing the data gaps highlighted in this
chapter. Data sharing with accompanying data integration and coordina-
tion within the statistical agencies will go a long way toward improve-
ments in business statistics. However, many difficult conceptual and
measurement issues must be confronted, and a partnership between the
statistical agencies and the research community is vital to such efforts. It is
useful to note that major innovations in measuring business dynamics have
stemmed from partnerships. The methodology underlying the job creation
and destruction measures now part of the BED and the LEHD programs
was developed under joint projects between Census Bureau staff and exter-
nal researchers at the Center for Economic Studies (see Davis, Haltiwanger,
and Schuh, 1996, for discussion of this partnership). A joint project be-
tween John Abowd and the French National Institute for Statistics and
Economic Studies (see Abowd, Kramarz, and Margolis, 1999, and Abowd,
Corbel, and Kramarz, 1999) and a related joint project between Julia Lane
and the Census Bureau (see Burgess, Lane, and Stevens, 2001, and
Haltiwanger, Lane, and Spletzer, 1999) led to critical conceptual and mea-
surement breakthroughs that underlie many of the key data products of
the LEHD program.17

Throughout this report, we document the value of business data, par-
ticularly when it can be disaggregated along geographic and other dimen-
sions. However, as noted in Chapter 3, the presence of geographically
specific identifiers along with other variables in a database gives rise to
confidentiality issues.18  Social scientists have begun to grapple with the

17It is also worth emphasizing that the joint statistical agency and research community
projects discussed here have been jointly funded by the statistical agencies and major public
and private organizations, including the National Science Foundation, the National Institute
on Aging, the Sloan Foundation, and the Kauffman Foundation.

18A 2001 article reporting the results of a survey conducted by the Urban Institute indi-
cates that business taxpayers are willing to allow more access to statistical agencies for some
types of tax return information (Greenia, Lane, and Jensen, 2001). Of particular interest to
the issue of privacy interests is the response to a set of questions about types of data busi-
nesses view as very sensitive. The survey results showed that less than 5 percent of respon-
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dilemma posed by the conflicting needs for spatially explicit data and con-
fidentiality (Van Wey et al., 2005).

A number of strategies for meeting the dual goals of confidentiality
protection and user access are possible (Box 4-2 includes a description of an
approach used by Statistics Denmark):

• Sensitive disaggregated data can be held by a central agency and
access to sensitive databases restricted to researchers and policy
makers who have cleared security hurdles.

• Disaggregate data can be held by a central agency that responds to
user requests for data for certain areas and releases the data only in
aggregated form. Because confidentiality can be breached if the data
are released for small areas such as census blocks, block groups, or
even census tracts, the minimum size of area for data release remains
an empirical question that can be answered only in terms of the
probability that a given business can be identified, which is a func-
tion of the density of similar businesses in an area, inter alia.

• The location identifier in the disaggregate database can be general-
ized from a point to an area; in this strategy, location specificity is
sacrificed by “geo-fuzzing” to preserve confidentiality. As in the
second case, the size of the area to which the location needs to be
generalized to maintain confidentiality depends on the spatial distri-
bution of proximate similar businesses (compare, for example, a
business in a rural area—the only one of its kind in a county—with
a similar one in a dense urban area that has many similar businesses
within the same census tract).

The problem of balancing increased access to microdata while con-
forming to confidentiality requirements has also led to the idea of creating
synthetic versions of microdata sets. The development of methods for gen-

dents thought their name and address and industrial activity were very sensitive, but 85
percent of respondents were very sensitive to data about their employees. From 50 to 75
percent of the respondents thought their financial data were very sensitive. Smaller firms seem
to indicate that financial information is more sensitive than do larger firms. Smaller firms are
consequently more concerned than larger firms about providing information to the Census
Bureau and other statistical agencies; multiunit companies consider company-level data more
sensitive than establishment-level data. Willimack, Nichols, and Sudman (2002) note that
“businesses that are more dependent on their [external] environments, such as publicly-traded
firms, have higher motivation to disclose information, while those that are insulated or in
unregulated environments are more protective of information. . . . Those in more volatile
industries [or markets] were more protective of their data, because releasing information
could result in a loss of competitive advantage” (p. 223).
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erating synthetic versions of data sets is relatively recent, dating back to
Rubin (1993). The synthetic data approach is essentially data masking,
though it is more sophisticated than such conventional techniques as round-
ing, top-coding, withholding variables, and creating value ranges.19  Meth-
ods of disclosure limitation based on synthetic or virtual data have shown
promise in safeguarding confidentiality and permitting the estimation of

BOX 4-2
Data Access Abroad

Data access arrangements differ significantly from country to country. In some
cases, recognized researchers can obtain data samples on their own computers
(to some extent, this is the case in Norway and Sweden). In others cases, re-
searchers must travel to statistical agencies to gain access (Germany); this is of
course highly inconvenient and, by lowering use rates, reduces the societal value
of the data resource.

Denmark has a special arrangement worth mentioning. The Ministry of Re-
search together with Statistics Denmark set up a system whereby researchers can
remotely access data sets they have ordered through the agency. Researchers
apply to use data for a specific project, then Statistics Denmark creates a data set
specified in a way that meets the criteria for that use. In constructing the data set,
the agency may allow use of the full range of available data. However, it is up to
their discretion to determine the extent to which a researcher’s information request
is fulfilled. The final step in data delivery involves anonymizing the data then mov-
ing them to the researcher’s computer system. Researchers are of course not
allowed to publish or to take out any data that can be used to identify individuals or
firms. The arrangement does allow them to gain remote access to data from their
offices over a virtual network connection. Local printing is not possible, nor is down-
loading of data. Output can instead be sent as email. These emails are screened
by Statistics Denmark employees or by a computer program for any breach of data
security before they are sent, which means a delay of about 5 minutes. The system
has been working for about 5 years without incident. One downside of this ar-
rangement is that most researchers use seemingly different data sets, with the
result that typical scientific critique can be more difficult and discussion of data
limited to some extent.

19The idea of synthetic samples is that one has available a sample of size n with observa-
tions on X and Y, and a much bigger sample with N observations on X alone. This may be
because data on Y are confidential. The small sample can then be used to construct a model
for the conditional distribution of Y given X. Draws from this distribution are then made for
each observation on X in the larger sample. The result may be useful if the relation between X
and Y is tight and the distribution of X in the larger sample is quite different from that in the
small sample. Even if the model is not a particularly tight fit, the data set may be useful if it is
sufficiently broadly conditioned on the observed data and if the standard errors can be ad-
justed to reflect the data synthesizing step.

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


86 UNDERSTANDING BUSINESS DYNAMICS

complex models (see, e.g., Abowd and Woodcock, 2001; Doyle et al.,
2001; Raghunathan, Reiter, and Rubin, 2003).

From a research perspective, synthetic data sets are not ideal; rather,
they are a compromise. There have always been two perspectives when it
comes to synthetic data: on one side are those who believe that, in addition
to its role in statistical disclosure limitation, replacing real samples with
records created from posterior distributions offers significant potential in
terms of maintaining the analytic value of the data. On the other side are
researchers who are concerned that imputation algorithms blur data in
ways that introduce unacceptable effects on error structures (and other
inaccuracies), particularly in complex modeling applications. In general,
social scientists have concluded that the extent to which a synthetic sample
representing “virtual households” or “virtual businesses” is useful depends
on the particular implementation of the method and on the particular
questions being addressed.

However, it is extremely important to note that the method offers a
highly valuable data access tool. Synthetic public-use microdata versions
can be used to facilitate access to non- (or less) sensitive versions of re-
stricted access data sets. This kind of access can provide a means for re-
searchers to explore, test, and refine estimation models at relatively low
cost before incurring the higher costs of accessing confidential data through
a research data center or another restricted access mode. Synthetic data and
multiple imputation techniques are relevant to several of the data sets dis-
cussed in this report. One example is the multiple imputation apparatus in
place for the Survey of Consumer Finances (SCF). The SCF is conducted by
the Federal Reserve Board, with survey information collected by the Na-
tional Opinion Research Center at the University of Chicago. The sampling
frame is constructed from records based on tax returns maintained by the
Statistics and Income Division of the IRS. Because the SCF contains sensi-
tive and detailed information about respondents’ assets and liabilities, as
well as detailed demographic and geographic codes, and because missing
data have always been an important problem in the SCF, substantial re-
sources have been devoted to the construction of an imputation framework
that can be used to simulate data to replace those originally reported.

Synthetic data and multiple imputation techniques have also been used
in the LEHD program. This has allowed data to be released at the block
level without compromising the confidentiality of individuals or businesses.
One application of this method, currently being used in 14 states
for economic and workforce development, permits decision makers to
examine job creation, job destruction, hires, and separations at the block
group level—as well as their dynamics over time (see http://lehd.excensus
online.com).

The use of multiple imputation has been helpful to address the problem
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that UI wage records typically do not include the physical establishment for
workers employed by multiunit businesses. For these workers, only the
identifier for the multiunit business is recorded. The LEHD program staff
developed a multiple imputation technique to assign a place of work to
these individuals based on the size and hiring patterns of establishments
within the multiunit business and the relationship between the place of
residence of each worker and the location of each business. This is an
example of using imputation to improve the quality of data. Imputation can
therefore be useful for two purposes—when there are missing data and
when confidentiality must be protected.

 4.4 APPENDIX: DATA-SHARING HISTORY20

The potential benefits of more efficient data sharing among the U.S.
statistical agencies have long been recognized. The National Research
Council’s 1993 report, Private Lives and Public Policies: Confidentiality
and Accessibility of Government Statistics, included a section on “Barriers
to Data Sharing within Government” in which the authoring panel wrote
(p. 6):

Some of the laws that govern the confidentiality of statistical data prohib-
it or severely limit interagency sharing of data for statistical purposes.
Laws that control access to administrative records, such as reports of
earnings covered by Social Security, restrict their use for statistical pur-
poses. These barriers to data sharing for statistical purposes have led to
costly duplication of effort and excessive burden on individuals and orga-
nizations who are asked to supply information. They have also made it
difficult or impossible to develop data sets needed for policy analysis on
topics of major interest to the public.

The panel concluded that barriers to sharing data on both persons and
businesses for statistical purposes should be removed subject to strict con-
trols to protect confidentiality. Recommendation 7.4 of that report articu-
lates the panel’s position that interagency data coordination should include
the sharing of lists of businesses by federal and state agencies for statistical
purposes. Recommendation 7.5 asked for new legislation to expand confi-
dentiality to records collected by all statistical agencies; some of this recom-
mendation was subsequently accomplished by CIPSEA. Although this re-
port cited several examples of reduced sharing as a result of the provisions

20Much of the factual background on data-sharing legislation in this section is reproduced
from an article written by Robert Parker for a CNSTAT report (National Research Council,
2006).
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of Title 26 (specifically, Section 6103) of the tax code, there was no explicit
recommendation to amend this act. Nevertheless, the panel’s view on the
topic was clearly expressed by a section titled “Inability to Share Business
Lists: An Embarrassment to the Federal Statistical System.”

A more recent CNSTAT report, Expanding Access to Research Data:
Reconciling Risks and Opportunities (National Research Council, 2005b),
includes a detailed discussion of CIPSEA and specifically points to the need
for changing Section 6103 (p. 23):

A key element in the Census Bureau’s data is its business register, which is
constructed with data from the Internal Revenue Service (IRS). However,
without new legislation (to amend Title 26 of the U.S. Code, which gov-
erns access to IRS tax data), the business register and associated data
cannot be shared with BEA and BLS.

Many organizations have weighed in with positions supporting amend-
ment of Section 6103 of the tax code. In response to a congressional re-
quest, the Administrative Conference commissioned a team of tax experts
headed by Charles Davenport to study the operations of the IRS. The result
was the Report on Administrative Procedures of the Internal Revenue Ser-
vice, October 1975, to the Administrative Conference of the United States
(Davenport, 1976), which included a section reviewing the history and
rationale for tax return access for statistical purposes. The report concluded
that “it appears that the use of tax data by Census, though not consistent
with revenue administration, is a use which can be considered beneficial
and is one which does not appear to have any undesirable side effects” (p.
880). The study came to a similar conclusion for BEA but not for the
Statistical Research Service (SRS) of the Department of Agriculture. The
key distinguishing factor for the commission was that the Census Bureau
and BEA were strictly statistical agencies and did not engage in activities
related to other functions of the department. Still, the commission recog-
nized that SRS had statistical activities but determined that the statistics it
collected “for policy making by the agency of which it is a part.”

In 1979, the U.S. General Accounting Office (GAO, now the Govern-
ment Accountability Office) issued a report identifying efforts by the Cen-
sus Bureau to create a centralized business register for use by other statisti-
cal agencies. That report, After Six Years, Legal Obstacles Continue to
Restrict Government Use of the Standard Statistical Establish List, sup-
ported changing Section 6103; its findings were summarized as follows
(title page):

The Census Bureau has developed the Standard Statistical Establishment
List, a comprehensive list of businesses in the United States. Many Federal
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agencies could use such information. But confidentiality laws prevent the
Census Bureau from sharing List information with other agencies. . . .
Amendments to these laws would help improve the quality and compara-
bility of economic statistics and reduce business response burden from
numerous Federal statistical surveys. . . . Because some of the List data
comes from the Internal Revenue Service, the Treasury Department has
reservations about using tax information for statistical purposes. Howev-
er, the Commerce Department plans to introduce proposals for changes to
the confidentiality laws and GAO recommends favorable congressional
consideration.

In 1998, GAO testified before Congress (based on its report, Statistical
Agencies: Proposed Consolidation and Data Sharing Legislation) about
legislation submitted in 1996 and 1997 that would permit limited sharing
of data among designated statistical agencies for statistical purposes, sub-
ject to procedural safeguards. The testimony included the following state-
ment describing GAO’s position (pp. 5-6):

For the past 2 decades, we and others have urged legislative changes that
would allow greater sharing of data and information on data sources
among agencies, but so far these efforts have met with little success. The
Paperwork Reduction Act of 1980 gave the Director of OMB the author-
ity to direct a statistical agency to share information it had collected with
another statistical agency. However, this authority was limited since it did
not apply to information that was covered by laws prohibiting disclosure
outside the collecting agency. In the early 1980s, the statistical agencies,
under OMB’s leadership, tried to further enable federal statistical agencies
to share data. They attempted to synthesize, in a single bill, a set of
confidentiality policies that could be applied consistently to all federal
agencies or their components that collected data for statistical purposes.
This effort, which was known as the “statistical enclave” bill, would have
allowed statistical agencies to exchange information under specific con-
trols intended to preserve the confidentiality of the data providers. A bill
was introduced in Congress but was not enacted.

More recent proposals concerning data sharing have called for enact-
ment of legislation that would allow statistical agencies to share data
and information with appropriate safeguards to protect against breaches
of confidentiality. These proposals were not adopted, in part because of
general concerns that greater data sharing might endanger the privacy of
individuals. Both the Economic Statistics Initiative under President Bush
and the National Performance Review (NPR) under President Clinton
have recommended such actions. NPR recommended the elimination of
legislative barriers to the exchange of business data among federal statis-
tical agencies, and we agreed with this recommendation. The NPR rec-
ommendation did not address the sharing of information on individuals.
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Some officials of statistical agencies and Members of Congress, however,
have argued that a distinction should be made between the sharing of
business data and the sharing of personal data about individuals. They
noted that breaches of confidentiality protection when personal informa-
tion is involved may be more serious. The National Academy of Sciences
has made recommendations regarding the need for appropriate legisla-
tive provisions on data sharing that the Subcommittee may wish to con-
sider in its deliberations.

In the 2002 Economic Report of the President, the Council of Eco-
nomic Advisors noted the critical need for reliable data and that data
sharing would increase their quality and timeliness (p. 25):

. . . the quality of existing statistics is far from perfect and could be
enhanced with further investment. Even real GDP, generally thought of
as a reliable measure of overall activity in the U.S. economy, is suscepti-
ble to considerable revisions. . . . Such revisions lead to uncertainty for
both government and private decision makers, which can cause costly
delays. . . . A number of steps can be taken to improve the accuracy and
timeliness of economic statistics. In particular, targeted improvements to
the source data for the national accounts would go a long way toward
illuminating the causes of the growing statistical discrepancy. Another
cost-effective measure would be to ease the current restrictions on the
sharing of confidential statistical data among federal statistical agencies.
Such data sharing, which would be done solely for statistical purposes, is
currently hindered by lack of a uniform confidentiality policy. Confiden-
tiality is of key importance to all agencies and to the individuals
and businesses who participate in Federal surveys, but a uniform confi-
dentiality policy would allow agencies such as the Bureau of Economic
Analysis, the Bureau of Labor Statistics, and the Census Bureau to cost-
effectively compare and improve the quality of their published statistics
while preserving confidentiality. In the past, attempts have been made to
pass legislation, together with a conforming bill to modify the Internal
Revenue Code, allowing such data sharing under carefully crafted agree-
ments between or among statistical agencies. In 1999 such legislation
passed the House but stalled in the Senate. The Administration will con-
tinue to seek passage of data sharing legislation to improve the quality
and effectiveness of Federal statistical programs.

Positions on data sharing have also been issued by the Treasury Depart-
ment and the Joint Committee on Taxation (JCT). Section 3802 of the
Internal Revenue Service Restructuring and Reform Act of 1998 requires
the secretary of the treasury and the JCT to conduct separate studies of the
scope and use of provisions regarding taxpayer confidentiality and to re-
port their findings, together with any recommendations deemed appropri-
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ate, to Congress. The JCT published its report on January 28, 2000; the
Office of Tax Policy of the Department of the Treasury submitted its report
on October 2, 2000.

The JCT and the Treasury Department have disagreed on the merits of
changing Section 6103 to permit expanded data sharing. The JCT recom-
mended that “new access to returns and return information should not be
provided unless the requesting agency can establish a compelling need for
the disclosure that clearly outweighs the privacy interests of the taxpayer.”
The JCT report did not explain how to determine both the pros and cons of
such a decision, nor did it appear to fully accept the need for the existing
access. (Both the JCT and the Treasury Department recommended drop-
ping the Federal Trade Commission from access under Section 6103.)

The Treasury Department, in contrast, recommended that “the disclo-
sure authority of Section 6103(j) should be expanded to additional speci-
fied statistical agencies, and such agencies should be permitted, upon prior
Treasury approval, to share IRS data with each other.” It also specified the
agencies to include and that the change to Section 6103 should cover both
individual and business records.

Private business economists have actively supported data sharing. In
1996, Maurine Haver, president of Haver Analytics and chair of the Statis-
tics Committee of the National Association for Business Economics (NABE),
testified before the House Subcommittee on Government Management,
Information and Technology. In her testimony on consolidating the three
major economic statistical agencies (H.R. 2521), she expressed support for
the inclusion in that bill of provisions for data sharing among these agencies
as it would allow for the creation of a single business register. In 2001,
Richard Berner, the president of NABE and managing director and chief
U.S. economist of Morgan Stanley, Inc., testified before the House Subcom-
mittee of the Census Committee on Government Reform on the Statistical
Efficiency Act of 1999. In his testimony, Berner reported on NABE’s sup-
port for the reintroduction of this act, which had been passed unanimously
by the House in the previous Congress. He testified that “NABE believes
that our national data collection efforts should be as efficient as possible.
To that end, we believe that Congress should mandate ‘data sharing’ among
the agencies, solely for statistical purposes.” He noted that existing confi-
dentiality statutes are barriers to such data sharing because “they virtually
guarantee duplication of effort and inconsistencies among related data sets
collected by the affected agencies. Moreover, they prevent agencies from
undertaking new analyses that could improve the information available to
policy makers. This is not a cost-effective way to run any business—either
public or private.”

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


92

5

Improving Data and Statistics on
Business Dynamics—Bridging the Gap

Between the Current and a
Comprehensive System

In this report we argue that the constellation of business data currently
produced by the statistical agencies, while impressive in many respects,
could be substantially improved. An increased focus by statistical programs
on business dynamics would facilitate a more complete understanding of
business creation processes, of the mechanisms whereby firms adapt and
change with the economy, of the role of new and young firms in economic
growth, of how new sectors emerge and new markets are created, and of
shifts in employment opportunities across sectoral and geographic dimen-
sions. Additionally, while the United States is widely considered the exem-
plar of an “entrepreneurial nation”—largely because of its role in the cre-
ation of entirely new markets and economic sectors—there is very little
precise information about how this mechanism actually works and what
policy actions might enhance (or harm) this environment.

In this chapter, we provide a framework and recommendations for (1)
improving the representativeness and quality of a broad range of business
surveys, (2) generating more timely descriptions of changes in the U.S.
economy that allow policy makers to respond more quickly to the changing
business environment, and (3) expanding the scope and details of informa-
tion on individuals businesses. We offer specific recommendations—about
how to improve the business lists residing at the statistical agencies as well
as other data sources relevant to the measurement of business formation,
dynamics, and performance—while recognizing the need to minimize addi-
tional costs and respondent burden. In constructing our recommendations,
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we attempt to differentiate between strategies that could be implemented
relatively quickly at modest cost and those that would require longer term
commitment.

Early on, the panel identified a set of principles to guide its work and,
in turn, the development of recommendations presented in this chapter.
These principles are detailed in Chapter 1 and summarized here:

• Confidentiality: Statistical agencies have the responsibility to data
providers and data subjects to protect the confidentiality of information
that is provided. Data collected by the government must be maintained in
such a way that identifiable information is not disclosed for administrative,
regulatory, or enforcement purposes.

• Public Purpose: Subject to confidentiality requirements, data shar-
ing among government statistical agencies and data access by others should
be facilitated when it serves a substantial public purpose. Data uses that
serve a substantial public purpose include those that (1) lead to improve-
ments in the quality, breadth, and usefulness of government statistical data
and systems; (2) provide evidence crucial to informing government policies
on social and economic issues; and (3) encourage research that advances
scientific knowledge. The rationale for the public purpose principle is
straightforward: government administrative record systems and survey da-
tabases generate enormous public value in terms of informing decision
makers (including those in the private sector) and are maintained at consid-
erable cost to the public. As such, the public is entitled to the full and
effective use of these assets, provided that such uses do not compromise the
confidentiality assurances afforded to respondents.

• Targeting Deficiencies: Improvements to data collection should fo-
cus first on areas for which policy and research relevance is high but statis-
tics needed to inform those policies and research are weakest. For business
data, this means building up the statistical infrastructure for measuring
dynamics and collecting information on rapidly growing economic sectors
in which the activities of smaller and younger firms are disproportionately
important, but for which data coverage is relatively weak.

• Cost Efficiency: The statistical agencies should give the highest pri-
ority to actions that can be done expeditiously and at low cost. In this
report, we identify a number of cases for which more creative use of exist-
ing data could lead to the production of useful statistics. The idea is to get
as much information out of the system as possible for a given level of
resource and data protection commitment.

Reflecting the charge to the panel and the concentration of its efforts,
recommendations are organized around three systemic needs:
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• increasing the capacity to measure activities of nascent and young
businesses that rapidly enter and exit fast-growing and innovative
sectors of the economy and that are central to understanding busi-
ness dynamics;

• improving the coverage and depth of business data through more
effective coordination and integration of existing sources; and

• shifting the legal and organizational environment to accommodate
data sharing and confidentiality protections in a way that enables
the kinds of efficiencies envisioned by the panel to occur.

5.1 EXPANDING DATA SOURCES FOR
MEASURING BUSINESS DYNAMICS

Although accounting for only a small portion of economy-wide rev-
enues, nonemployers (most are sole proprietors) and other small firms
represent the vast majority of businesses in the United States. More impor-
tantly, these microbusinesses appear to disproportionately contribute to
changes in the composition of the economy’s product and labor markets. A
small percentage but large absolute number of these businesses evolve into
firms with employees. Data on nonemployers, sole proprietors, and those
involved in entrepreneurial activities are therefore essential for studying
business dynamics.

Measuring key business and worker transitions typically requires longi-
tudinal data covering the early and late life phases of businesses. Ideally,
entities are tracked at the establishment level in such a way that changes
(for example, in the kinds of goods or services produced) can be detected,
even when location and name remain the same. In addition, data are needed
that can be disaggregated to local levels. Recent examples of high-profile,
localized economic transitions include the workforce mobilization out of
New Orleans following Hurricane Katrina and those associated with mili-
tary base closings and realignments. High-quality samples that are repre-
sentative of a broad range of businesses—old and new, large and small—
would allow for more timely analysis of these kinds of events and, in turn,
provide opportunities for policy makers to respond more quickly to chang-
ing market conditions. An ideal business data system would facilitate mea-
surement of the attributes that are linked to (and possibly predictive of)
business performance, outcomes for individuals and communities, and lo-
cal economic trends.

5.1.1 Sampling Young and Small Firms

In designing a data collection system, nothing is more fundamental
than the question of whom to survey. The optimal mix of business entities
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to be covered in the statistical system’s surveys, censuses, and administra-
tive sources must be determined. The challenge is that this is a multipurpose
problem—there is a trade-off between measuring levels and measuring dy-
namics. Because it is important to estimate the volume of output, employ-
ment, and other variables at low cost, statistical programs have historically
focused on the largest entities. However, to accurately measure changes
occurring among businesses and in markets, which for many purposes is
more important, data must also be collected on emerging and fading enti-
ties—typically the smallest.

For measuring business dynamics, it would be beneficial to reduce the
undersampling of those parts of the business population that are most likely
to be in transition and that provide early indicators of the future directions
of the economy.

Recommendation 1: To measure business dynamics more effect-
ively, the Census Bureau and the Bureau of Labor Statistics
(BLS) should increase the sampling of younger units in their sur-
veys. This will require that business age is included as one of the
stratifying variables and that business lists, on which the surveys
are based, cover recent business entrants.

When optimizing a sampling structure, there are trade-offs in terms of
picking up changes in variables versus achieving precision in population
total estimates. Currently, most survey programs stratify by industry and
size, and samples are chosen to minimize the sampling error of level esti-
mates. This approach leads to lower (in most cases, much lower) sampling
probability for small businesses relative to large ones. If the statistical agen-
cies move to instead minimize a criteria function that includes sampling
errors for both levels and growth rates—for example, some weighted aver-
age of the mean squared error—then this would increase the sampling
probability of small businesses. Stratifying by age, as we suggest, will have
similar effects. Although the case for these recommended changes is strong,
implementing them would require a rethinking of the fundamental ap-
proach by the agencies to business sampling. Acting on this recommenda-
tion would entail new costs and take time to implement but, with very little
new expenditure, the agencies could immediately begin undertaking re-
search to quantify the statistical trade-offs associated with adjusting sam-
pling rates of businesses along age and size dimensions.

As things now stand, nonemployer firms—many of whom are initiated
as sole proprietorships or partnerships—are almost completely unrepre-
sented in federal data programs, yet these businesses are frequently associ-
ated with the most dynamic elements of the economy. That sources of
microdata have historically been scarce for nonemployers, and for smaller
and newer businesses more generally, has hampered research progress on

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


96 UNDERSTANDING BUSINESS DYNAMICS

business dynamics. Recently, however, data products have emerged that
promise to greatly enhance available information relevant to the topic.
Because of their proximity to the business lists, the Census Bureau and BLS
are the key architects in this emerging data area; their efforts should be
applauded and further development of these sources encouraged.

Recommendation 2: BLS and the Census Bureau should support
and expand their development of statistical programs such as the
Business Employment Dynamics (BED) and Statistics of U.S. Busi-
nesses (SUSB) that provide basic measures of business dynamics,
including statistics on business formation and dissolution and job
creation and destruction.

Some extensions of these programs would admittedly necessitate longer
term commitment, while others may be initiated by more intensive use of
existing data. For example, the Census Bureau could add significant value
to the SUSB by incorporating information on the dynamics of nonemployer
firms (taking advantage of the development of the Integrated Longitudinal
Business Database or ILBD). This would clearly be an expansion, albeit a
useful one, of the program. Still, progress could be made on some fronts
with relatively little additional cost. BLS could accelerate the development
of more disaggregate tabulations at the geographic (substate) and industry
(6-digit NAICS) levels with little or no new data collection, just more
aggressive processing of administrative records data.

If one accepts the premise that data on small and young businesses are
inadequate and that important research and policies rely on such informa-
tion, then it follows that key data programs must keep careful tabs on how
long business entities have existed.

Recommendation 3: The Census Bureau and BLS should exploit
their administrative record systems to produce public-release statis-
tics on economic activity disaggregated by indicators of business
age.  Readily available business age indicators in these administra-
tive records systems include the application date for an Employer
Identification Number (EIN), the point at which positive revenues
are generated, and the first period with positive payroll.

Acting on this recommendation will require only modest adjustments to
existing data collection instruments; indeed, age tables were produced for
the Census of Retail in 1939 and 1948. The Census Bureau and BLS cur-
rently publish numerous public-release statistics disaggregated along other
dimensions—for example, data on productivity by industry and firm size. It
would be similarly useful, in terms of monitoring comparative trends of
new entrants in the economy, if statistics were maintained for firms and

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


IMPROVING DATA AND STATISTICS ON BUSINESS DYNAMICS 97

industries by age. The appropriate milestone for defining a business birth
will vary by purpose.

A focus on publishing statistics by business age would also dovetail
well with the recent innovations in measuring producer dynamics in the
microdata-based BED and SUSB/LBD programs. Since these programs rely
on the accurate measurement of entry and exit of producers and the accu-
rate tracking of existing producers over time, their statistical frames could
be readily adapted to include statistics disaggregated by business age.

The development of longitudinal versions of the business registers at
both the Census Bureau and BLS would permit using business age as a
stratifying variable to annual, monthly, and quarterly surveys. Because
many key statistics (e.g., productivity by industry) integrate survey infor-
mation from multiple sources, adding downstream data products delin-
eated by business age would require increased coordination by the agencies
to make definitions consistent. Initially, business age should be added to
surveys for which the new information would be most valuable. Good
candidates for this might be the Annual Capital Expenditures Survey and
the National Science Foundation’s Research and Development Survey. The
Census Bureau’s Survey of Business Owners (SBO) offers something of a
model, given that it already asks respondents for information on business
age.

5.1.2 Nascent Business Activity—
The Essential Role of Household-Based Data

 Tracing the entire life cycle of businesses and measuring and analyzing
the processes through which they are born and grow require going beyond
traditional data collection from employer businesses. Nascent businesses
encompass the entrepreneurial activities of individuals or households be-
fore they come in contact with the legal system as business entities—thus,
business registers take one only so far in measuring business dynamics.
Only after acquiring an EIN as a federal business taxpayer, or as a state
Unemployment Insurance taxpayer, is a business tracked in the frames used
by BLS and the Census Bureau to measure economic activity. Unlike the
BLS register, the Census Bureau register does includes nonemployer busi-
nesses if they have taxable revenues. However, businesses are not typically
included in the major surveys of these agencies until they become employer
businesses with positive payrolls or taxable revenues.

There is little in the current system that provides a way of tracking
individuals as they enter into the business creation process and spend time
and resources in an effort to organize and implement a new firm. The most
direct way to capture many of the activities (and characteristics of those
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carrying out the activities) associated with the early stages of business
formation is to collect data from household or individual units.

While there are limitations to household-based data, such as the typical
absence of information on business performance, they can add unique ana-
lytic capacity for understanding business dynamics. Ideally, information
collected from households would be linkable to business data sets through
unique identification numbers. Integrating data from households and from
employers is critical—perhaps increasingly so—for tracking the growth of
new firms and emerging sectors, and for developing a more complete pic-
ture of employment flows in the economy.

Existing household surveys could be used as the screening vehicle for
identifying nascent and young businesses.

Recommendation 4: The Census Bureau should periodically add a
module to the American Community Survey (or possibly the Cur-
rent Population Survey) to identify nascent entrepreneurs. A
method should be developed for linking this survey information
with subsequent business identifiers in a longitudinal household-
business data infrastructure so that transitions from nascent to
active status (and vice versa) and from nonemployer to employer
status (and vice versa) can be measured and studied.

Adding a module or a screener question to household surveys can, in
principle, capture activity associated with nascent businesses. Such a
plan must acknowledge that the majority of households will not be
populated with individuals involved in business start-ups. Because the
sampling frame is not particularly efficient for locating such activity,
only very large surveys would generate sufficient numbers of eligible
cases. That said, only minor modifications to the structure of items
asked in the Current Population Survey (CPS) or the American Commu-
nity Survey (ACS) would be required. These modifications could be
implemented immediately with relatively little additional monetary cost,
though we recognize that there is an opportunity cost (given the wide-
spread interest in adding content to household surveys, there are a
number of topical modules worthy of consideration).

The Census Bureau should also consider implementing a program of
periodic follow-on surveys of the screened nascent entrepreneurs and young
businesses using specialized topic modules. Combining responses to a well-
designed set of questions with some longitudinal follow-ups and adminis-
trative record linkage would provide a pathway for studying the dynamics
of these businesses over their entire life cycles.1  If these individuals could be

1Approximately one-third of new initiatives ultimately become incorporated into the vari-
ous business registries.
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followed over a longer period of time—up to three or four years—activity
could be tracked until their businesses entered the system through a Sched-
ule C tax return filing or, if it had employees, via the Unemployment
Insurance system records. Such modules could be rotated over time to cover
a range of both firm and business owner variables. Data from these mod-
ules would provide estimates of the prevalence of independent start-ups and
business sponsored start-ups among the adult population and should be
stored in a database that facilitates longitudinal analyses.

5.1.3 Surveying Business Owners

In addition to tracking changes that business entities undergo, it would
also be beneficial to be able to monitor transitions that accompany the
earliest phases in the lives of the owners who start them. Given the focus of
many surveys on large producers, timely information on start-up financing,
human resources, and investments in research and developoment and physi-
cal capital is often inadequate for young and small firms. This is particu-
larly true for the nonemployer segment of the business population. One
survey vehicle that does provide coverage of both the employer and
nonemployer universes is the SBO. A key feature of this survey is that it
identifies business age. The SBO generates statistics on the composition of
U.S. businesses and on owner characteristics. Economic policy makers in
federal, state, and local governments use SBO data as a source of informa-
tion on business success and failure rates. The survey is particularly useful
for comparing the performance of minority and nonminority and women-
and men-owned businesses (see Appendix A).

The primary shortcoming of the SBO, in terms of its value for produc-
ing statistics on business dynamics, is that it is carried out infrequently—
once every five years. Because many new businesses emerge then fail quickly,
this kind of information needs to be collected on a more frequent basis.

Recommendation 5: The Census Bureau’s SBO should be con-
ducted on an annual basis. The survey should include both a longi-
tudinal component and a flexible, modular design that allows sur-
vey content to change over time. In addition, the Census Bureau
should explore the possibility of creating a public-use (anonymized)
SBO or a restricted access version of the data file.

The survey could be modified to include panel elements as well, perhaps in
a manner similar to what is done in the Annual Survey of Manufacturers.
This would facilitate measurement of the transitions that young and small
firms make over their lifetimes. Finally, it would allow for flexibility in the
type of questions asked over time by incorporating survey modules that
differ with respect to content. For example, to minimize burden, one could
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create modules on business finance, investment, and workforce training,
among others, and cycle through them so that each is conducted periodi-
cally. The net result of such a program would be more detailed statistics
about young small firms, provided on a more consistent basis, with overall
better survey coverage than is currently available.

Implementing Recommendation 5 entails no conceptual hurdles; how-
ever, a more frequent survey would create new demands on resources and
raise concerns about burden. It is possible that respondent burden associ-
ated with a more frequently conducted survey could be offset by rotating
the samples and supplementing the survey data with additional administra-
tive data. Finally, the value of the SBO would be greatly enhanced if re-
searchers could obtain greater access to the microdata in secure settings or
through creation of a public-use file.

5.2 MORE EFFECTIVE USE OF EXISTING INFORMATION

Statistical agencies do not and should not conduct their activities in isola-
tion. An effective statistical agency actively explores ways to work with
other agencies to meet current information needs, for example, by seeking
ways to integrate the designs of existing data systems to provide new or
more useful data than a single system can provide. . . . Efforts to standard-
ize concepts and definitions, such as those for industries and occupations,
further contribute to effective coordination of statistical agency endeav-
ors, as does the development of broad macro models such as the system of
national accounts.

—Practice 11: Coordination and Cooperation with Other Statistical
Agencies, Principles and Practices for a Federal Statistical Agency

(National Research Council, 2005a, p. 41)

In working toward an improved and more versatile data system, the
question of how much and what kinds of data are needed to fulfill impor-
tant purposes must be balanced against the cost and burden associated with
the enterprise. Given finite, often tightening resources, a realistic strategy to
improve business data must rely heavily on effective use of current data
collection efforts.

 5.2.1 Linking Survey and Administrative Data Sources

A comprehensive business data system must integrate information from
an array of sources—private and public, business and household based,
cross-sectional and longitudinal, survey and administrative, national and
subnational—in a way that permits business dynamics to be measured in
ways that are just now being conceptualized. Given legal, bureaucratic, and
political realities, movement toward an ideal system can be expected to be
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incremental, but the basic idea to creatively combine data sources should
guide the process from the beginning.

A key aspect of the strategy to better coordinate data collection and
production involves solving technical and legal hurdles so that administra-
tive data that are routinely collected by (and from) businesses can be opti-
mally exploited. Use of administrative data can (1) improve accuracy of
information, particularly when survey questions require respondent recall,
(2) improve breadth of information, and (3) reduce respondent burden by
minimizing the amount of information that must be gathered using surveys
(National Research Council, 2005a, p. 8). In conducting their business data
programs, the statistical agencies could, if permitted, make more effective
use of administrative data that are collected as a matter of course.

For studying topics related to life-cycle business dynamics—such as the
link between the age of businesses and their economic contributions (e.g.,
to employment growth or innovation)—it is particularly important to de-
velop a linking strategy that allows for the construction of comprehensive
longitudinal data structures that capture events as they take place. Many of
today’s surveys and censuses have longitudinally incompatible question-
naires. When survey instruments are created and revised, more weight
should be given to the potential longitudinal uses of the data. It would also
be highly desirable to be able to link new collections to existing data sets to
maximize their research and policy value. Linkage opportunities include
tapping “nonbusiness” data, such as the CPS, the ACS, and the American
Time Use Survey.

Looking forward, the statistical agencies should develop their adminis-
trative data and surveys with the intent to integrate them into a longitudinal
household-business data infrastructure.

Recommendation 6: The Census Bureau should develop a fully
integrated longitudinal household-business data infrastructure from
administrative data to serve as a platform for tracking business
formation, for integrating household and business survey data for
measuring economic activity associated with the business forma-
tion process, and for developing samples for new surveys of busi-
ness dynamics. The integration should include the master house-
hold address files, the job frame from linked employer-employee
administrative records, and data for firms (including those with no
paid employees, but with receipts) from the Census Bureau busi-
ness register.

The Federal Economics Statistics Advisory Committee recently advised BLS
and the Census Bureau to further integrate household and employer data.
One motivation is to investigate the discrepancies between the various
employment statistics produced by the agencies. Given the potential differ-
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ences in the treatment of young businesses and nonemployers in data origi-
nating from households versus businesses, measures of self-employment
and, in turn, business formation and dynamics can be systematically af-
fected. Again, implementing these recommendations will require little or no
new data collection, just more intensive record processing.2

Moving toward the vision specified in this recommendation involves a
long-term strategy. Elements of this strategy to innovatively integrate data
and improve coverage of small and young firms are already in motion. The
Census Bureau’s Longitudinal Employer-Household Dynamics (LEHD) pro-
gram combines federal and state administrative data on employers and
employees with federal censuses and surveys. The LEHD has created op-
portunities to conduct research on topics for which empirical analysis of
confidential longitudinal linked employer-household microdata are re-
quired. Similarly, the Integrated Longitudinal Business Database (ILBD)
combines survey and administrative data on employer and nonemployer
businesses. The ILBD provides a tool for studying business start-ups and
early life-cycle dynamics by tracking business entities as they transition
from nonemployer to employer status (Appendix A contains detailed de-
scriptions of these data sources). Many other opportunities exist as well.
For example, the SBO, discussed above, could be linked to the ILBD, which
would allow for more thorough, though still imperfect, longitudinal track-
ing of businesses by owner(s)’ race and gender.3

An efficient data collection infrastructure also requires that survey pro-
grams be well coordinated across statistical agencies. It is not sensible to
expand the Census Bureau’s surveys to include more information or to
collect it at more frequent intervals when similar data are already collected
in BLS surveys. Similarly, it is not efficient to add output and nonlabor
input measurement (like capital investments) to BLS high-frequency sur-
veys. However, periodic measurement of all these concepts on the same
questionnaire (and from the same entities) is the only way to identify and
correct errors in the estimation of dynamic relationships that occur when
the microdata from multiple sources are aggregated for use in statistical
products. Recognizing cost limitations, the panel recommends that the two
agencies use topical modules in each other’s surveys to address this defi-

2This is not to say that it will be easy. The quality and properties of administrative versus
survey data, including the quality of the longitudinal links, should be a high-priority research
topic in the development of this data infrastructure. There are also complications involving
timing as it relates to linking survey and administrative data that are captured with different
time lags.

3Something similar to this was done by Robb (2000) using 1992 business owner survey
data and longitudinal establishment data.
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ciency. The CPS is an example of a core statistical program that successfully
uses a modular approach.

Recommendation 7: BLS and the Census Bureau should jointly
develop intermittent topical modules for their business surveys.
These topical modules should be designed to allow periodic mea-
surement in the same survey and with the same business sample of
variables usually collected in separate surveys and at different fre-
quencies.

If survey data can be effectively combined and supplemented using other
sources, then the amount of information that must be requested through
more burdensome instruments and duplication of effort by respondents can
be minimized. This would allow surveys to be used in a targeted way when
detailed information on special topics is needed but not available from
administrative data sources; examples include business start-up financing
data from new firms and detailed demographic information on entrepre-
neurs. Small-scale surveys can also be used to corroborate the accuracy of
administrative data.

Even targeted surveys do of course require resources but, if extensions
can be built into existing programs, these outlays can be minimized. Our
example of adding a supplement to the CPS for the self-employed, in order
to generate more accurate statistics on the demographic characteristics of
entrepreneurs, would require only a routine modification to the survey.
Agencies should seek outside funding from foundations and the National
Science Foundation to support these supplemental surveys.

Integrating multiple surveys and surveys with administrative and other
kinds of data sources requires that clear and consistent definitions be used.
This applies to the various measurement units (firms, establishments, sole
proprietors, etc.); for tracking how these entities are born, grow, decline,
and die; for defining boundaries and locations; and for identifying produc-
tion and reporting units (employer and employee identifiers and industry
and product codes). Consistency of terminology, concepts, and identifiers
increases the likelihood that disparate data sources can be accurately linked.

Data sources should be modified to enhance the ability to link across
government sources, as well as private-sector ones. In some cases, particu-
larly for measuring activities of small and young businesses, a wealth of
information is maintained in the private sector. The statistical agencies
should try to take advantage of these resources.

Recommendation 8: The Census Bureau and BLS should explore
and actively pursue opportunities to acquire microdata sets—on
venture capital investment, business financing, and small business
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lending—from commercial sources and from other government sta-
tistical agencies.  Once acquired, these data sets should be inte-
grated with existing business-level data sources at the Census Bu-
reau and BLS to produce new public-release statistics on business
activity by source and type of financing and to provide new tools
for statistical analysis by qualified researchers.

Statistical agencies may be able to improve the accuracy and timeliness of
existing data fields as well. Given that businesses must continually update
their own employment, payroll, capital expenditure, and other records, it
makes sense to develop conduits that allow internal reporting systems to
feed into government data collections. By recognizing that companies main-
tain accounting systems associated with day-to-day operations on a high-
frequency basis, they may, in the process, even be able to mitigate business
respondent burden, particularly for large firms. There are obvious advan-
tages when businesses can avoid having to repackage information for gov-
ernment surveys. New technologies (e.g., web-based reporting) will con-
tinue to enhance these kinds of opportunities to improve the timeliness and
accuracy of collection efforts. For example:

Recommendation 9: The Office of Management and Budget should
investigate the possibility of developing a common taxonomy,
based on the extensible business reporting language, or XBRL (an
industry-specific extensible markup language, XML), to allow com-
mon definitions to be used in surveys and administrative sources
that can be automatically extracted from accounting and other
business management software. In so doing, they should work with
the statistical agencies, the Internal Revenue Service (IRS), accoun-
tancy organizations, and software providers. This will help meet
the goals of paperwork reduction and may have applications for
similar purposes beyond the statistical system.

XBRL, which has been described as the “digital language of business,”
provides the structure to reuse information in business reports. The Austra-
lian Bureau of Statistics has already stated that it sees XBRL as “likely to
succeed as the industry accepted ‘business reporting language.’”4

In terms of exploiting new and cost-effective data sources, options for
integrating payroll data seem especially promising.

4See http://www.unece.org/stats/documents/2002/02/edr/20.e.pdf.
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Recommendation 10: BLS and the Census Bureau should explore
the possibility of continuous, real-time integration of payroll and
employment data that are maintained by third parties into their
systems; this could streamline data collection and, ultimately, pos-
sibly reduce respondent burden.

Recommendations 8, 9, and 10 are relatively low-cost ideas, given that the
first steps are research-oriented. Setting up systems to actually use new
kinds of data would require resources, but it could ultimately reduce costs
and improve data timeliness. A firm like ADP—which processes payrolls
for a client base that includes over half a million firms that account for 20
percent of private-sector employment—maintains a massive amount of data
and even produces economic statistics.5  Of course, exploiting this kind of
data can never be more than one element of a comprehensive business data
system.

Finally, surveys should be designed so that geographic location and
sector of activity may be identified and aggregate statistics by industry,
region, county, etc., constructed. The importance of tracking businesses
and people at substate levels has been reinforced by the series of recent
natural disasters that have disrupted and redirected many kinds of business
and worker activity.

5.2.2 Coordinating the Business Lists

The business lists maintained by the statistical agencies serve a number
of critical purposes. They are used to create sampling frames for a wide
variety of surveys conducted by the Census Bureau and by other statistical
agencies; for benchmarking survey data; for publishing employment and
wage data; and for generating aggregates used by other agencies, most
notably many of the inputs to the national income and product accounts.
BLS and the Census Bureau have built extensive infrastructures designed to
use administrative sources to create and maintain sampling frames that
cover essentially the same universe: physical establishments with employees
that engage in measurable economic activity.

Continued evolution of the U.S. business data system hinges, to a sig-
nificant extent, on improving the Census and BLS business lists. The obvi-
ous way to make progress on this front is to exploit the best features of
each, while reconciling inaccuracies and inconsistencies between them. Re-
cent legislation—specifically the Confidential Information Protection and

5See, for example, the ADP National Employment Reports (http://www.adpemployment
report.com/).
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Statistical Efficiency Act of 2002 (CIPSEA), which allows sharing of confi-
dential business data among BLS, the Bureau of Economic Analysis (BEA),
and the Census Bureau for statistical purposes—provides a foundation fa-
cilitating the kind of data coordination needed to work toward this goal.

Recommendation 11: BLS and the Census Bureau should cooper-
ate under the auspices of CIPSEA to initiate, and CIPSEA should be
enhanced to allow, the creation and use by source agencies of a
reconciled, consolidated, integrated business establishment list.

The potential advantages of an integrated business sampling frame are
many: Census data would help BLS improve the consistency of industry
codes and (if federal tax data can be shared) BLS could obtain information
on the nonemployer universe, thereby improving sampling efficiency. BLS
data could benefit the Census Bureau by providing employment data for
single units, and industry codes and physical location information for all
records. Matching BLS’s business establishment list and the Census Bureau’s
business register would allow editing processes to be developed to identify
records with large discrepancies. Gains from sharing the two existing busi-
ness registers include more accurate measurements of births, deaths, and
ownership changes; enhanced ability to track mergers and acquisitions;
improved industry output and productivity measurement; and possibly re-
duced costs and burden. The potential benefits to downstream users from
these upgrades (many of which are documented in National Research Coun-
cil, 2006) are substantial.

Implementation of this recommendation would require harmonizing
key elements of the current business lists. These elements include frame
maintenance, activity/industry coding, birth and death record processing,
ownership change identification, and handling of missing data. The cre-
ation of a reconciled, consolidated establishment register requires four broad
steps involving information from the Census Bureau registers, BLS regis-
ters, and (indirectly) the state employment security offices, which maintain
the input list used by BLS:

• matching and unduplicating the combined employer establishment
lists of BLS and the Census Bureau (consolidated employer establish-
ment list);

• integrating and unduplicating businesses from the Census Bureau’s
nonemployer registry with respect to establishments in the consoli-
dated employer establishment list;

• validating the births, deaths, and entity demography using informa-
tion from all sources; and
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• reconciling the activity codes, physical locations, and volume vari-
ables when the consolidated list displays disagreements between the
sources.

We envision that a reconciliation can be fully automated, as a cost-saving
measure; however, human value added should be used to improve the
process over time.

The new version of the establishment registry would include

• unique business identifiers,
• common activity codes (NAICS, presumably),
• common physical location identifiers (latitude, longitude, presum-

ably),
• common volume variables (employment and payroll, presumably),
• common indicators of employer or nonemployer status, and
• common indicators of type of ownership and enterprise structure

(e.g., multiunit).

Reconciliation of the two business lists in itself will not produce the kind of
gains the panel envisions unless the most desirable characteristics of each
can be brought to bear in the new product—reconciling the lists does not
mean drawing from a single administrative and survey source. Even now,
BLS and the Census Bureau should be sharing as much of the
multiestablishment data (which does not involve IRS data) as they possibly
can.  A goal of the reconciliation project might be to identify the most
productive data items and records to be shared under CIPSEA. To fully
integrate all useful information, reconciliation should take place at or near
the end of the production processes that yield the current BLS and Census
Bureau business registers. An exception might be that new establishment
lists be reconciled as soon as data become available, so that sample frames
can be rapidly and continuously updated.

Finally, it is worth reemphasizing that business list comparison work is
already well under way at the agencies. This progress not withstanding, the
idea of a BLS-Census Bureau business list reconciliation is still very much in
the discussion stages. The legalities and procedures necessary to get this
started (most specifically, the restrictions resulting from tax return data
that the Census Bureau receives from the IRS) are not trivial. A high pro-
portion of Census Bureau business records contain data that originate or
that are derived from tax records, the use of which is restricted by tax law
and IRS regulations.
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5.2.3 Expanding the Use of Data

Accurate and timely information about the economy is critical for ef-
fective policy making in both the private and public domains. The statistical
agencies rightly view themselves primarily as data collectors, and their
mission is to do so, maximizing quality subject to budget constraints. While
the agencies have skilled in-house staffs of policy analysts and researchers,
the vast share of expertise resides elsewhere, and public policy research
must be done at universities or other nongovernmental institutions. It is this
intensive use of statistical agency products that gives them their high public
value.

Recommendation 12: The quality of research based on business
data produced by the statistical agencies would improve with
greater interaction between outside researchers and businesses and
the statistical agencies. As recommended in previous Committee on
National Statistics reports, statistical agencies, in particular the
Census Bureau, should incorporate into their missions a broader
interpretation of the criteria for access to data. Specifically, re-
search that informs social and economic policy should be consid-
ered a valid reason for accessing confidential data.

The panel is encouraged by recent steps at the Census Bureau and IRS to
emphasize the importance to public and private decision making of re-
search that takes place at the agency’s data centers, and to work out proce-
dures to facilitate streamlined processes for reviewing proposed research
projects.6  It is also important that the statistical agencies facilitate front-
end collaboration with the academic community (and, in some cases, the
business community as well) with respect to survey design.

Ideally, the basic elements of the employer section of the business reg-
ister should be made accessible to qualified researchers to serve as a sam-
pling frame for their surveys. Practically, we realize that this will not hap-
pen overnight, and we recommend extending access first for key government
policy research purposes.

6Our optimism is based, in part, on a January 4, 2007 memo from the Director of the
Census Bureau which states: “United States Code Title 13 Chapter 5 directs the Census
Bureau to carry out censuses and surveys of the U.S. population and economy. Ensuring that
resulting data meet the highest standards of quality and utility requires significant supporting
analytical research by Special Sworn Status researchers participating in the Census Research
Data Center program. The importance of this research will only increase, as the data needs of
public and private decision makers grow broader and more complex. . . . Accordingly, and to
continue fulfilling its mandate at the highest level of technical excellence, it is the policy of the
Census Bureau to undertake analytical research for authorized purposes, to the fullest pos-
sible extent.”
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Recommendation 13: It would be highly desirable if the business
register(s) were available to federal agencies for the purpose of
constructing sampling frames. For example, the Board of Gover-
nors of the Federal Reserve System should be able to access, in a
secure setting that ensures current levels of confidentiality, the Cen-
sus Bureau business register for the purpose of drawing samples for
the surveys that they conduct or commission.

Changes in legislation protecting confidential information should permit
sharing of data—including reconciled industry, location, entity identifier,
volume, and employer status codes—for statistical purposes with the con-
dition that the original source of the reconciled value and entity is not
identified.

For many purposes—such as state and local planning—data must be
collected and accessible in a way that allows for small-area analyses. Data
with precise location identifiers are also needed to document the impact of
federal government policies and actions. As a specific example, one could
imagine research and policy interest in data on federal government contract
awards to private businesses, linked to the Census Bureau business register
using EINs or other common business identifiers.  The Census Bureau could
use data linked in this way to produce public-release statistics on the vol-
ume and type of contract awards by county, industry, business size, and
business age.  The impact on local economies of base closures, military
reserve deployment, emergency relief, and extending eligibility for unem-
ployment insurance are other examples of situations in which the capacity
to fully analyze events has been compromised by data limitations.

The same attributes that make data useful for research and policy can
also increase their value to businesses. For example, most business planning
takes place at the subnational level, which generates a need for small-area
statistics. However, additional burden can also be created since firms, espe-
cially multiunit firms, may have trouble disaggregating information into
small geographic areas. Often, firms are able to report only at a more
aggregate level than that which would truly be of interest. More generally,
there are increasing conceptual difficulties associated with assigning a physi-
cal location to economic activity performed by businesses. It is becoming
commonplace for economic activity to be conducted by “virtual busi-
nesses”—groups of people collaborating without a formal employment re-
lationship. Globalization has also created more complex and far-flung sup-
ply chains.

The statistical agencies have done a good job of integrating small-area
details in many of their data programs. Survey programs should continue
to collect, and administrative record systems should maintain, data that
enable (1) identification, for authorized purposes, of detailed geographic
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and sectoral location of business activity, generally at the establishment
level, and (2) flexible aggregation of statistics by product, industry, region,
county, etc.

Geographic specificity raises confidentiality issues, since finer geocodes
compromise anonymity. Typically, data at the finest level of geographic
detail can be made available only in restricted access settings or, for public-
use data sets, in an altered form. Agencies can add value to their products to
the extent that they can utilize statistical “fuzzing” techniques to maintain
confidentiality without completely losing geographic details.

Recommendation 14: Using synthetic data approaches or other
statistical disclosure limitation techniques, BLS and the Census
Bureau should work to develop anonymized, public-use versions of
their recently developed longitudinal data sets on businesses. This
should include the Longitudinal Database on Businesses from BLS
and the Longitudinal Business Database and the ILDB at the Cen-
sus Bureau.7

Work to begin implementing the recommendations in this subsection can
begin without major cost outlays. These ideas (which are far from novel)
involve no new data collection, only a fuller recognition of the public value
of statistical data use and a shift in the policies regulating the scope of that
use—the topic to which we now turn.

5.3 CHANGING THE DATA-SHARING ENVIRONMENT TO
REALIZE SYSTEMIC EFFICIENCY

Initiatives for sharing data among statistical agencies (including individual
data and address lists when permitted by law and when sharing does not
violate confidentiality promises) can be helpful for such purposes as
achieving greater efficiency in drawing samples, evaluating completeness
of population coverage, and reducing duplication among statistical pro-
grams, as well as reducing respondent burden.

—Practice 11: Coordination and Cooperation with Other Statistical
Agencies, Principles and Practices for a Federal Statistical Agency

(National Research Council, 2005a, pp. 44-45)

We have emphasized a strategy for improving business data and statis-
tics that involves more effective use of administrative and survey data that
are already collected. Data sharing among the agencies is a key aspect of
this idea. In order to produce the highest quality data sets and statistics at

7It should be noted that Reiter and Kinney (2006) are engaged in work to produce a
partially synthetic version of the Longitudinal Business Database.
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the lowest possible cost, the statistical agencies must be able to access the
best information available, system-wide. Data sharing has the potential to
reduce respondent burden as well which, along with assurances of confi-
dentiality, may increase the likelihood that businesses respond to survey
requests.

To their credit, the statistical agencies have recognized the potential
gains from data sharing, and survey and administrative data on U.S. busi-
nesses are shared to some extent among BEA, BLS, and the Census Bureau
for statistical purposes.8  Recommendation 11, above, argues for extending
CIPSEA to increase the flexibility with which information can be shared
among statistical agencies for purposes of constructing a comprehensive
business register and for designing special surveys. Sharing of business
registers is essential in order to continue to improve the accuracy of mea-
sures of industry output, compensation, and productivity trends. It would
permit the statistical agencies to keep abreast of the dynamic economy by
producing statistical samples that are consistently and quickly adjusted to
reflect entry and exit of new businesses. This is especially important for
fast-growing and innovative industries, such as information technology.
Such improvements would enhance our ability to perceive emerging trends
in the economy and more accurately forecast economic activity.9

The panel endorses most aspects of the past efforts (reviewed in 4.4
Appendix) to expand data sharing. Effective coordination of statistical
agency data programs is essential for improving the accuracy, coverage,
and timeliness of business data, as well as the efficiency with which it is
produced. As discussed above, a key part of the strategy to develop the
most useful business data system possible (and a valuable and low-cost first
step) would be to coordinate, and improve in other ways, the business lists
residing at the Census Bureau and at BLS. Expanded interagency data
sharing is a prerequisite for making progress on such a project.

Before work can progress much further to reconcile the business lists,
and before data sharing between the three CIPSEA-designated agencies
(BLS, BEA, and the Census Bureau) can be fully exploited, the IRS regula-
tions and tax code legislation must be changed.

Recommendation 15: Measures should be taken immediately to
facilitate the expansion of CIPSEA to increase the kinds of infor-

8The “statistical purposes” qualifier excludes using information for administrative, regula-
tory, law enforcement, judicial, or other purposes that may affect the rights, privileges, or
benefits of a respondent.

9This argument was well articulated in comments made by Federal Reserve Board governor
Randall S. Kroszner about “developing innovative statistics for a dynamic economy”
(Kroszner, 2006).
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mation that may be shared among statistical agencies for the pur-
pose of reconciling the business lists and for the design of special
surveys. This expansion of data sharing can be accomplished by (1)
Congress acting to enact legislation that revises Internal Revenue
Code Section 6103(j) to extend authorized access of IRS tax infor-
mation to BEA and BLS, (2) the Treasury Department initiating an
update of the IRS regulations, which clarify purpose and detail
specific items that can be shared with authorized agencies, or (3) a
combination of both actions.

While recognizing that the “ideal” data system for measuring business
dynamics would ultimately integrate data from an array of sources—pri-
vate and public, business- and household-based, cross-sectional and longi-
tudinal, survey and administrative, national and subnational—it is worth
noting that CIPSEA will, in reality, probably expand only incrementally. A
first step should be a push to amend Section 6103 of the IRS Code and
Treasury regulations to allow BLS and BEA access to part or all of the tax
data to which the Census Bureau has access for the specific purposes of
creating a unified business list. This might entail limiting data sharing, for
federal tax information, to a small number of variables needed for business
list coordination (e.g., name, address, legal form of organization, owner-
ship structure, identity of parent firm if applicable, industrial classification,
geographic coding information, employment, and payroll).

The goal of the agencies charged with creating and maintaining the
source lists should always be to include accurate data on all business units,
large and small, new and old. There are, according to the Census Bureau,
roughly 18 million nonemployer firms10 —about three quarters of all
firms—and they constitute a reasonably large fraction (12 percent in 2000)
of aggregate U.S. business revenues (http://www.census.gov/epcd/www/
smallbus.html). In addition, for the subset of businesses in which this panel
is particularly interested—the young and small ones, many of which oper-
ate in service and information sectors—there is much fluidity between those
that have employees and those that do not. Indeed, a substantial portion of
established firms in the United States started out as nonemployers (many of
them sole proprietorships). Thus, sharing of business data would be quite
limited if it did not permit an integration of the list information from the
Census Bureau on nonemployer businesses.

10For nonemployers, a firm is the same as an establishment. Because the Census Bureau
counts each distinct business income tax return filed as an establishment, it is possible for an
individual to account for more than one nonemployer establishment.
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Recommendation 16: In order to create a comprehensive business
list and to generate data that would be useful for studying the
dynamics of small and young firms, interagency sharing agree-
ments should extend to data on nonemployers. Data on all sole
proprietors and partnerships must also be included, whether they
have employees or not.

We believe that a compelling data-driven case has been made, in this
report and elsewhere, that reconciliation of the business lists would better
serve downstream users—such as BEA in the production of national ac-
counts and the Federal Reserve in carrying out research to inform monetary
policy—to an extent that more than warrants the actions recommended
here. In order to effect such changes, active support will be needed from
within the administration (e.g., the Office of Management and Budget and
the Council of Economic Advisers, where it appears to already exist) and
from congressional staff. A key element to generating this support involves
ensuring that further sharing of business data for statistical purposes does
not unduly compromise confidentiality. The political and legal feasibility of
such an extension has certainly been enhanced by recent events. The provi-
sions of CIPSEA provide sufficient coverage to continue to ensure that the
privacy and confidentiality of records will be maintained, even with ex-
panded sharing of information. Indeed, given the uniform set of confidenti-
ality requirements enacted through CIPSEA, the agencies are now in a
better position than ever before to protect data collected for statistical
purposes under a pledge of confidentiality.

Finally, one danger associated with improving data quality through
cooperative arrangements is that it may increase the risks (or perceived
risks) of allowing researcher access. Interagency data sharing efforts are
clearly desirable, but precautions must be taken to ensure that the improved
richness of the business data source resulting from linking, sharing, or
better coordination of administrative and tax records cannot rightly be
used as an argument for further restricting access.

5.4 RECOMMENDATION PRIORITIES AND COSTS

In this report, we have presented our views expressing (a) why the
United States needs to improve its measures and understanding of business
dynamics; (b) why this requires obtaining better data, especially longitudi-
nal information, on new and small businesses than are currently produced;
(c) what an ideal data collection system for monitoring business dynamics
might look like; and (d) some of the steps that would need to be taken to
facilitate an ongoing and feasible data collection effort that is sensitive to
confidentiality, legal, and cost considerations.
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In this chapter, we have presented our recommendations; however, we
realize that this is a very broad outline, and creative work will have to
continue within the statistical agencies, by outside researchers, and through
collaborations between these groups. The statistical agencies should con-
tinue to tap into their advisory committees (such as the Federal Economic
Statistics Advisory Committee) to provide further guidance on prioritizing
the recommendations in this report as well as new ideas that will continue
to emerge.

While the panel cannot provide detailed cost estimates of what the
recommendations in this report would cost to implement, we have at-
tempted to provide guidance on the topic, and we summarize some of our
views on costs and priorities here.11  Work could begin almost immediately
to implement several of the panel’s recommendations, and with modest
resource commitments. Actions associated with two of the report’s core
themes could accurately be categorized as low-hanging fruit—they involve
minimal long-term monetary outlay (there may be political costs) but are
likely to yield high value: (1) The statistical agencies should maintain the
business register in a more coordinated manner—Recommendations 11,
15, and 16—and (2) they should utilize it to produce new tabulations of
economic activity by measures of business (establishment) age—Recom-
mendations 2 and 3.

The specifics of point 1 involve expanding information sharing by
government agencies and the use of such things as common identifiers to
make it easier to link data across administrative and survey sources. The
report provides guidance on how these objectives could be attained without
unduly compromising confidentiality and without creating excessive new
reporting burdens to businesses. Part of the strategy—for example, to de-
velop consistent and comprehensive data on nonemployer businesses—in-
volves more intensive and better coordinated use of existing administrative
records. Implementing point 2 also seems to us quite feasible. Business age
variables can be constructed by linking the business registry over time; the
Census Bureau’s Center for Economic Studies has already done this through
its construction of the Longitudinal Business Database. Publishing informa-
tion about how economic activity varies with establishment age is essen-
tially a matter of producing new tabulations (some of this is already taking
place with the SUSB program, which publishes total employment in estab-
lishments that are one year old or less). One potential cost embedded in this
recommendation is that, when publishing tabulations, trade-offs must some-
times be confronted in order to maintain respondent confidentiality. So,

11Our organizational thinking for this section was shaped by the comments of two review-
ers of the report.
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while age is an important variable, the panel is not suggesting giving up
equally and, for many applications, more important industry and geo-
graphic detail to acquire it.

The report also includes recommendations—specifically numbers 1, 4,
and 5—that would be more expensive to implement and that would require
a longer term concerted effort to carry out. Recommendation 1 states that
young business should be sampled more in existing business surveys, which
implies that either the number of large firms that are sampled must be
reduced or that funding for the surveys must be increased marginally to
cover costs associated with a larger survey. The rationale underlying this
guidance is that young and small establishments should be given more
weight than their receipts or total employment might suggest, because their
characteristics change quickly and because they may contribute dispropor-
tionately to growth.

Recommendation 4 proposes incrementally adding questions to house-
hold surveys to identify and gather information about nascent entrepre-
neurs. The panel recognizes the inherent inefficiencies in using household
surveys for this purpose. While the cost of creative integration of data
sources and of adding a module to an existing survey is not exorbitant (the
former could even lead to cost savings down the road), following firms
from their genesis forward is not a trivial task. Since this is a potentially
expensive undertaking, it is a lower priority, or at least a more long-term
goal. Recommendation 5 proposes that the SBO be conducted on an annual
basis rather than a quinquennial basis, which would require new funding. It
should be noted that none of these recommendations suggest the creation of
major new data collection efforts; most involved adjustments or reorgani-
zation of existing activities. Even the proposals for new data collection
involve additions, enhancements, or modifications of existing administra-
tive or survey efforts. In fact, almost all of the proposed additional proce-
dures have already been developed and extensively field tested in one con-
text or another.

Most of the report’s remaining recommendations have to do with pro-
gram processes and data access issues that are already within the realm of
ongoing agency responsibilities. Other recommendations, such as those
suggesting more rapid integration of new technologies or more effective use
of existing data sources, are offered with the hope of encouraging long-term
efficiency of business data collection.

In summary, a major justification for the panel’s recommendations is to
avoid the costs of “benefits foregone” from the absence of timely, precise
data on the mechanisms by which the U.S. economy adapts and grows.
Even the most liberal estimates of the financial costs associated with all the
recommendations would be in the tens of millions of dollars, spread across
several federal agencies. The return on such an investment would be an

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


116 UNDERSTANDING BUSINESS DYNAMICS

improvement in the data required to understand the complexity of business
dynamics in the United States and, possibly, a reduction in the likelihood of
mistakes in national policy making. The cost of a minor misstep that re-
duces the growth of a 13 trillion dollar economy by even a small fraction is
in the billions of dollars. By any calculus, the amount of resources required
to provide a more timely, more accurate, and more complete description of
U.S. business dynamics seems like a very good investment of public re-
sources, yielding substantial benefits for future generations.
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Appendix A

Overview of Current Data Collections

This appendix provides an overview of current data sources used to
construct business and employment statistics and to inform research and
policy related to business formation, dynamics, and performance. Our fo-
cus is on data produced by the U.S. federal statistical system, but we also
cite other examples.

The material in this appendix is organized into subsections loosely
defined in terms of data source characteristics and purpose:

• data to count firms and catalogue essential characteristics—the busi-
ness lists;

• longitudinal data for tracking businesses over time;
• data sources designed to improve coverage of small businesses;
• aggregate employment statistics;
• data on the self-employed, entrepreneurs, and business gestation;
• coverage of special sectors, such as agriculture, nonprofit organiza-

tions, and e-commerce; and
• financial data.

Beyond describing the basic design elements, we indicate the extent to
which data are available to users outside the agencies (or other organiza-
tions) that collect them. Statistical agencies generally provide documenta-

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


124 UNDERSTANDING BUSINESS DYNAMICS

tion for their accessible data sources, and we try to avoid reproducing
detailed descriptions that can be accessed elsewhere.1

Table A-1, located at the end of this appendix, allows quick cross-
comparisons of various data sets. In this appendix, we omit several impor-
tant kinds of business data that are more closely linked to production of
aggregate statistics and are less central to the panel’s charge. For example,
we do not directly discuss price data—notably the producer price index
(PPI), which measures changes over time in the selling prices received by
producers of goods and services—or the array of industry and input/output
data (much of it deflated by PPI) crucial to productivity measurement and
to the construction of the national accounts and statistics on gross domestic
product (GDP).

A.1 COUNTING FIRMS AND CATALOGING ESSENTIAL
CHARACTERISTICS—THE BUSINESS LISTS

The two primary business lists administered by federal statistical agen-
cies in the United States are the Census Bureau’s business register (BR), and
the Bureau of Labor Statistics’ Quarterly Unemployment Insurance (UI)
address file, more commonly referred to as the Quarterly Census of Em-
ployment and Wages (QCEW). Administrative data from the Internal Rev-
enue Service (IRS), which maintains the Business Master File, and the Social
Security Administration (SSA) underpin the BR, while the QCEW relies on
data from the state UI programs. The most noteworthy business list main-
tained outside government is the Dun & Bradstreet Dun’s Market Identifi-
ers (DMI).

A.1.1 The Census Business Register

In 1968, the Office of Management and Budget directed the Census
Bureau to develop and maintain a comprehensive business list. Known until
recently as the Census Bureau’s Standard Statistical Establishment List
(SSEL), the BR covers the universe of businesses—over 7 million employer
businesses and some 16.5 million nonemployer businesses. The BR serves
as the master enumeration list for sampling frames drawn for the Census
Bureau’s firm and establishment surveys, most notably the quinquennial

1The Kauffman Foundation web page (http://research.kauffman.org) has a well-
organized list, with links of government and private sources of data on U.S. and interna-
tional businesses; the list focuses on entrepreneurship, small business, and self-employment
information. RAND, with funding from the Kauffman Foundation, has also assembled an
overview of data resources on small businesses—see http://www.rand.org/pubs/working_
papers/WR293/index.html.
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economic census. The economic census, conducted during years ending in 2
and 7, covers over 5 million companies; nonemployer and small businesses
are covered by sample only, not a full census (http://www.census.gov/econ/
overview/mu0000.html). Domestic, nonfarm business data are collected at
the metropolitan statistical area (MSA) geographic level. Because it occurs
only every five years and a firm can materialize and close (or vice versa)
over shorter periods, the economic census does not comprehensively cap-
ture business birth and death information.

The BR also serves the important function of providing central storage
for an array of administrative data—most notably, payroll tax records,
corporate and individual tax returns, and Employer Identification Number
(EIN) application information. Maintenance of the BR is heavily dependent
on these administrative data. Data on nonemployer firms are drawn exclu-
sively from administrative sources, mainly business income tax records.2

Within the BR, data are organized at the establishment level—that is,
a single location where goods are produced or services provided. Reflect-
ing the composition of the economy, most are single-unit businesses, but
there are establishments that are part of businesses operating in multiple
locations as well. Because taxes—and in turn tax information—are col-
lected from firms, Census researchers must break up IRS administrative
data to the establishment level for multiunit enterprises.3  In interim busi-
ness census years, this is done using information from the Company Orga-
nization Survey (COS)—an annual survey of all large employers (250 em-
ployees or more) and a sample of smaller mid-size companies, reaching
approximately 50,000 of the largest multiunit enterprises. The accuracy of
the single/multiunit identification is reported to improve around economic
census years, and then to decline thereafter (Jarmin and Miranda, 2002).
The COS is used more generally in an attempt to maintain up-to-date
company affiliation, location, closings, spin-offs, and operating informa-
tion for multiestablishment companies. This allows for fuller coverage of
such companies, which account for the vast majority of the nation’s busi-
ness activity. Title 13 of U.S. Code authorizes this and the other economic
census-related surveys and stipulates mandatory responses.

A key element of the BR program is the identification and tracking of
individual establishments owned by multiestablishment firms. The BR has

2See Jarmin and Miranda (2002) for a thorough description of the Census Bureau’s busi-
ness register, including specifics about industry-level coverage.

3As noted throughout this report, unit of observation is a key issue. Administrative data,
such as those originating with the IRS, are collected and stored by taxpayer ID. The Census
Bureau and BLS create enterprise and establishment units through supplemental surveys and
various processing techniques. Both the QCEW and the BR are establishment-based but built
from data organized at the taxpayer ID (EIN) level.
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excellent coverage of multiestablishment firms every five years, but in the
years between the economic census, the Census Bureau relies on the COS
to update the multiunit segment of the business registers along with infor-
mation it learns about multiestablishment firms from its other surveys
(e.g., Annual Survey of Manufactures4). The limited scope of the sampled
firms and the rotation of these sampled firms over time affect the timeli-
ness and coverage of smaller multiestablishment companies in the business
register. Several studies have noted that both births and deaths of smaller
multiunit establishments are more concentrated in the year prior to the
economic census when the register is being prepared for the upcoming
economic census.5  One sees this pattern of the clumping of changes in
other dimensions of the data as well. McGuckin and Peck (1992) show
that industry coding changes for establishments were especially concen-
trated in the economic census years.

A number of improvements were made to the newest version of the BR,
which became fully operational in January 2002: additional data elements
were added; seven years of data are now maintained, instead of three,
allowing tracking of businesses from one quinquennial census to the next;
processing of nonemployer statistics, which previously were not maintained,
has been expedited; and industry detail has been brought into concordance
with the North American Industry Classification System (NAICS). In addi-
tion, in 2005, the IRS began providing quarterly employment data from tax
form 941 instead of only for the first quarter. Form 941 includes the EIN,
employer-reported wages and other compensation, employment for the pay
period, income and social security tax withholdings, and related informa-
tion. When a new business payroll record is received from the IRS, the
Census Bureau adds a business employer record to the BR. Nonemployers
cannot be identified as quickly, since personal income tax returns are filed
annually rather than quarterly. Form 941 now also includes an identifier
for businesses filing final tax returns—useful for capturing business deaths.
In July 2004, Census began receiving SS-4 form data directly from the IRS
(rather than by way of SSA, as before) on a weekly basis, which allows
industry codes to be assigned to new businesses more quickly.6

4For noneconomic census years, the Annual Survey of Manufactures provides sample esti-
mates of employment, plant hours, payroll, number of establishments, cost of materials, value
of shipments, inventories, and detailed capital expenditures statistics for commercial manu-
facturing establishments with paid employees (http://factfinder.census.gov).

5Jarmin and Miranda (2002) discuss the importance of retiming both small multiunit
births and deaths in these data in order to improve the accuracy of the annual birth and death
statistics.

6Salyers (2004) provides a “progress report” for the BR, including a full description
of the expanded use of administrative records, as a more general listing of recent changes
and improvements (http://www.stats.gov.cn/english/18roundtable/papers/t20041230_
402219768.htm).
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Data from the BR, as well as the more than 100 surveys that rely on its
sampling frame, are used in the production of a wide range of publicly
available aggregate statistics (many available on the Census Bureau’s Ameri-
can Fact Finder web page at http://factfinder.census.gov). A widely used
product of the BR is the Census Bureau’s County Business Patterns. First-
quarter employment and payroll numbers, cross-tabbed by county and kind
of business, are published, cooperatively with the SSA, in the County Busi-
ness Patterns and in the ZIP Code Business Patterns statistical series.

In addition, the Census Bureau’s Non-Employer Statistics (NES) “pro-
vides U.S. and sub-national data by industry for businesses without paid
employees.” Originating primarily from administrative records, the NES
“summarizes the number of establishments and receipts of sole proprietor-
ships, partnerships, and corporations without paid employees.” The Cen-
sus Bureau began publishing NES data annually in 1997, and annual
releases beginning with the year 2002 can be found on its American
FactFinder web page.

These publications provide geographic aggregates of the BR microdata.
BR data are also essential to economic research conducted at the Center for
Economic Studies (for a description of these uses, see http://www.ces.
census.gov/index.php/ces/1.00/researchprogram). Although a number of
BR-based aggregate statistics enjoy high visibility, the BR is also structured
with confidentiality very much at the fore. The BR itself is not a publicly
available document, although parts of the register can be used by research-
ers under highly restrictive arrangements at the Census Bureau’s research
data centers (RDCs). Beyond this, data from administrative records are
maintained in separate tables, and IRS Title 26 data are segregated from
Census collected data. Microdata on race and gender, required for the
Survey of Business Owners (SBO), is likewise stored in a separate table for
use by SBO analysts only.

A.1.2 The BLS Business List

The other primary business list maintained in the federal statistical
system is BLS’s QCEW—formerly the Business Establishment List, initiated
in 1988. The QCEW converts data submitted by the universe of employer
businesses covered by state UI systems (ES-202), as well as federal agencies
subject to the Unemployment Compensation for Federal Employees pro-
gram, to an establishment basis. The master file includes a number of key
fields: establishment name, address, telephone number, monthly employ-
ment and quarterly wages, federal EIN—all available by NAICS code,
county, and ownership sector for the entire United States.7  UI wage records

7Full details are documented at the BLS QCEW home page (http://www.bls.gov/cew/).
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for individuals working in UI-covered employment are used at times by BLS
and the states to validate individual cases of large wage fluctuations and
include name, Social Security number, employer name and address, em-
ployer ID, and total earnings paid.

The QCEW serves as the sampling frame for most BLS surveys, and it
is used to benchmark the Current Employment Statistics (CES) establish-
ment survey. The establishment count also sets the population base in
establishment birth and death estimators. The QCEW program provides a
comprehensive source of employment and wage statistics, as well as a
virtual census (98 percent) of employees on nonfarm payrolls (Spletzer et
al., 2004). A crucial limitation of the QCEW—particularly in the context of
understanding new and young business dynamics—is that it excludes
nonemployer businesses and data on owner characteristics. The QCEW,
which currently is geocoded to the rooftop level for 90 percent of private-
sector employment, has plans for developing data at the census tract level.
QCEW provides industry, employment, county, and physical location ad-
dresses on over 3 million firms, mostly new and small businesses, to the
Census Bureau. However, the QCEW and BR have different structures
which makes cross-survey comparisons difficult. In addition, requirements
under the UI program’s Multiple Worksite Report (MWR) vary from state
to state and have size thresholds that may exclude certain businesses.8

Finally, the ability to make longitudinal and cross-state linkages is compli-
cated because no firm ID fields other than the tax ID number exist in the
database (this is discussed again in the next section).

In the MWR, “multi-location employers with a total of 10 or more
employees in their secondary locations are required or requested” to break
out their employment and payroll by individual establishment.  The MWR
is mandatory in 21 states and provides good coverage for all but the small-
est multiestablishment employers on a timely basis.9 The timing of small
multiestablishment births may not be accurate because reporting will de-
pend on the secondary establishment passing a threshold size. Thus, when a
single-location firm expands to a multilocation firm, one will not observe
the “new” establishment until the establishment has at least 10 employees.
In addition, if the expansion occurs across state lines, it may not be cap-
tured as a multiestablishment birth but as a new firm in the other state if it
did not already have a presence in that state and if the firm has different
EINs across states. There are also issues about firms that have multiple UI

8For example, businesses are not required to report a location in another state if there is
only one, other sites within the state if total employment from these sites is less than 10; or
any site that is under a different UI account number (http://bls.gov/cew/).

9BLS, http://www.bls.gov/cew/cewmrr00.htm.
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and EIN accounts within a state that may affect multiestablishment mea-
surement. QCEW has tried to identify across-state expansions in two ways.
First, the state staff may notice a significant change in employment and
wages reported by a firm. Upon follow-up, the staff may determine that a
firm should file the MWR. If the change in employment and wages is small
enough that the state staff does not observe the differences, the need for the
MWR filing is captured after the employer completes the Annual Refiling
Survey (ARS) and reports a new location.10  About 2 million businesses are
contacted annually to update such information as business name, address,
and industry codes through the ARS.

As with the BR, numerous data products and statistics are derived from
the QCEW, most prominently the quarterly wage and employment statis-
tics, aggregated at various industry and geographic levels. Microdata un-
derlying the QCEW are not publicly accessible; however, BLS does offer
limited opportunities for researchers to access confidential data for the
purpose of conducting statistical analyses. Data access is restricted to onsite
use at the BLS national office in Washington (a list of the restricted access
data sets available to researchers can be found on the BLS web site, http://
www.stats.bls.gov/bls/blsresda.htm).

A.1.3 Dun’s Market Identifiers

Business data are also collected by private-sector firms. These efforts
are typically geared more toward marketing or informing business deci-
sions and less toward research and public policy. The most prominent
private-sector collection (and one that has been used for both purposes) is
the Dun & Bradstreet (D&B) DMI. Because the BLS and Census business
lists are not typically available as sampling frames outside those agencies,
D&B data—and its Data Universal Numbering System (DUNS)—have been
widely used in a variety of applications elsewhere in government. For ex-
ample, it serves as the sampling frame for the Federal Reserve’s Survey of
Small Business Finances. The DUNS numbers are also used by the federal
government to identify entities receiving federal contracts. Data have been
broadly used by private-sector firms to estimate numbers of businesses,
establishments, and employees, as well as sales and to perform cost-benefit
analyses and risk assessment exercises. D&B data products can be pur-
chased and used subject to the company’s terms and conditions, which
differ for end users (individuals, businesses, and information profession-
als).11

10Based on correspondence from Jim Spletzer, BLS.
11A full description of these terms and conditions can be found at http://library.dialog.com/

bluesheets/htmlaa/bl0518.html.
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DMI includes basic data, updated monthly, on over 2.9 million private
and public companies and 17 million U.S. business establishment locations
(about 18.4 million records as of January 2006) operating in private, pub-
lic, and government spheres (there are also European and other interna-
tional versions). The data set is broadly representative of all businesses but
limited to private and public companies with five or more employees or
sales of $1 million, and consequently, it does not include many of the
newest start-up firms or self-employed individuals.12  In contrast, the IRS
reports that for 2003 about “19.7 million individual income tax returns
reported nonfarm sole proprietorships” (Pierce, 2005), of which about 3
million filed a Schedule C-EZ, on which annual receipts totaled less than
$25,000 (www.irs.gov). The file contains up to three years of basic data
(the length of coverage varies by company), such as type of business, legal
and trade names, physical and mailing addresses, geographical descrip-
tions, product and industry descriptors, sales and number of employees
(and the number at each corporate location), growth rates, annual sales, net
worth and profit, names and titles of key executives, corporate linkages,
DUNS numbers, and other marketing information.

D&B data are collected from various sources, such as in-person and
telephone interviews, government publications, and business trade pro-
grams and mailings, a fact that limits the quality of information in some
important ways. For example, there is no standard guideline for detecting
new businesses and incorporating them into the file—information is brought
in ad hoc from applications for credit, classified advertising, and other
private sources. Similarly, there is no clear process for purging records.
Unlike several of the government data sources, DMI does not have a mecha-
nism for determining establishment versus firm records. Furthermore, the
data are not longitudinal; in fact, DMI is not cross-sectional for a specific
point in time, since there is no regular schedule for updates—the process is
ongoing (Haviland and Savych, 2005).

A.2 TRACKING BUSINESSES OVER TIME: BUSINESS LIST-BASED
SOURCES OF LONGITUDINAL MICRODATA

Sources of longitudinal business microdata have historically been scarce,
particularly for smaller and newer businesses. However, new data pro-
grams are emerging that greatly enhance available information relevant to
the topics covered in this report. Among the most promising data sets now
or soon to be coming online are the Integrated Longitudinal Business Data-

12As such, D&B data have limited coverage of nonemployers.
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base (ILBD) and Longitudinal Employer-Household Dynamics programs at
the Census Bureau and BLS’s Business Employment Dynamics.

A.2.1 ILBD and Precursors

The ILBD has evolved as a natural extension of the Longitudinal Busi-
ness Database (LBD), which the Census Bureau’s Center for Economic
Studies began constructing in 1999. The LBD covers employer establish-
ments, currently for the period 1975-2003. These programs, which can be
traced to the early 1990s (under various names), have expanded research
capabilities to new frontiers that would not have been possible with aggre-
gate and cross-sectional data alone.

 The LBD was constructed using EINs to link year-to-year snapshots of
all employer establishments, along with name and location information
contained in the Census Bureau’s SSEL. Work is ongoing to add such fields
as payroll employment, location, industrial activity, and firm affiliation.
The LBD is useful for researching elements of business dynamics, such as
firm entry and exit and job flows. Establishment identifiers also facilitate
linking the LBD to other data sets. The value of the data set is enhanced by
its algorithm for flagging establishment records as births, deaths, or con-
tinuers. Generally speaking, a birth is identified when a record appears for
the current year that does not match any record from the previous year; a
death is detected when a record for a previous year does not match any
record for the current year; and continuing establishments show a match
from one year to the next (see Jarmin and Miranda, 2002, for a detailed
explanation of this algorithm). The practice of using EINs in conjunction
with name and address information is intended to increase the accuracy
with which establishment births and deaths can be identified; missing source
data for some years make this a challenge.

The LBD itself is an extension of another CES predecessor, the Longitu-
dinal Research Database (LRD), which contains longitudinally linked plant-
level data from censuses and annual surveys of manufactures. With the
relatively rapid growth and subsequent interest in nonmanufacturing sec-
tors, the narrow focus of the LRD has become an increasing concern.
Furthermore, LRD coverage of firms with fewer than 250 employees is
limited, and the plant-level data are not linked to enterprises, so the overall
size and industry of enterprises owning large plants are not always known.
Despite these limitations, the LRD has been intensely analyzed and has
spawned a robust literature (see Bartelsman and Doms, 2000, for a review
of these efforts). The LBD allowed academic research on employment dy-
namics issues at the establishment level (forged by Dunne, Roberts, and
Samuelson, 1989; Davis and Haltiwanger, 1990, 1992; and Davis,
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Haltiwanger, and Schuh, 1996) to begin expanding beyond the manufac-
turing sectors.

The ILBD marks another discrete advance for business research aimed
at understanding the processes of small and young firms over time, as its
coverage is much broader than its predecessors. Extending work by re-
searchers such as Boden and Nucci (2004),13 the ILBD integrates federal
government administrative records and survey sources for nearly all pri-
vate, nonagricultural employer and nonemployer businesses in the United
States, currently covering the years 1992 and 1994-2000 (see Jarmin and
Miranda, 2003, Miranda et al., 2005, for a detailed description of the
ILDB). One clear advantage of the ILBD over earlier data sets in the lineage
is that it allows analysts to track a business’s characteristics as it transitions
from nonemployer to employer status (or vice versa), a key but difficult-to-
study aspect of business evolution. ILBD data have shown, for example,
that over three-year horizons, about 5 percent of nonemployer businesses
become employer businesses or are acquired by, or absorbed into, employer
businesses. This translates to approximately 750,000 businesses—a large
number in absolute terms—and is an important component of job creation.

Employer businesses and some nonemployers are linked from period to
period by EIN; most nonemployers are linked using business owner ID
(Social Security number) fields. This technique is not seamless. For ex-
ample, over time, ID numbers can change for legal or other reasons.14  In
addition, problems of inconsistent data formats, the volatility of young and
small firms, and the sheer number of records (over 15 million nonemployers
and over 5 million employer businesses) all pose challenges for the Census
Bureau staff carrying out the project.

The ILBD has continually been under development and is not currently
available to users outside the Census Bureau. Initial versions of some statis-
tics are scheduled to be made available in the near future. Access to micro-
data will become available at RDCs, after further documentation of data
quality assurance is completed, by perhaps as early as 2007. Access to ILBD
data is governed by U.S. Code Title 13 (i.e., for statistical purposes only and
with “predominant purpose” consistent with Census).15

13Richard Boden and Alfred Nucci linked nonemployer entities to the business register both
cross-sectionally and longitudinally for the years 1992 through 1999. Their paper enumerates
the myriad of issues that arise when attempting to track nonemployer businesses over time,
including those involving sole proprietorships (not the least of which is a change in legal form
of organization).

14The technical challenges inherent in ILBD linking procedures are documented in Davis et
al. (2006).

15Documentation of the Census Bureau’s RDC guidelines define “predominant purpose”
and describes Title 13 requirements generally (http://www.ces.census.gov/index.php/ces/1.00/
researchguidelines).
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A.2.2 BLS’s Business Employment Dynamics (BED) Program

The BLS’s BED program produces a quarterly series of gross job gains
and gross job losses statistics based on the universe of establishments
covered in the QCEW (those subject to state unemployment insurance
laws). Sectoral designations now conform to the NAICS classification sys-
tem. Again, the major exclusions are the self-employed, along with certain
nonprofit organizations. Data from the program were first published in
September 2003 and are now complete for the period 1992 to the first
quarter of 2006. Quarterly data will be released every three months, mak-
ing them more timely than the alternative employment data sources previ-
ously available.16

The BED data allow disaggregation of employment changes into the
underlying components—the number (and percentage) of gross jobs gained
by opening and expanding establishments and the number (and percentage)
of gross jobs lost by closing and contracting establishments.17  These data,
constructed using a multistep procedure to link QCEW microdata across
periods, provide a picture of the dynamics underlying aggregate employ-
ment growth statistics.18  Research based on the quarterly time series con-
tributes to knowledge of the processes underlying the business cycle; for
example, Clayton, Sadeghi, and Talan (2005) identify seasonally adjusted
job changes resulting from establishment openings and closings, as opposed
to expansions and contractions. In general, BED data have revealed that
firm and establishment growth rates vary by size and how these results
differ from those produced by analyses limited to annual data.

The primary obstacle to further development of the BED is that EINs
are imperfect for creating record linkages (see Okolie, 2004); however both
the QCEW and the BED incorporate a complex multi-stage process to link
records across quarters.19  As with QCEW microdata, researchers must
submit proposals to access BED data; if the proposal is accepted, the data
must be used at the BLS research center in Washington.

16These and other details can be found at http://www.bls.gov/bdm/bdmover.htm.
17Getz et al. (2005) provide a detailed description of the methodologies used to capture

business births and deaths in the various Census Bureau and BLS data sources.
18Pivetz et al. (2001) describe the technique used to longitudinally link the data.
19Clayton, Sadeghi, and Talan (2005) provides some detail on the linkage procedures for

the QCEW.
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A.2.3 The Longitudinal Employer-Household
Dynamics (LEHD) Program

The LEHD is a relatively new microdata source being developed by the
Census Bureau, which describes the LEHD as a “set of infrastructure files
using administrative data provided by state agencies, enhanced with infor-
mation culled from demographic and economic (business) surveys and cen-
suses. . . . The LEHD Infrastructure Files provide a detailed and compre-
hensive picture of workers, employers, and their interaction in the U.S.
economy” (http://lehd.dsd.census.gov).

The program is breaking new ground by, as its name suggests, integrat-
ing data on households and individuals with data on employers. The idea
behind the LEHD originated with a 1999 National Science Foundation
initiative to investigate the potential to combine large administrative data
sets with data collected through censuses and surveys. The objective was to
“reduce respondent burden, increase data quality, and enhance the infor-
mation available to the federal, state and local agencies which rely on
Census Bureau data for decision making.” The principal investigators on
the project proposed linking information to permit data sets to be longitu-
dinal in both the household/individual and firm/establishment dimensions
(http://lehd.dsd.census.gov/led/about-us/FAQ.html#slehd).

The LEHD relies on BLS’s QCEW in order to crosswalk between
unemployment insurance accounts and the federal EINs and for its frame-
work of detail on industry codes, employment levels, and physical location
addresses. The LEHD is composed of interrelated infrastructure data sets:
(1) the Employer Characteristic File, with information about the employer,
including employment, payroll, industry, size, and location (http://lehd.dsd.
census.gov/led/library/tech_user_guides.html); (2) the Employment History
File, with information about the employment history of the employee,
including employer identity, payroll, and employment; (3) the Personal
Characteristics File, with time invariant information about the employee,
including gender, race, foreign-born status, and date of birth; (4) the Em-
ployer Human Capital File, with statistics about the skill mix of busi-
nesses; and (5) the Employer Quarterly Workforce Indicators, with infor-
mation at the employer level about accessions, separations, job creation,
and destruction. These data sets allow for the integration of Census eco-
nomic data with employee characteristics files (http://www.icpsr.umich.
edu/access/census-unpub.html).20  Core employee data originate from the
QCEW. These records are supplemented with additional information on

20Full description of the LEHD structure can be found in Abowd, Haltiwanger, and Lane
(2004).
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individual and firm characteristics. The resulting database contains about
80 million individual and 5 million business records from participating
states. Using these data, it is possible to follow each employer-employee
match on a quarterly basis.

The LEHD has created opportunities to conduct research on topics
for which empirical analysis of confidential longitudinal linked employer-
household microdata are required, such as research on low-wage workers
and human capital and productivity. The LEHD is already facilitating the
creation of new statistics describing the dynamic nature of local economies.
For example, it has spawned the Local Employment Dynamics program, a
voluntary partnership between state labor market information agencies and
the Census Bureau to develop new information about local labor market
conditions. By receiving and processing quarterly data from each of about
29 state partners, quarterly workforce indicators are being produced by
industry, age, and sex for local areas. The Quarterly Workforce Indicators
program generates timely statistics on job churning, such as rates of acces-
sion, separation, job creation, and job destruction by detailed industry and
location. Among the interesting results: Accession and separation rates
have been found to exceed 20 percent per quarter, while rates of job cre-
ation and destruction are typically 7-10 percent. These statistics, which are
comparable to the job creation and destruction rates from the BED, trans-
late into over 13 million jobs destroyed each year (http://www.bos.frb.org/
economic/ppb/2004/ppb0401.htm).

The ILBD integration of longitudinal data (survey and administrative)
for all employer and nonemployer businesses has created a tool for studying
business start-ups and early life-cycle dynamics (Davis et al., 2006). By
incorporating geographical information system applications, analysts have
been able to describe how workers travel to and from work for transporta-
tion planning purposes. One finding from this work, which has focused on
workers leaving businesses (these separations and accessions are highly
visible but account for only about 1 percent of the total), is that clusters of
workers affected by outsourcing often move to temporary help and person-
nel supply jobs, helping to explain the growth of that industry (see Benedetto
et al., 2004). The LEHD illustrates the tip of the iceberg in terms of the
information volume and detail that can be made available through data
integration and the efficiency of the approach relative to developing new
surveys.

Data in the LEHD are of course very sensitive and subject to strict
Census confidentiality procedures. As documented in Abowd, Haltiwanger,
and Lane (2004), “only authorized researchers working from Census-
controlled facilities have worked with the LEHD microdata; however, ma-
jor efforts to make the data available to external researchers are under-
way.” Since 2005, external researchers may access the LEHD data infra-
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structure in the Census-National Science Foundation RDCs, and several
research projects are already under way. Public-use summary data from the
Quarterly Workforce Indicators are currently available, but synthetic data
may facilitate the release of customized LEHD microdata products.

A.2.4 National Establishment Time Series

The National Establishment Time Series (NETS), another nongovern-
ment data source, captures business relocations and employment change
(job destruction and creation) for business establishments disaggregated at
fine geographic detail. The data were developed from D&B data by Walls
and Associates. As discussed earlier, the primary goal of D&B data is to sell
information to businesses about businesses for decision-making purposes.
Walls and Associates linked the data with the goal of constructing longitu-
dinal files for studying business dynamics (Neumark et al., 2005a, p. 10).

Neumark et al. (2005b) used NETS to analyze employment growth in
California; they also provide a detailed description of the data set. The
authors were given access to annual data for the universe of business estab-
lishments located in California between 1989 and 2002 (there were about
3.5 million) for the purpose of examining the extent to which job creation
and losses were attributable to interstate business relocation and to busi-
ness births and expansions and contractions and deaths.21  Regarding data
quality, the authors conclude that NETS is a “reliable data source although
not without limitations” (p. 3). They note, in particular, the rounding of
employment figures and that short-term changes are not picked up particu-
larly well (p. 31). They suggest that analysts should use three years of data
to minimize the effects of these shortcomings. Davis et al. (1996) provide a
discussion of limitations of D&B data more broadly. One advantage of
these private data sources is that they are not subject to the access restric-
tions that handcuff the statistical agencies.

A.3 DATA SOURCES DESIGNED TO IMPROVE COVERAGE OF
SMALL AND YOUNG BUSINESSES

A.3.1 Survey of Small Business Finances

In addition to the Census Bureau’s BR, which has included data on
nonemployers annually since 1994, there are a number of specialty surveys
that focus on small business. A particularly important one is the Survey of

21They found that the latter is responsible for almost all employment change in California.
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Small Business Finances (SSBF), which has been conducted by the Board of
Governors of the Federal Reserve, with assistance from the National Opin-
ion Research Center, in 1987, 1993, 1998, and 2003. (The Federal Reserve
Board intends to discontinue the SSBF.) The SSBF is a nationally represen-
tative sample of small and minority-owned businesses with fewer than 500
employees screened for eligibility using D&B data files. Interviews were
ultimately conducted with 3,500 firms from this class, including over-
samples of African American-, Asian American-, and Hispanic American-
owned firms. The Federal Reserve’s objective with the SSBF was to collect
information to better understand overall finances and credit conditions
that small firms face, including:

• factors that affect prices and availability of credit to small
businesses;

• effects that bank consolidation may have on the availability of credit
and other financial services;

• characteristics of small businesses and how these characteristics in-
fluence their credit needs;

• experiences that small businesses have with credit applications;
• the impact that government regulations may have on small business

credit access; and
• the financial and nonfinancial sources used by small businesses for

their financing needs (http://www.federalreserve.gov/ssbf/).

The survey includes information on income and expenses, assets and
liabilities, and financing sources, much of which is not available from any
other sources. SSBF data are used to evaluate the impact of public policies,
bank mergers and consolidations, and the rise in interstate banking on
small businesses of different sizes, locations, and ownership characteristics
(http://www.norc.uchicago.edu/studies/economic.htm). Summary analyses
of the data are published in the “Report to Congress on the Availability of
Credit to Small Business” that is produced by the Federal Reserve every five
years. In addition, the SSBF has provided the foundation for a wide variety
of academic research—for example, analyses of shifts in lending from the
banking to the nonbanking sectors, bank mergers and consolidations, and
the rise in interstate banking, as each relates to small businesses.

A.3.2 Small Business Administration-Funded Data Sources

The U.S. Small Business Administration (SBA) is the government agency
most directly concerned with small business interests.22  Its mission is to

22See Armington (2004) for a history of the SBA’s role in the development of data on small
businesses.
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“maintain and strengthen the nation’s economy by aiding, counseling, as-
sisting and protecting the interests of small businesses and by helping fami-
lies and businesses recover from national disasters” (www.sba.gov). Since
Congress instructed the SBA in 1979 to begin developing data sets covering
small businesses, the agency has worked to push forward data collection for
use in studying firm dynamics—particularly job creation, attributable to
smaller businesses. Generally the SBA is interested in the enterprise unit of
analysis (as opposed to small establishments that are owned or controlled
by large firms).

The SBA is involved in a number of programs; one of particular note is
the Business Information Tracking Series (BITS), another effort to edit and
longitudinally link archived data. BITS, which at times has also been known
as the Longitudinal Establishment and Enterprise Microdata (LEEM), is
partially funded by the SBA and carried out by the Census Bureau using
SSEL-based data. Essentially, the SBA creates an enterprise version of
County Business Patterns, called the Statistics of U.S. Businesses (SUSB),
that consists of annual observations on each business and includes data on
number of firms, number of establishments, employment, and annual pay-
roll of firms categorized by location and industry (http://www.sba.gov/
advo/research/data.html). SUSB provides annual snapshots on businesses
from 1988 to 2002; the BITS program linked these records annually from
1989 to 2001. BITS provides data on private-sector establishments (single
physical locations) with positive payroll; it includes, for each year, employ-
ment, annual payroll, 4-digit Standard Industrial Classifications, location,
start year, legal entity, and total employment. BITS is structured to identify
firm births and deaths, expansions and contractions, and mergers and ac-
quisitions and to examine job flows. Firms are tracked using identifiers
designed to remain unchanged even if there is a change in legal or owner-
ship status. Among its limitations, BITS does not include the self-employed,
is characterized by a long lag in production, and tracks only establishments
(not firms).

The SBA publishes aggregate statistics on numbers of business forma-
tions and the distribution and growth of large versus small businesses over
time from these data; however, given its business list foundations, microdata
are available only to researchers who successfully apply to use them at
Census RDCs.

A.3.3 Kauffman Firm Survey

The Kauffman Firm Survey is a new initiative designed to produce “a
data set of publicly accessible research on new businesses and their develop-
ment in the United States.” The Kauffman Foundation began working with
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Mathematica Policy Research, Inc., to develop and administer this survey
in 2005.  The Kauffman Firm Survey is a longitudinal survey of the princi-
pals of 5,000 firms, sampled from D&B, that started operations in 2004.
The survey is oriented primarily to generate data on the financial develop-
ment of new businesses in their first four years of existence.  Surveys will be
conducted by either telephone or on the Internet, and owners of these
businesses will be asked about the characteristics of the business, about the
financing of business operations, and about characteristics of the owner(s).
Three follow-up interviews are planned with these businesses in 2006-2008
(http://www.mathematica-mpr.com/surveys/kauffmanfirm.asp). Data from
this survey are not currently available, but they will ultimately provide
publicly available longitudinal data on new firms (http://www.
kauffman.org/research.cfm).

A.4 EMPLOYMENT STATISTICS

Two monthly surveys underpin measurement of employment levels and
trends, over time—the Current Population Survey (CPS), a household sur-
vey, and the CES survey, a payroll or establishment survey. Employment
estimates from each are published monthly. In addition to these two sur-
veys, the BLS houses the Job Openings and Labor Turnover (JOLTS) pro-
gram, which produces monthly data on job openings, new hires, and volun-
tary and involuntary separations.

The CPS, conducted by the Census Bureau and BLS, has been in exist-
ence for more than 50 years. It is based on a survey of approximately
60,000 households designed to estimate total employment of persons age
16 and over in the civilian noninstitutional population. The CPS captures
employment broadly, including unincorporated self-employed, unpaid fam-
ily workers, and agricultural workers; it also collects demographic and
supplemental information.

The CES is a monthly survey of 160,000 businesses and government
agencies covering approximately 400,000 establishments. It is a simple
random sample stratified by state, industry, and size, which produces esti-
mates of the number of nonfarm payroll jobs, hours, and earnings estimates
based on payroll records of business establishments. CES counts jobs, mean-
ing that multiple jobholders are overrepresented (from an employment per-
spective) and the self-employed are excluded—which points to the impor-
tance of household data for the production of comprehensive employment
statistics. QCEW micro files serve as the sampling frame for the CES; the
quarterly LBD is used to identify new business births and deaths.
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A.4.1 CPS

The CPS is BLS’s most widely used household survey. It is used in the
production of monthly estimates of unemployed persons in the United
States, providing information on employment along occupational, industry,
and other dimensions. The CPS is a unique source of “business data” in
that the households, rather than businesses, serve as the sampling unit.
Microdata going back to 1962 are publicly available.

Specifications and uses of the CPS are documented in great detail at the
BLS web site (http://www.bls.census.gov/cps/cpsmain.htm) and elsewhere.
The survey, conducted by Census for BLS, involves a monthly sample of
60,000 in the civilian population, age 15 and older. The survey asks respon-
dents for basic demographic information—age, gender, race, marital status,
education, immigrant status, family structure, and labor market status (for
those age 16 and over)—in addition to the employment status questions.
Respondents are asked if they work for private firms or government or are
self-employed, and they are asked to provide hours worked, occupation,
industry, and earnings information.

The CPS is valuable for identifying new businesses, detected when an
individual goes from employed to self-employed status from one period to
another. Supplements provide detailed information on veterans, computer/
Internet use at home and at work, adult education, health care, and pension
coverage. The CPS is structured as a panel, in which each housing unit is
sampled for four consecutive months, out for eight, and back in for four.
This creates some opportunities for studying self-employed and entrepre-
neurship.

A.4.2 CES

The QCEW, including the payroll records it receives from the state
employment security agencies (SESAs), is a benchmark data source for the
CES. The CES provides employment, hours, and earnings estimates based
on the SESA payroll records. Most of the CES employment series begin in
1990 for the reconstructed NAICS system, although employment by indus-
try supersector is available since 1939. The CES is based on a sample of
about 400,000 business establishments (160,000 firms) in over 1,150 in-
dustries (hours and earnings data are available for about 850 industries).
The LBD, stratified by state, industry, and employment size, serves as the
sampling frame. Geographic location of establishments is designated using
Census-defined MSA guidelines. Beginning with the May 2003 data, the
CES began publishing data organized using the NAICS classification system
(http://www.bls.gov/ces/home.htm).

Series for employment hours and earnings at detailed industry and
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geographic levels are collected and published monthly. In addition to the
online database, the CES program produces a monthly news release and the
monthly periodical Employment & Earnings, which are released on a three-
and five-week lag, respectively. The database includes information on total
employment, number of women employed, average weekly and monthly
hours and earnings, number of production or nonsupervisory workers, and
average weekly overtime hours in manufacturing industries. Microdata are
not publicly available.

Like the BEL and QCEW sampling frames, the CES does not include
nonemployers or detailed characteristics of business owners (http://www.
bls.gov/ces/cesprog.htm).23  The hourly employment data are used in the
BLS industry productivity measures. However, the CES program collects
hours and earning data only for production workers (primarily from the
natural resources and mining and manufacturing sectors) and nonsuper-
visory workers (only from the service-providing industries). Employment
data are collected for all workers, including production and nonsupervisory
workers. BLS is currently collecting hours and earning data for all employ-
ees and plans to publish these data in early 2007 (http://www.bls.gov/ces/
cesww.htm).  Triplett and Bosworth (2004) argue that “with the huge
change in workplace organization and management in recent years, the
boundary between ‘production’ and ‘non-production’ workers has lost its
meaning,” and that the same applies to supervisory and nonsupervisory
workers outside manufacturing. They conclude that there is a clear need
for BLS to collect information on hours of work for all workers, as well as
information on changes in labor quality at the industry level.

A.4.3 Job Openings and Labor Turnover

The BLS JOLTS program provides monthly data, based on a sample of
about 16,000 establishments nationwide, on job openings, new hires, and
both voluntary and involuntary separations. The definition of a job open-
ing or vacancy requires that a specific position exists, that work could start

23BLS’s annual national compensation survey—a redesign of the occupational compensa-
tion survey, the employment cost index, and the employee benefit survey—provides addi-
tional details on employee compensation costs, occupational earnings, and a range of worker
benefits. Other agencies collect data on employee benefits as well. The Centers for Disease
Control and Prevention conduct the National Employer Health Insurance Survey, which
provides information on employer-sponsored health insurance; the Agency for Healthcare
Research and Quality conducts the Medical Expenditure Panel Survey, providing information
on health insurance coverage by firms of various sizes and an overview of access to health
insurance and care.
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within 30 days, and that the employer is actively recruiting from outside the
establishment with the opening. Data are available in a national series and
for four regions. Because the JOLTS data series has only recently been
developed—data are available back to December 2000—it is still rather
limited for business cycle analyses. However, once a sufficiently long time
series has been established, the JOLTS series on hiring activity and job
turnover will become useful for a range of labor market analyses not cur-
rently possible with other data sources.

JOLTS has already been used for assessing the reliability of the Confer-
ence Board’s help-wanted index as a measure of job vacancies, which for
years has been the primary monthly indicator of labor demand (http://
www.bls.gov/jlt/). Since it has been available over a long time period and at
the level of disaggregated regions, the help-wanted advertising index has
been the leading data source for assessing important aspects of the labor
market operations, “such as the effectiveness of the job-matching process.
Depending on the intended application, the help-wanted series may be most
useful when adjusted for underlying trends that are unrelated to labor
market conditions” (http://www.frbsf.org/publications/economics/letter/
2005/el2005-02.html).

 A.5 DATA ON THE SELF-EMPLOYED, ENTREPRENEURS, AND
BUSINESS GESTATION

The vast majority of information on businesses is collected from em-
ployer firms; as a result, less is known about the self-employed. One excep-
tion among the data sources described so far is the CPS. In this section, we
describe data sources that are useful for research on emerging businesses,
the self-employed, and entrepreneurs; in the process, we also discuss some
of the topics that can be illuminated with data collection efforts centered on
households.

A.5.1 Household Surveys:
CPS and the Kauffman Index of Entrepreneurial Activity

Research by Robert Fairlie, who reported to the panel at its September
2005 meeting, articulated the value of household data for research related
to small business dynamics. Fairlie has used CPS data to analyze the self-
employed working in their own incorporated or unincorporated businesses
(BLS published estimates do not include incorporated business owners),
capturing both employer and nonemployer businesses. The CPS is designed
primarily to collect employment information, but, since it also captures
demographic and other supplemental information, a richer picture can be
created.
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The four months in, eight months out, four months in structure of the
CPS makes it possible to match individuals from the first survey period to
the next, as well as month to month to create panel data. Fairlie has been
able to achieve annual match rates of about 70 percent. By linking CPS files
over time, longitudinal data can be created, a situation that allows for the
examination of business creations. Entrepreneurship rates for the 1980-
2001 period, calculated using this method, are presented in Fairlie (2004).
If individuals are tracked over an extended period of time, up to 3 to 4
years, the results of their efforts in operating a business could be tracked
when the business files a Schedule C or, if it hires employees, in the state
Unemployment Insurance and federal Social Security establishment regis-
tries. Entrepreneurs are defined as individuals who report owning a busi-
ness who did not own a business during the previous survey year. A compli-
cation with this method arises if the time spent starting a business is not
considered new business activity without any information on economic
activity of the business entity itself.

Other data sources have been used to estimate self-employment among
population subgroups. For example, BLS’s National Longitudinal Survey of
Youth (NLSY), a nationally representative sample of 12,686 young men
and women who were between the ages of 14 to 22 in 1979, has been used
to generate rates for economically disadvantaged groups. Individuals in the
NLSY were interviewed annually through 1994 and are currently inter-
viewed biennially. The NLSY collects information through an event history
format and focuses primarily on labor force behavior, although it collects
information on a wide range of variables, including child care costs, welfare
receipts, aptitude measures, and school achievement. A second cohort of
9,000 youths were surveyed in the NLSY beginning in 1997 and are inter-
viewed on an annual basis.

Similar work has been done to create the Kauffman Index of Entrepre-
neurial Activity, which uses matched data from the 1996-2004 CPS to
develop a new measure of entrepreneurship. All individuals ages 20-64 who
do not own a business as their main job are identified in the first survey
month. By matching CPS files, it is then determined whether these individu-
als own a business as their main job with 15 or more usual hours worked
per week in the following survey month. The Kauffman index is thus de-
fined as the percentage of the population of nonbusiness owners who start
a business each month. An average of 0.36 percent of the working-age
population created a business each month, representing approximately
550,000 new businesses per month.24

24Based on presentation by Robert Fairlie,  University of California, Santa Cruz, to the
Panel on Measuring Business Formation, Dynamics, and Performance, September 23, 2005,
National Research Council, Washington, DC
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The advantages of household data include comparatively large sample
sizes and long time series and more timely estimates of business ownership
and entrepreneurship. Some of the disadvantages involve limited informa-
tion on business outcomes, employment, and customers. These relative
benefits reveal the attraction of integrating household and business data,
which creates the potential to pull the best information from both.

A.5.2 Survey of Business Owners (SBO)

The Census Bureau’s SBO generates information on the characteristics
of business owners (e.g., gender, race) and their sources of financing. The
richness of the data is enhanced because they can be linked with other
longitudinal survey and administrative data collected by the Census Bu-
reau. The SBO collects information on the minority status of owners and
allows for complex responses in which each owner can report a self-
identified race, as well as multiple racial groups. The sampling frame
includes “all firms operating during 2002 with receipts of $1,000 or more
that filed tax forms as individual proprietorships, partnerships, and any
type of corporation, except those classified as: agricultural production;
domestically scheduled airlines; railroads; U.S. Postal Service; mutual funds
(except real estate investment trusts); religious grant operations; private
households and religious organizations; public administration; and
government” (www. census.gov/Press-Release/www/2005/sbo2002_
presentation.ppt). The IRS compiles for the Census Bureau a list of all
companies filing any of the following forms: IRS Form 1040, Schedule C
(for an individual proprietorship or a self-employed person); 1065 (for a
partnership); any one of the 1120 corporation tax forms; and 941
(Employer’s Quarterly Federal Tax Return) (http://www.census.gov/econ/
census02/text/sbo/sbomethodology. htm).

Separate SBO reports for the Census Bureau’s Surveys of Minority and
Women Owned Business Enterprises include more detailed data by geo-
graphic area, kind of business, and size of business (full details on data
characteristics and reliability can be found at http://www.census.gov/csd/
sbo/intro2002SBO.htm). Conducted in conjunction with the quinquennial
economic census program, these surveys are used in constructing and pub-
lishing the Surveys of Minority-Owned and Women-Owned Business En-
terprises Company Statistics Series. Number of firms, sales and receipts,
paid employees, and annual payroll are included in the published data,
which are presented by geographic area, industry, firm size, and legal form
of organization. Microdata are protected under Title 13 confidentiality
guidelines and are available for statistical purposes to researchers with
special sworn status with the Census Bureau (http://www.census.gov/csd/
mwb/).
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A.5.3 Panel Study on Entrepreneurial Dynamics (PSED)

Organizations outside government have developed keen interest in mea-
suring entrepreneurial activities. The PSED, sponsored by the Kauffman
Foundation, is one such manifestation of this interest. The PSED is a na-
tionally representative database for the United States designed to enhance
understanding of the business start-up phenomenon. The PSED is a longitu-
dinal sample of over 64,000 U.S. households that were contacted to find
individuals who were actively engaged in starting new businesses. Resulting
data are intended to promote research into the business gestation process—
the period before the business actually produces output. The PSED includes
information on the proportion and characteristics of the adult population
involved in attempts to start new businesses, the kinds of activities nascent
entrepreneurs undertake during the business start-up process, and the pro-
portion and characteristics of the start-up efforts that become infant firms.
Prevalence rates for nascent entrepreneurs are reported by gender and
ethnicity (white, black, and Hispanic) on such demographic variables as
age, education, household income, and urban context (Gartner et al., 2004;
Reynolds, 2006).

The PSED focuses on four fundamental questions:

• Who is involved in starting businesses in the United States?
• How do they go about the process of starting companies?
• Which of these business start-up efforts are likely to result in new

firms?
• Why are some of these business start-up efforts successful in creat-

ing high-growth businesses? (http://research.kauffman.org/cwp/app
manager/ research/)

Four panels of data are currently available covering the time period
1998 to 2003.  Additional work has begun that will follow a cohort of
“nascent entrepreneurs” for three years.  Data from the first-year inter-
views are scheduled to be available in 2006. The data are being used to
address a number of research questions—for example, to estimate the
number of individuals or teams of individuals in the United States attempt-
ing to start a business at any given time, the variation in start-up rates
among minority groups, and the impact of education on entrepreneurship.
Data from the PSED are maintained and made available for download by
the University of Michigan’s Institute for Social Research (http://
www.psed.isr.umich.edu).
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A.5.4 Global Entrepreneurship Monitor (GEM)

A recent Organisation for Economic Co-operation and Development
(OECD) report (Vale, 2006) provides an inventory of the different sources
of data on start-ups in the OECD member countries. One data source
described in the study is the GEM; in this project, a new sample is drawn
each year from adult populations to generate a harmonized set of cross-
national comparisons. The GEM collects data on various aspects of entre-
preneurship through a series of coordinated household surveys in a gradu-
ally increasing number of countries worldwide. The GEM has focused on
the study of early-stage entrepreneurial activity and is moving into “analy-
ses of the existence and characteristics of established business owners; the
degree of innovativeness, competitiveness, and growth expectations of
early-stage and established business owners; and the existence and charac-
teristics of social environments conducive to entrepreneurship” (Global
Entrepreneurship Monitor, 2004; http://www.gemconsortium.org/).

Using the conceptual framework and methodology developed for the
initial PSED, the GEM program was developed in 1998 to provide harmo-
nized cross-national comparisons of the prevalence of adults participating
in new firm creation. This was accomplished by commissioning surveys of
the adult population in participating countries using a common interview
schedule and consolidating and standardizing the responses; the result is the
capacity to compare the proportion of the adult population (ages 18-64) in
each country that is actively engaged in new firm creation. The major
comparisons utilize the Total Entrepreneurial Activity Index, reflecting both
those in the start-up process as well as owner-managers of new firms up to
42 months old. These interviews were supplemented by personal interviews
with 30-80 national experts in entrepreneurship in each country, standard-
ized expert questionnaire responses, and an assembly of a considerable
amount of harmonized national data from standardized sources (Reynolds
et al., 2005).

The GEM also produces a report on women and entrepreneurship
based on survey data from more than 107,000 respondents in 35 countries.
The report attempts to quantitatively characterize and describe patterns of
behavior among women entrepreneurs relative to those of men and to
measure the gender gap for entrepreneurial activity internationally. The
first annual report was produced on 10 countries in 1999. By 2005, over 44
countries, as well as specialized regions in some countries, had been in-
volved for one or more years. An annual report summarizes the major
cross-national findings supplemented by special topic reports and annual
country reports. Over 100 of these reports and the major data sets, with a
three-year lag, are provided on the project web site (www. gemconsortium.
org).
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A.5.5 American Time Use Survey (ATUS)

Other federal data collections exist that, although not specifically de-
signed to measure entrepreneurial activity, may eventually be useful. One
example is BLS’s recently launched ATUS. The ATUS includes data on time
spent working, sleeping, shopping, volunteering, participating in leisure
activities, etc. It also includes self-employment identifiers and data on hours
worked. In addition to its time diary, the ATUS collects demographic and
labor force information, as well as summary questions on child care activi-
ties, paid work activities, and absences from home (Frazis and Stewart,
2004).

The ATUS diary can be used to assess the validity of claims that house-
hold surveys overstate hours worked (Robinson and Bostrom, 1994). A
comparison of data on hours worked from the CPS and the ATUS (2003
data) provides some support for this claim. The average number of weekly
hours worked estimated from the ATUS fell in the 37.3 to 37.9 range—
depending on which work-related activities are included—relative to about
39 hours reported in the CPS (Frazis and Stewart, 2004). One possible
explanation is that hours worked during CPS reference weeks (the week
including the 12th of the month) are higher than nonreference weeks. In
fact, in their comparison work, Frazis and Stewart found that “estimates of
actual hours worked from the CPS are very close to (ATUS) time-diary
estimates for the CPS reference week.” In other research, Song (2005) and
Eldridge and Pabilonia (2005) used ATUS data to investigate the incidence
of people working at home and its relation to pay status and length of hours
worked. ATUS data can also be used to compare how self-employed work-
ers spend their time relative to wage and salary workers. However, “work”
itself is a black box category, and not much can currently be done to
measure specific entrepreneurial activities.

A.5.6 The American Community Survey (ACS)

The Census Bureau’s ACS will generate household-based data that will
also be useful for studying self-employment trends. Question 35 of the
survey asks respondents about their current or most recent job activity—
specifically, whether the person was “an employee of a private for profit
company; an employee of a private not for profit, tax-exempt, or chari-
table organization; a local government employee; a state government
employee; a federal government employee; self-employed in own not in-
corporated business, professional practice, or farm; self-employed in own
incorporated business, professional practice or farm; working without pay
in a family business or farm.” Question 41 asks for “self-employment
income from own non-farm business or farm business, including
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proprietorships and partnerships (report net income after business ex-
penses)” http://www.census.gov/acs/www/SBasics/SQuest/SQuest1. htm.

The ACS data undergo extensive computer editing to correct reporting
deficiencies and improve consistency of the income reports. For example,
“if people reported they were self employed on their own farm, not incor-
porated, but had reported only wage and salary earnings, the latter amount
was shifted to self-employment income.”25  The ACS data are limited in
that income is often underreported. In addition, the earnings data generated
are not directly comparable with those from the SSA records, since SSA
data are based on employer reports and income tax returns for the self-
employed. Furthermore, SSA excludes some civilian government and non-
profit organization employees, workers covered by the Railroad Retirement
Act, and people whose earnings are insufficient for the Social Security
program.

A.6 DATA COVERAGE OF SPECIAL SECTORS:
AGRICULTURE, NONPROFITS, AND E-COMMERCE

While this report does not deal with or make recommendations specifi-
cally about issues that are unique to the agricultural sector, we point out
here that there are numerous data sources covering the sector. In fact,
relative to its quantitative role in the economy, more is spent in the produc-
tion of statistics on agricultural output (and other variables) than on other
areas of the economy, including those that are growing rapidly.

A.6.1 Agricultural Resource Management Survey (ARMS)26

The Economic Research Service (ERS) and the National Agricultural
Statistical Service of the U.S. Department of Agriculture (USDA) are joint
sponsors of the annual ARMS, the primary source of information on “the
financial condition (including debt levels), production practices, resource
use, and economic well-being of America’s farm households.” The ARMS
provides data on the business side of farms (i.e., field-level farm practices
and economics of the business) as well as household characteristics, such as
age, education, farm and off-farm work and income, and family living
expenses, making ARMS the most broad-based source of national agricul-
tural business data.

25American Community Survey: 2004 Subject Definitions (www.hawaii.gov/dbedt/info/
census/acs/acs_subject_definitions_8_05.pdf).

26Information on this survey can be found at the USDA web site: http://www.ers.usda.gov/
data/arms/GlobalAbout.htm#Use.
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The ARMS data provide the basis for various USDA estimates, includ-
ing the annual cost-of-production estimates the department is congression-
ally mandated to produce for over 15 commodities and the annual esti-
mates of average and net farm income, which in turn are used by the
Bureau of Economic Analysis (BEA) to develop GDP and personal income
estimates. In addition, the Food and Agriculture Act of 1977 requires
USDA to produce the Annual Report on Family Farms. In preparing this
report, ERS draws on the ARMS data for information on a host of rela-
tionships, including:

• farm participation in agricultural programs and the distribution of
farm program payments;

• the structure and organization of farms, including family and
nonfamily ownership;

• the use of new production technologies and other management
practices;

• farm use of credit;
• farmers’ participation in off-farm employment; and
• identifying the characteristics of producers purchasing crop

insurance.

A.6.2 Nonprofit Organizations27

While there are gaps in data for studying the performance and eco-
nomic contribution of nonprofit organizations, many of the data that are
collected are publicly available because confidentiality constraints on infor-
mation (including financial data) are very different. The IRS maintains a
continuously updated registry of tax-exempt nonprofit organizations,
which, in turn, is incorporated into the IRS Business Master File. Unlike
other components of the master file, the IRS is allowed to provide public
access to information on Forms 900 filed by nonprofits, a condition for tax-
exempt status. Information becomes available to the public roughly six
months after the IRS rules that an organization qualifies for tax-exempt
status. The IRS registry of exempt organizations can be used to identify
births and deaths in the sector. Registry data have been used to measure
elapsed time from birth to filing Form 990 (David, Pollak, and Arnsberger,
2005) and, with a longer lag, also transitions to inactive status.

27To a large extent this description is a summary of a presentation to the panel by Martin
David, Urban Institute, on the state of data for measuring activity in the nonprofit sector.
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Census Bureau lists include Business Master File and Form 941
information on nonprofit organizations, as does the QCEW at BLS.
The QCEW can be used to measure employment growth for new orga-
nizations; however, since nonprofit status is not identified, estimates
(such as Knaup, 2005) cannot easily be broken out by for-profit and
nonprofit status. However, researchers from the Johns Hopkins Center
for Civic Society Studies have used QCEW data via the BLS outside
researcher program to develop a way to identify nonprofit organiza-
tions in the QCEW and produce employment statistics on the sector.
The joint initiative method involves identifying tax-exempt firms in the
data sets by “matching employer identification numbers on the QCEW
files with those on the exempt organization master file, maintained by
the Internal Revenue Service.” The Form 990 information from the IRS
is limited in that the data are organization-based, rather than establish-
ment-level based (Salamon and Sokolowski, 2005). Unlike the Census
Bureau’s economic census, the QCEW has broader coverage of the
nonprofit sector and is more timely. The decennial population census
and the CPS cover the nonprofit sector; however, research shows that
the self-identification of the profit or nonprofit status of a workplace is
questionable.

 There is high demand for small-area statistics on the numbers of non-
profit organizations and employees. In principle, such estimates could be
produced, as often as quarterly, from states and metropolitan areas from
Form 941 or QCEW data. Employment information from QCEW data are
more precise since organizations are disaggregated to the establishment
level. Also, employment information is not collected from organizations
with less than $100,000 annual revenue that file Form 990-EZ. Organiza-
tions with less than $25,000 annual revenues over three years do not need
to file at all, and there are not much data on slightly larger organizations
without paid employees.

These sources say little about the use of volunteer labor, an important
input for nonprofit operation. Estimates of the supply of volunteer labor
can be produced by various household data collections, particularly the
CPS supplement and the newly developed ATUS. Use of this labor, particu-
larly at the establishment level, is still largely missing.

Martin David suggested to the panel that microdata that include the
exempt status of the organization should be created and made available to
researchers at the Census and BLS data centers with restricted access. He
noted further that the NAICS industrial classification is insufficient for
nonprofit organizations. The National Taxonomy of Exempt Entities
(NTEE), which is used by the IRS to classify annual information returns, is
more detailed (for example, it distinguishes between elementary and high
schools, which NAICS does not). Carrying over NTEE from the source
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documents at the organization level to statistical coverage at the establish-
ment level would be useful. His other suggestions were to require that Form
990 be filed more promptly after the end of the fiscal year and to require it
to identify revenue from government contracts to improve information for
measuring balance of private financing versus government financing of
nonprofits.

The Urban Institute’s National Center for Charitable Statistics has cre-
ated a digital census of charitable nonprofit organizations (classified as IRS
501(c)(3) entities), built from Form 990 data, that contains most of the
fields from these forms. Industry coding is also incorporated, and the na-
tional taxonomy of exempt entities used in creating the digital census im-
proves classification of organizations, which creates value added to the IRS
registry. Microdata are linked into a panel structure using EINs. New data
are released annually and are accessible to researchers.

A.6.3 E-Commerce28

The impact of electronic commerce (e-commerce) on the U.S. economy
is growing and is now widely discussed; however, there is a significant data
gap in the official, national economic statistics. The Census Bureau and
BEA are involved in efforts to fill this data gap by measuring aspects of the
“new economy.” Much of the initial efforts were oriented toward simply
defining e-commerce and digital and electronic economic activities (Tehan,
2003). A number of basic questions emerged:

• How is business-to-business and business-to-consumer e-commerce
impacting the accuracy of labor surveys?

• What are the goods and services choices, characteristics, and prices
offered?

• How difficult is it to track international transactions as well as
business costs and productivity (Tehan, 2003)?

Gaps in data on e-commerce (e.g., the extent to which computers and the
Internet have reduced entry barriers for small businesses, making them
better equipped to compete in the economy) have kept researchers from
fully exploring questions involving the extent to which new technologies
are altering business dynamics.

The taxonomy of e-commerce continues to evolve to reflect that clear
distinctions are not always possible—online retailers expand their inven-

28Much of this information is taken from Berney (1999) and from the Report for Congress,
E-Commerce Statistics: Explanation and Sources (updated June 4, 2003).
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tory, and brick-and-mortar businesses develop online components. The
Census Bureau collected e-commerce data in four surveys, to measure vari-
ous aspects of economic activity, including shipments for manufacturing,
wholesale and retail trade sales, and service industry revenues. To capture
whether firms were conducting sales online and the volume of these sales,
the Census Bureau added two questions to its monthly retail trade survey in
fall 1999. In addition, the Census Bureau developed the U.S. Department of
Commerce E-Stats web site devoted to “measuring the electronic economy,”
which covers NAICS industries, or 70 percent of economic activity from the
1997 economic census (Tehan, 2003, pp. 3-5). BEA has considered whether
e-commerce can be accurately measured and has proposed “a comprehen-
sive measure of e-business and high-tech that would measure the new
economy in a comprehensive and consistent fashion” (Tehan, 2003, p. 6).

At the Understanding the Digital Economy conference in May 1999,
John Haltiwanger noted that existing databases were unlikely to have the
capacity in the near term to measure what is happening in the digital
economy, particularly by firm size. The LEEM file, discussed above, can be
used to determine growth rates, the geography of fast-growing firms, birth
and death information, and mergers and acquisitions. The data, which
existed in the LEEM file, were not used to advance understanding of the
digital economy, because “the problems were that the digital economy
would have to have been defined by the 1987 SIC code designations which
are outdated and would have covered only the time period 1988-1995”
(Berney, 1999, p. 3). In addition, Berney speculated that the NAICS codes
will also have difficulty keeping up with this continuously evolving segment
of the economy.

The Statistics Canada model provides a way to both reduce the bureau-
cratic lags from the cooperation of multiple data collection agencies and
protect the individual agency budgets. “Until the federal statistical agencies
can make more current data available, researchers will need to rely on
survey information by private firms and trade associations to analyze what
is going on in e-commerce and the digital economy” (Berney, 1999, p. 3).
Microsoft, Nathan Associates, the International Data Corporation, and the
Yankee Group have been involved in developing databases on the digital
economy and e-commerce. The 2003 Report to Congress lists web ad-
dresses for e-commerce statistics as of June 2003, including government,
academic, and private research firms.

A.7 FINANCIAL DATA

When measuring and evaluating entrepreneurial activity, it is impor-
tant to identify financial sources and to differentiate between venture-
backed companies and others. Current data on financing and investments
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are insufficient in terms of analyzing how financing interacts with the evo-
lution of new firms. In his presentation to the panel, Steven Kaplan (Univer-
sity of Chicago Graduate School of Business) noted the need to integrate
financial data with performance data. Given existing databases, it is, for
example, very difficult to study the extent to which economic activity and
job growth are driven by venture capital.

Existing databases include Venture Economics, Venture One, the Sta-
tistics of Income (SOI), Compustat, the Annual Capital Expenditures Sur-
vey (ACES), and the Kauffman Financial and Business Database (KFBD).
Currently, the databases are not linked to one another. Venture Economics,
owned by Thompson, is useful for valuation history. The Dow Jones Ven-
ture One includes higher quality, clean data and more valuation data and
data on people than Venture Economics. However, the data from Venture
One are difficult to access, compared with Venture Economics data, which
are accessible for a fee.

SOI corporate data are the only publicly available source of corporate
financial information; data products for S-corporations—those with 75 or
fewer shareholders—are also available. The data, based on a stratified
random sample of 130,000 preaudited returns, contain income statements,
balance sheets and tax information, industry classification, identification of
accounting periods and sizes of assets, receipts, and income taxes after
credits. The SOI provides data annually to BEA on partnerships, as well as
producing annual information on nonfarm sole proprietorships from Sched-
ule C data.

Standard and Poor’s produces Computstat, a database for all publicly
traded firms in the U.S. stock market. It is geared mainly toward investors
and attempts to standardize financial statements and accounting statement
information on companies around the world. Compustat has been longitu-
dinal since 1980 and includes such information as quarterly and annual
income statements, balance sheets, and cash flow statements. Reporting
units are identified by reporting company and a 4-digit SIC code and are
business or industry segments, defined by the Financial Accounting Stan-
dards Board (FASB) Statement of Financial Accounting Standards No. 14
as: a component of an enterprise engaged in providing a product or service
or a group of related products or services primarily to unaffiliated custom-
ers (i.e., customers outside of the enterprise) for profit (FASB Statement
14, p. 7).

In its words, the Census Bureau began the ACES as part of a compre-
hensive program designed to provide detailed and timely information on
capital investment in new and used structures and equipment by nonfarm
businesses. The survey sample includes approximately 46,000 employer
companies and approximately 15,000 nonemployer companies. The survey
prior to 1999 published capital expenditures data only for “97 industries
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comprised of two-digit and selected three-digit industries from the Standard
Industrial Classification (SIC) system. . . . Beginning with the 1999 ACES,
for companies with employees, capital expenditures data are published for
industries comprised primarily of three-digit and selected four-digit indus-
tries from the North American Industry Classification System (NAICS)”
(http://www.census.gov/csd/ace/).

The Kauffman Foundation purchases data semiannually from D&B
and uses them to develop the KFBD, a longitudinal file of annual data since
1996. More than 1 million records make up the KFBD, housing financial
information on more than 300,000 firms and current demographic data for
over 900,000 companies, each record including an annual balance sheet, an
annual income statement, fourteen standard financial ratios, and various
firm-level demographic items. The KFBD contains complete, consecutive
financial statements for approximately 50,000 companies for a period of 3
years in length.  These data may be sorted by industry (either NAICS or
SIC codes), year started, number of employees, annual sales, minority own-
ership, and detailed location information, among other variables (http://
research.kauffman.org/cwp/appmanager/research/researchDesktop).
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TABLE A-1  BUSINESS DATA SETS1

1Much of this information, and in some cases a good deal more, can be found on web pages
of the statistical agencies and other data collection organizations.
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Appendix B

Biographical Sketches of
Panel Members and Staff

JOHN HALTIWANGER (Cochair) is professor of economics at the Uni-
versity of Maryland. Previously, he served as chief economist at the Bureau
of the Census. He currently serves as a research associate at the Center for
Economic Studies and at the National Bureau of Economic Research. His
recent research has exploited the newly created longitudinal establishment
and employer-employee matched databases that have been developed at the
Census Bureau. This research centers on the process of job and worker
reallocation, retooling and restructuring in the U.S. economy, and the con-
nection of these factors to the business cycle and productivity growth. He is
the author of the books Job Creation and Destruction and Labor Statistics
Measurement Issues. He is a member of the American Economic Associa-
tion, the Econometric Society, and the American Statistical Association. He
serves on the editorial board of Small Business Economics, the Journal of
Evolutionary Economics, and the Journal of Macroeconomics. At the Na-
tional Research Council, he is a member of the Committee on National
Statistics. He has an Sc.B. in applied mathematics-economics from Brown
University and a Ph.D. in economics from the Johns Hopkins University.

LISA M. LYNCH (Cochair) is the William L. Clayton professor of interna-
tional economic affairs and former academic dean of the Fletcher School at
Tufts University. She has published over 50 articles and books in her prin-
cipal fields of research—labor economics, international human resource
management, and applied econometrics. She is currently the deputy chair of
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the Board of Directors of the Federal Reserve Bank of Boston, chair of the
American Economics Association Committee on the Status of Women in
the Economics Profession, and executive board member of the Labor and
Employment Relations Association. She is the former chief economist of the
U.S. Department of Labor, chair of the Federal Economics Statistical Advi-
sory Committee, and coeditor of the Journal of Labor Economics. At the
National Research Council, she served on the Committee Toward Improved
International Labor Standards: Data, Monitoring, and Compliance. She
has a B.A. in economics and political science from Wellesley College and
M.Sc. and Ph.D. degrees, both in economics, from the London School of
Economics.

JOHN M. ABOWD is the Edmund Ezra Day professor of industrial and
labor relations at Cornell University, director of the Cornell Institute for
Social and Economic Research, distinguished senior research fellow at the
Census Bureau, research associate at the National Bureau of Economic
Research, and research affiliate at the Centre de Recherche en Economie et
Statistique in Paris. His current research focuses on the creation and use of
linked, longitudinal data on employees and employers. In his work at the
Census Bureau he provides the scientific leadership for the Longitudinal
Employer-Household Dynamics Program, which is creating research data
integrating demographic surveys, economic surveys, and administrative
data.  He has an M.A. and Ph.D., both in economics, from the University
of Chicago.

PATRICIA M. ANDERSON is professor of economics at Dartmouth Col-
lege and a faculty research fellow at the National Bureau of Economic
Research. Her research includes the use of business microdata, the effects of
unemployment insurance payroll taxes on wages and unemployment, the
effects on trends in labor force participation and retirement on pensions
and social security, and the extent and consequences of job turnover. She is
coeditor of the Journal of Human Resources and serves on the editorial
board of The B.E. Journals in Economic Analysis and Policy. She also
served as a member of the Federal Economic Statistics Advisory Commit-
tee. She has an M.A. and a Ph.D., both in economics, from Princeton
University.

MATTHEW BARNES is senior economist in the Better Regulation Execu-
tive in the Cabinet Office of the United Kingdom.  His current work focuses
on the measurement and reduction of regulatory burdens on business and
the public sector. This includes work to improve the use of analysis used in
policy making and research into new policy options to improve outcomes
while managing burdens. He was previously at the UK Office for National

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


174 UNDERSTANDING BUSINESS DYNAMICS

Statistics, where his work focused on productivity, issues concerning the
consistency of data from national accounts and labor market statistics
sources, and international comparisons of productivity.  He has a B.Sc. in
economics and finance from the University of York and an M.Sc. in eco-
nomics from the University of Essex.

STEVEN DAVIS is the William H. Abbott professor of international busi-
ness and economics at the University of Chicago Graduate School of Busi-
ness, a research associate with the National Bureau of Economic Research,
and a visiting scholar at the American Enterprise Institute.  He previously
taught at Brown University and the Massachusetts Institute of Technology
and served as a consultant and researcher at the Federal Reserve Bank of
Chicago. His research focuses on job creation and destruction, tax effects
on work activity, the distribution of consumption and earnings, the de-
mand for risky assets, and software pricing and design. He is a member of
the American Economic Association, the Econometric Society, and the So-
ciety of Labor Economists.  He is the coauthor of Job Creation and De-
struction. He has a B.A. in economics from Portland State University and
M.A. and Ph.D. degrees, both in economics, from Brown University.

TIMOTHY DUNNE is senior economic advisor in the Research Depart-
ment of the Federal Reserve Bank of Cleveland. He was previously the
Chong K. Liew professor of economics at the University of Oklahoma. He
also earlier served as the director of research in the Office of the Chief
Economist at the Census Bureau. His fields of interest focus on applied
microeconomics, industrial organization, labor economics, and the eco-
nomics of technological change. He has a B.A. in economics and history
from the College of William and Mary and a Ph.D. in economics from the
Pennsylvania State University.

ROBERT M. GROVES is professor of sociology and the director of the
Institute for Social Research at the University of Michigan. He has pub-
lished widely on such topics as the impact of mode of data collection,
interviewer behavior, and the use of computer assistance on the quality of
survey data. He is the author of Survey Errors and Survey Costs and the
coauthor of Nonresponse in Household Surveys. At the National Research
Council, he has served on seven committees and is a former member of the
Committee on National Statistics. He has an M.A. in statistics and an M.A.
in sociology from the University of Michigan and a Ph.D. in sociology from
the University of Michigan.

SUSAN HANSON is a professor in the Graduate School of Geography
at Clark University. Her current research focuses on understanding how

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


APPENDIX B 175

gender, geographic opportunity structures, and geographic rootedness
affect entrepreneurship in cities, as well as on understanding the emer-
gence of sustainable versus unsustainable practices in urban areas. She is
a past president of the Association of American Geographers and a
member of the National Academy of Sciences. She has a B.A. in geography
from Middlebury College and a Ph.D. in geography from Northwestern
University.

CHRISTOPHER MACKIE is a study director with the Committee on Na-
tional Statistics (CNSTAT) specializing in economic measurement and sta-
tistics. In addition to this study, he led a number of other projects, including
those that produced the reports, At What Price? Conceptualizing and Mea-
suring Cost-of-Living and Price Indexes, and Beyond the Market: Design-
ing Nonmarket Accounts for the United States.  He has also led a number
of CNSTAT initiatives related to national health accounting and to data
access, sharing, and confidentiality issues. He is the author of Canonizing
Economic Theory. He has a Ph.D. in economics from the University of
North Carolina, and has held teaching positions at the University of North
Carolina, North Carolina State University, and Tulane University.

ROBERT H. MCGUCKIN, III, was director of Economic Research at The
Conference Board. Previously, he served as Chief of the Center for Eco-
nomic Studies, U.S. Bureau of the Census. His most recent work focused on
international comparisons of productivity and research and development,
diffusion of information and communication technology, mergers and ac-
quisitions, and economic and business cycle indicators. He received his B.A.
in Mathematics from Ithaca College in 1965, his M.A. in Economics from
the State University of New York at Buffalo in 1968, and his Ph.D. in
Economics from the State University of New York at Buffalo in 1970. He
was a member of the American Economic Association, the National Asso-
ciation of Business Economists, and the American Statistical Association.

PAUL D. REYNOLDS is a distinguished visiting professor of management
in the College of Business Administration of Florida International Univer-
sity. He also serves as director of the Entrepreneurial Research Institute of
the Eugenio Pino and Family Global Entrepreneurship Center. He has been
the coordinating principal investigator on a number of research programs,
including the Panel Study of Entrepreneurial Dynamics and the Global
Entrepreneurship Monitor program; both programs have involved consor-
tia of three dozen units and over 100 scholars. Since 1995 he has served as
professor of entrepreneurship at the London Business School and as profes-
sor of entrepreneurial studies at Babson College; in prior years he taught at
a number of universities, including 20 years at the University of Minnesota.

Copyright © National Academy of Sciences. All rights reserved.

Understanding Business Dynamics:  An Integrated Data System for America's Future
http://www.nap.edu/catalog/11844.html

http://www.nap.edu/catalog/11844.html


176 UNDERSTANDING BUSINESS DYNAMICS

He is the author of The Entrepreneurial Process (with Sammis White),
Ethics and Social Science Research, Ethical Dilemmas and Social Science
Research, and A Primer in Theory Construction. He has an M.B.A. in
business, an M.A. in psychology, and a Ph.D. in sociology, all from Stanford
University.

MARK J. ROBERTS is professor of economics at the Pennsylvania State
University.  His research focuses on applied microeconomics and industrial
organization.  He serves on the American Economic Association Census
Advisory Committee, the Executive Committee of the Conference on Re-
search in Income and Wealth, and is a research associate for the National
Bureau of Economic Research.  He is the coeditor of Industrial Evolution in
Developing Countries: Micro Patterns of Turnover, Productivity, and Mar-
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Index

A

ACES. See Annual Capital Expenditures
Survey

ACS. See American Community Survey
program

Administrative Conference, 88
Administrative data, building registers

primarily from, 5, 70–71
Agency for Healthcare Research and

Quality, Medical Expenditure Panel
Survey, 141n

Agricultural Resource Management Survey
(ARMS), 148–149

Alternative models, building registers
primarily from administrative data,
70–71

American Community Survey (ACS)
program, 41, 98, 101, 147–148

American Time Use Survey (ATUS), 78,
101, 147, 150, 161

Annual Capital Expenditures Survey
(ACES), 35, 58, 97, 153–154

Annual Refiling Survey (ARS), 129
Annual Report on Family Farms, 149
Annual Survey of Manufacturers, 99, 126
Assets, ownership structure of, 37
ATUS. See American Time Use Survey
Australian Bureau of Statistics, 104
Australian Tax Office, 51

B

BEA. See Bureau of Economic Analysis
BED. See Business Employment Dynamics

program
Births and deaths, firm

administrative definitions, 33–35
identifying, 29–35, 126, 131, 139
legal and production-oriented concepts,

31–33
BITS. See Business Information Tracking

Series
BLS. See Bureau of Labor Statistics
BMF. See Business Master File
Burden budget system, 52
Bureau of Economic Analysis (BEA), 7–9,

24, 65–67, 80–81, 90, 111–113, 149,
153

Bureau of Labor Statistics (BLS), 7–8, 14,
24, 33, 41–42, 51, 53–54, 56,
65–66, 70–75, 80–81, 90, 111,
160–162

American Time Use Survey, 78, 101,
147, 150, 161

Business Employment Dynamics
program, 14, 36, 70, 75, 77, 83,
131, 133, 135, 160

Business List, 127–129
Current Employment Statistics, 161
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Current Population Survey, 28n, 40–41,
59, 78, 98, 101, 139–140, 142–143,
150, 162

industry codes, 82
Job Openings and Labor Turnover

Survey, 139, 141–142, 162
Longitudinal Database on Businesses, 110
Multiple Worksite Reports system, 33,

42, 72, 81, 128–129
National Longitudinal Survey of Youth,

78–79, 143
Quarterly Census of Employment and

Wages, 7, 35, 71–72, 124, 127–129,
133–134, 160

Quarterly Unemployment Insurance, 124
recommendations for, 5–9, 95–97, 103–

107, 110
Business creation

data coverage of, 142–148
processes of, 69

Business Data Linking Project (UK), 57
Business data sets, 158–159

Dun and Bradstreet, 167
Federal Reserve Board, 167
flexibility of, 46, 49
Global Entrepreneurship Monitor

Consortium, 168
Internal Revenue Service, 168
Kauffman Foundation, 169–170
Small Business Administration, 170–171
Standard & Poor’s, 171
U.S. Census Bureau, 163–166, 170–171
uses and challenges of, 17–19

Business definitions, 28–46
concept versus existing data collection,

42–45, 152
conclusions, 45–46
defining business units and identifying

births and deaths, 29–35
defining business units for the purpose

of measuring dynamics, 35–42
Business dynamics, 6–7, 116

defining business units for the purpose
of measuring, 35–42

literature on, 36
processes of, 69
value of studying, 19–21

Business Employment Dynamics (BED)
program, 14, 36, 70, 75, 77, 83,
131, 133, 135, 160

Business Establishment List (BEL). See
Quarterly Census of Employment
and Wages (QCEW)

Business identifiers, unique, 54–55
Business Information Tracking Series

(BITS), 138, 171
Business list-based sources of longitudinal

microdata, 130–136
BLS’s Business Employment Dynamics

Program, 14, 36, 70, 75, 77, 83,
131, 133, 135, 160

ILBD and precursors, 131–132
Longitudinal Employer-Household

Dynamics Program, 44, 54, 83, 87,
102, 131, 134–136, 166

National Establishment Time Series, 136
Business lists, 60

Census Business Register, 44, 124–127,
163

Dun’s Market Identifiers, 129–130
Business Master File (BMF), 33, 124, 149
Business owners, surveying, 99–100
Business registers, 53–57

building primarily from administrative
data, 70–71

consistency and coverage, 69–74
data gaps in, 66
effective data sharing, 55–57
ideal business register characteristics,

53–54
linkages with existing surveys and

administrative data, 47
unique business identifiers, 54–55

Business start-ups. See also Nascent
businesses

overestimating, 39
processes of, 69
tools for studying, 135

Business units
administrative definitions, 33–35
defining, 29–35
legal and production-oriented concepts,

31–33
Businesses. See also Nascent businesses;

Small businesses; Young businesses
defining and tracking over time, 53–57
nonemployee, 30

C

Capital expenditures, measuring, 65
CBP. See County Business Patterns
Census Business Register, 44, 88, 124–127,

163
Census of Manufacturers, 77n
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Censuses of Retail, 77
Center for Economic Studies, 83, 114, 127,

131
Center on Nonprofits and Philanthropy, 16n
Centers for Disease Control and Prevention,

National Employer Health Insurance
Survey, 141n

CES. See Current Employment Statistics
CIPSEA. See Confidentiality Information

Protection and Statistical Efficiency
Act

Committee on National Statistics
(CNSTAT), 10, 82, 87n, 88, 108

Community Innovation Survey, 59
Company Organization Survey (COS), 42,

72–74, 81, 125–126, 163
Company Statistics Series, 144
Compustat, 153, 171
Confidentiality

laws on, 89
of microdata, 71
policies on, 90, 135
preserving, 84, 114
principle of, 3, 23–24, 49

Confidentiality Information Protection and
Statistical Efficiency Act (CIPSEA),
8–9, 23–24, 80, 87, 105–107, 111–
112

Congress, 89–90
Congressional Budget Office, 9
Coordination, of the business lists, 105–107
Corporations, 30, 33, 144
COS. See Company Organization Survey
Cost efficiency

principle of, 4, 26–27
recommendations concerning, 11

Council of Economic Advisors, 90, 113
County Business Patterns (CBP), 67, 72,

127
CPS. See Current Population Survey
Credit reports, 67
Cross-sectional perspective, 36
Current data collections

business data sets, 158–159
business list-based sources of

longitudinal microdata, 130–136
counting firms and cataloging essential

characteristics, 124–130
data coverage of special sectors, 148–

152
data on the self-employed, entrepreneurs

and business gestation, 142–148

data sources designed to improve
coverage of small and young
businesses, 136–139

employment statistics, 139–142
financial data, 153–154
overview of, 123–171

Current data coverage, stylized depiction of,
68

Current Employment Statistics (CES), 61,
140–141, 161

Employment & Earnings, 141
Current Population Survey (CPS), 28n, 40–

41, 59, 78, 98, 101, 139–140, 142–
143, 150, 162

Current business data system, 13–15

D

D&B. See Dun and Bradstreet
Data

access issues, 115, 129, 140
access issues abroad, 85
administrative, 5, 70–71
expanding the use of, 108–110
gaps in, 151
linking survey and administrative

sources, 100–105
longitudinal, 63, 135, 143
survey, 135

Data and statistics on business dynamics,
92–116

changing the data sharing environment to
realize systemic efficiency, 110–113

expanding data sources for measuring
business dynamics, 94–100

more effective use of existing
information, 100–110

recommendation priorities and costs,
113–116

Data coverage of special sectors, 148–152
Agricultural Resource Management

Survey, 148–149
electronic commerce, 151–152
nonprofit organizations, 149–151

Data coverage of the self-employed, 142–148
American Community Survey, 41, 98,

101, 147–148
American Time Use Survey, 78, 101,

147, 150, 161
Global Entrepreneurship Monitor, 146
household surveys, 142–144
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Panel Study on Entrepreneurial
Dynamics, 145

Survey of Business Owners, 79, 144, 166
Data coverage of young and small

businesses, 67–76
business register consistency and

coverage, 69–74
register-based business dynamics

programs, 75–76
Data gaps

in business dynamics, 77–79
in business registers, 66

Data masking, 85
Data sharing among agencies

changing the environment to realize
systemic efficiency, 110–113

effectiveness of, 55–57
history of, 87–91

Data sources designed to improve coverage
of small and young businesses, 136–
139

Kauffman Firm Survey, 138–139
Small Business Administration-funded

data sources, 137–138
Survey of Small Business Finances, 79–

80, 129, 136–137, 167
Data sources for measuring business

dynamics, 94–100
nascent business activity, 97–99
sampling young and small firms, 94–97
surveying business owners, 99–100

Data Universal Numbering System (DUNS),
129–130

Deactivation, of firms, 32
Deaths. See Births and deaths
Deficiencies, principle of targeting, 4, 26
Defining business units, 28–46

identifying births and deaths, 29–35
identifying nascent businesses, 40–42
producer dynamics, 37–40
for the purpose of measuring dynamics,

35–42
Demographic surveys, 60–61
Denmark, 53, 70, 85
Design principles, 47–53

managing respondent burden, 50–53
recognizing and responding to multiple

user needs, 48–49
Dow Jones, Venture One, 153
Dun & Bradstreet (D&B), 7, 41, 70, 80,

124, 129–130, 136, 139, 154, 167

Duns Market Identifiers (DMI), 129–130,
167

E

eBay, 28
Economic Census, 72–73, 164
Economic Planning and Coordination

Division (EPCD), 48
Economic Report of the President, 90
Economic Research Service (ERS), 148
Economic Statistics Initiative, 89
Effectiveness of data sharing, 55–57
Effectiveness of use of existing information,

100–110
coordinating the business lists, 105–107
expanding the use of data, 108–110
linking survey and administrative data

sources, 100–105
EIN. See Employer Identification Number
Electronic commerce (e-commerce), 62,

151–152
gaps in data on, 151

Employee businesses, 30
Employee Characteristic File, 134
Employee leasing firms, 81
Employer Human Capital File, 134
Employer Identification Number (EIN), 33–

34, 70, 73–74, 96–97, 109, 129,
131–133, 151

application information, 125
data based on, 34, 43

Employer Quarterly Workforce Indicators,
134

Employment & Earnings, 141
Employment History File, 134
Employment statistics, 139–142

Current Employment Statistics, 140–141
Current Population Survey, 28n, 40–41,

59, 78, 98, 101, 140, 142–143, 150,
162

Job Openings and Labor Turnover
Program, 139, 141–142, 162

Enterprise Statistics Program, 67
Entrepreneurial activity, 38, 61, 92

identifying, 78
“screener” questions about, 60

Entrepreneurs
data coverage of, 142–148
defining, 143
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EPCD. See Economic Planning and
Coordination Division

Equal Employment Opportunity
Commission guidelines, 31

ERS. See Economic Research Service
Establishments, 34
European Union, 59
Eurostat, 59, 63n
Expanding Access to Research Data:

Reconciling Risks and Opportunities,
82, 88

Extensible business reporting language
(XBRL), 51, 104

F

Federal Economics Statistics Advisory
Committee, 101, 114

Federal Financial Institutions Examination
Council, 51

Federal Reserve Board (FRB), 8–9, 13, 21,
25, 81, 167

Survey of Consumer Finances, 86
Survey of Small Business Finances, 79–

80, 129, 136–137, 167
Federal Reserve Open Market Committee

(FOMC), 21–22
Federal Reserve System, 18, 113

recommendations for, 109
Federal Trade Commission, 35, 91
Financial Accounting Standards Board

(FASB), 153
Financial data, 55, 153–154
Firm-level data, 66
Firms

age of, 40
corporations, 30
deactivation of, 32
defining, 36
employee businesses, 30
employee leasing, 81
new, 38
nonemployee businesses, 30
parent, 37
partnerships, 30
sole proprietorships, 30
venture capital-sponsored, 41

Fixed panel surveys, 63
Flexibility, of business data sets, 46, 49
FOMC. See Federal Reserve Open Market

Committee

Food and Agriculture Act, 149
FRB. See Federal Reserve Board
French National Institute for Statistics and

Economic Studies, 83

G

GAO. See U.S. General Accountability
Office

Germany, 85
Global Entrepreneurship Monitor (GEM)

Consortium, 41, 146, 168
Globalization, 1, 18, 109
Gross domestic income (GDI), 74
Gross domestic product (GDP), 74, 90, 124

H

HM Revenue and Customs (UK), 51
House Subcommittees

of the Census Committee on
Government Reform, 91

on Government Management
Information and Technology, 91

Household surveys, 5, 142–144, 147
Current Population Survey, 28n, 40–41,

59, 78, 98, 101, 139–140, 142–143,
150, 162

disadvantages of, 79
Kauffman Index of Entrepreneurial

Activity, 143–144
“virtual,” 86

Hurricane Katrina, 15n, 17, 22, 49, 94

I

Ideal business data system, 47–64
contents of, 57–60
defining and tracking businesses over

time—the business register, 53–57
guiding design principles, 47–53

Ideal business register characteristics, 53–54
Ideal data collection characteristics, 57–64

contents of the ideal business data
system, 57–60

how long a sample business should be
measured, 62–64

how to allocate the sample of business
entities, 61–62

whom to survey, 60–61
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ILBD. See Integrated Longitudinal Business
Database

Improving measurement of business
dynamics through efficient use of
existing information sources,
recommendations concerning, 6–7

Imputation methods, 87
Individual proprietorships, 30, 33, 79, 112,

144, 148
Industry codes, 82
Informal funding, 42
Information, effective use of existing, 100–

110
Insurance reimbursement codes, 54
Integrated Longitudinal Business Database

(ILBD), 75–76, 96, 102, 110, 130–
132, 135, 165

and precursors, 75–76, 131–132
Interagency data, insufficient coordination

of, 79–82
Internal Revenue Code, 9, 90, 112
Internal Revenue Service (IRS), 7, 41, 43,

51, 70, 89, 104, 124, 126, 168
Business Master File, 33, 124, 149
forms filed with, 144, 150
Statistics and Income Division, 86
Statistics of Income, 153, 168

Internal Revenue Service Restructuring and
Reform Act, 90

International Data Corporation, 152

J

Job Openings and Labor Turnover Survey
(JOLTS) program, 139, 141–142,
162

Job vacancies, 142
Johns Hopkins Center for Civic Society

Studies, 150
Joint Committee on Taxation (JCT), 90–91

K

Kauffman Financial and Business Database
(KFBD), 153, 170

Kauffman Firm Survey (KFS), 138–139, 169
Kauffman Foundation, 78, 124n, 138, 145,

154, 169–170
Panel Study of Entrepreneurial

Dynamics, 169

Kauffman Index of Entrepreneurial Activity,
143–144

L

Labor Market Information Cooperative
Agreement, 80n

LBD. See Longitudinal Business Database
LEEM. See Longitudinal Establishment and

Enterprise Microdata
LEHD. See Longitudinal Employer-

Household Dynamics program
Life-cycle processes, 5, 64, 69, 135
Limitations of the current data system for

measuring business dynamics, 65–91
data coverage of young and small

businesses, 67–76
data-sharing history, 87–91
gaps in data on business dynamics and

on small, young, and nascent firms,
77–79

systemic deficiencies, 79–87
Lines of business, 30, 35
Local Employment Dynamics program, 135
Longitudinal Business Database (LBD), 14–

15, 70, 75–77, 110, 114, 165
Longitudinal data, 63, 135, 143
Longitudinal Database on Businesses, 110
Longitudinal Employer-Household

Dynamics (LEHD) program, 44, 54,
75–76, 83, 87, 102, 131, 134–136,
166

Longitudinal Establishment and Enterprise
Microdata (LEEM), 138, 152. See
also Business Information Tracking
Series

Longitudinal microdata, 75
business list-based sources of, 130–136

Longitudinal Research Database (LRD),
131, 164

M

Market transactions, 32
Markets, product, 37
Mathematica Policy Research, Inc., 139,

169
Measurement of business dynamics, 64

defining business units for the purpose
of, 35–42
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Measurement units in business statistics, 30
corporations, 30
establishments, 30
firms, 30
industries, 30
lines of business, 30

Medical Expenditure Panel Survey, 141n
Mergers, horizontal, 39
Metropolitan statistical areas (MSAs), 125
Micro-macro links, 66
Microdata, 58, 73, 76, 95, 103–104, 150–

151
availability of, 140
confidential, 71, 144
longitudinal, 75, 130–136
synthetic public-use, 86

Microsoft Corp., 152
Military base closings, 22, 94
Morgan Stanley, Inc., 91
Multi-location employees, 128
Multiple user needs, recognizing and

responding to, 48–49
Multiple Worksite Reports (MWR) system,

33, 42, 72, 81, 128–129

N

NAICS. See North American Industry
Classification System

Nascent businesses, 60
essential role of household-based data,

97–99
identifying, 5, 40–42, 98
prevalence rates for, 145
recommendations concerning expanding

data on, 4–6
Nathan Associates, 152
National Academy of Sciences, 90
National Agricultural Statistical Service,

148
National Association for Business

Economics (NABE), 91
National drug codes, 54
National Employer Health Insurance

Survey, 141n
National Establishment Time Series (NETS),

136
National Longitudinal Survey of Youth

(NLSY), 78–79, 143
National Opinion Research Center, 86
National Performance Review (NPR), 89

National Research Council, 81, 87
National Science Foundation, 103, 134

Research and Development Survey, 97
National Taxonomy of Exempt Entities

(NTEE), 150
The Netherlands, 53
New firms, 38
New technologies, 104
NLSY. See National Longitudinal Survey of

Youth
Non-Employer Statistics (NES), 127
“Nonbusiness” data, 100
Nonemployer businesses, 30, 48, 78, 95,

112, 114, 126, 132, 141
Nonprofit organizations, 149–151
Nontax-exempt organizations, 29n
North American Industry Classification

System (NAICS), 73, 75, 96, 107,
126–127, 133, 140, 150, 152, 154

Norway, 85
NPR. See National Performance Review
NTEE. See National Taxonomy of Exempt

Entities

O

Office of Business Economics, 67
Office of Management and Budget, 113, 124

recommendations for, 104
Office of National Statistics (ONS), 57
Office of Tax Policy, 91
Organisation for Economic Co-operation

and Development (OECD) report,
63n, 146

Organizations
nonprofit, 149–151
nontax-exempt, 29n

Ownership structure
of assets, 37
of businesses, 55n

P

Panel on Measuring Business Formation,
Dynamics, and Performance, 2, 16

scope of study, 15–17
work of, 23–27

Panel Study of Entrepreneurial Dynamics
(PSED), 41n, 60n, 145, 169

Panel Study of Income Dynamics, 79
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Panel surveys, rotating and fixed, 63–64
Paperwork Reduction Act, 89
Parent firms, 37
Partnerships, 30, 33, 79, 144, 148, 153
Payroll Establishment Survey. See Current

Employment Statistics
Payroll processing firms, 50–51, 64
Personal Characteristics File, 134
Principles, 3–4

confidentiality, 3, 23–24, 93
cost efficiency, 4, 26–27, 93
public purpose, 3–4, 24–25, 93
targeting deficiencies, 4, 26, 93

Principles and Practices for a Federal
Statistical Agency, 24, 100, 110

Private Lives and Public Policies:
Confidentiality and Accessibility of
Government Statistics, 87

PRN (permanent random number) system,
52

Produce price index (PPI), 124
Producer dynamics, 37–40

assessment of, 37–40
Producers, tracking the history of, 39
Product markets, 37
“Productive organization,” 31–32
Professional employer organizations (PEOs),

81
PSED. See Panel Study of Entrepreneurial

Dynamics
Public purpose, principle of, 3–4, 24–25, 93
Public-use microdata, synthetic, 86

Q

Quarterly Census of Employment and
Wages (QCEW), 7, 35, 71–72, 124,
127–129, 133–134, 160

limitations of, 128
micro files from, 139

Quarterly Unemployment Insurance, 124
Quarterly Workforce Indicators (QWI), 14,

36, 77, 135–136

R

Railroad Retirement Act, 148
RAND Corp., 124n
RDCs. See Research data centers

Recommendations, 4–11, 92–116
for the Bureau of Labor Statistics, 5–9,

95–97, 103–107, 110
for the Census Bureau, 5–7, 95–108,

110
costs and priorities, 11, 113–116
expanding data on young and nascent

businesses, 4–6
for the Federal Reserve System, 109–110
improving measurement of business

dynamics through efficient use of
existing information sources, 6–7

improving the business lists through
interagency data sharing, 7–9

increasing the value of data collection by
expanding use, 9–11

for the Office of Management and
Budget, 104

Reconciliation, 107
Register-based business dynamics programs,

75–76
Report on Administrative Procedures of the

Internal Revenue Service ... to the
Administrative Conference of the
United States, 88

“Report to Congress on the Availability of
Credit to Small Business,” 137, 152

Research data centers (RDCs), 127, 132, 136
Researcher access, inadequate, 82–87
Respondent burden, managing, 50–53
R.G. Dun and Company, 67
Rotating panel surveys, 63–64

S

S-corporations, 30, 33, 79
Sampling errors, 95
SBA. See U.S. Small Business Administration
SBO. See Survey of Business Owners
Scandanavia, 70
Scanner data, 64
SCF. See Survey of Consumer Finances
Schedule C filings, 6, 56, 99, 143, 153
Schedule C-EZ filings, 130
“Screener” questions, about entrepreneurial

activities, 5, 60
Self-employed, 32, 138, 148

categories of, 58
data coverage of, 142–148
initiatives of, 40
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SESAs. See State employment security
agencies

SIC codes, 152, 154
Small businesses

applications that would be advanced by
further development of data on, 21–
23

data coverage of, 67–76
data sources designed to improve

coverage of, 136–139
sampling, 94–97

Social Security Administration (SSA), 54,
70, 87, 124, 128, 132, 143, 148

SOI. See Statistics of Income
Sole proprietorships, 30, 33, 79, 112, 144,

148, 153
Special sectors, data coverage of, 148–152
SRS. See Statistical Research Service
SSA. See Social Security Administration
SSBF. See Survey of Small Business Finances
SSEL. See Standard Statistical Establishment

List
Standard & Poor’s (S&P), 171

Compustat, 153, 171
Standard Statistical Establishment List

(SSEL), 88, 124, 131
Start-ups. See Business start-ups
State employment security agencies (SESAs),

140
Statistical agencies, 10, 28–29, 43, 59, 65,

93
federal, 13–14, 64, 123

Statistical Agencies: Proposed Consolidation
and Data Sharing Legislation, 89

Statistical Efficiency Act, 91
Statistical Research Service (SRS), 16, 88
Statistics and Income Division (IRS), 86
Statistics Canada, 152
Statistics Denmark, 70–71, 84–85
Statistics of Income (SOI), 153, 168
Statistics of U.S. Businesses (SUSB), 5, 70,

75–77, 96, 114, 138, 170
Subchapter S-corporations, 30, 33, 79
Survey of Business Owners (SBO), 79, 97,

99–100, 144, 166
Survey of Consumer Finances (SCF), 86
Survey of New Business Dynamics, 62
Survey of Small Business Finances (SSBF),

79–80, 129, 136–137, 167
Survey subjects, 60–61
Surveys. See also Panel surveys

demographic and economic, 60

Surveys of Minority and Women Owned
Business Enterprises, 144

Company Statistics Series, 144
SUSB. See Statistics of U.S. Businesses
“Sweat equity,” 42
Sweden, 52, 85
Synthetic data approach, 85–86, 110
Synthetic public-use microdata, 86
Systemic deficiencies, 79–87

inadequate researcher access, 82–87
insufficient interagency data

coordination, 79–82

T

Technologies, new, 104
Topical modules, 7
Total Entrepreneurial Activity Index, 146
Tracking businesses over time, business list-

based sources of longitudinal
microdata, 130–136

Transitions, measurement of, 5–6, 58, 94

U

Understanding the Digital Economy
conference, 152

Unemployment Insurance (UI) system, 7,
33, 43–44, 54, 72, 81, 127–128

United Kingdom (UK), 52, 55–56
Business Data Linking Project, 57
HM Revenue and Customs, 51
Office of National Statistics, 57

Universal product codes, 54
University of Chicago, National Opinion

Research Center, 86
University of Michigan, 169

Institute for Social Research, 145
Panel Study on Entrepreneurial

Dynamics, 41n
Urban Institute, 83n

Center on Nonprofits and Philanthropy,
16n

National Center for Charitable Statistics,
151

U.S. Census Bureau, 7–8, 24–26, 34–35,
41–44, 51, 53–54, 56, 65–66, 70,
72–76, 80–81, 83, 90, 111, 163–166,
170–171

Annual Capital Expenditures Survey, 35,
58, 97, 153–154
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Business Register, 44, 88, 124–127, 163
Center for Economic Studies, 83, 114,

127, 131
Company Organization Survey, 42, 72–

74, 81, 125–126, 163
County Business Patterns, 67, 72, 127
Economic Census, 164
Economic Planning and Coordination

Division, 48
Enterprise Statistics Program, 67
Integrated Longitudinal Business

Database, 75–76, 96, 102, 110, 130–
132, 135, 165

Longitudinal Business Database, 5, 14–
15, 70, 75–77, 110, 165

Longitudinal Employer-Household
Dynamics, 44, 54, 75–76, 83, 87,
102, 131, 134–136, 166

Longitudinal Research Database, 131,
164

Non-Employer Statistics, 127
Quarterly Workforce Indicators, 14, 36,

77, 135–136
recommendations for, 5–7, 95–108, 110
research data centers, 127, 132, 136
Standard Statistical Establishment List,

88, 124, 131
Statistics of U.S. Businesses, 5, 70, 75–

77, 96, 114, 138, 170
Survey of Business Owners, 79, 97, 99–

100, 144, 166
Surveys of Minority and Women Owned

Business Enterprises, 144
U.S. Code, Title 13, 125, 132, 144
U.S. Commerce Department, 89

E-Stats web site, 152
U.S. Department of Agriculture (USDA)

National Agricultural Statistical Service,
148

Statistical Research Service, 16n, 88
U.S. General Accountability Office (GAO),

88–89
U.S. Small Business Administration (SBA),

48, 75, 170–171
Business Information Tracking Series, 171
data sources funded by, 137–138
Statistics of U.S. Businesses, 138, 170

U.S. Treasury Department, 89–90, 112
Office of Tax Policy, 91

User needs, multiple, recognizing and
responding to, 48–49

V

Value-added tax (VAT), 70
Venture capital-sponsored firms, 41
Venture Economics, 153
Venture One, 153
“Virtual households/businesses,” 86

W

Walls and Associates, 136
Web-based reporting, 104
“Work,” defining, 147

X

XBRL. See Extensible business reporting
language (XBRL)

Y

Yankee Group, 152
Young businesses

applications that would be advanced by
further development of data on, 21–
23

data coverage of, 5, 67–76
data sources designed to improve

coverage of, 136–139
recommendations concerning expanding

data on, 4–6
sampling, 94–97

Z

ZIP Code Business Patterns statistical series,
127
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