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Dear Mr. President:

'The Office of Advocacy of the U.S. Small Business Administration (SBA) is
pleased to present The Small Business Economy: A Report to the President. The
American economy is blessed with an entrepreneurial spirit that continues to
be the envy of many nations around the world. Small business leaders provide
new ideas, employ additional workers, and develop innovative products and
services. By investing in their businesses, the small firm owner makes a major
contribution to the local, regional, and national economy.

Opver the past year, the Office of Advocacy has conducted research that
documents these points. First, Kathryn Kobe of Economic Consulting Services
reconfirmed our knowledge that small businesses account for half of private,
nonfarm gross domestic product. Second, Donald Bruce, John A. Deskins,
Brian C. Hill, and Jonathon C. Rork find that a state’s ability to generate new
establishments is the most important factor that leads to higher gross state
product, state personal income, and total state employment. Finally, Larry
Plummer, a doctoral student at the University of Colorado at Boulder who
served as a visiting research economist in this office, found that new business
entrants provide long-term benefits to the local economy; the increased com-
petition might be painful in the short term, but with time, collaborative efforts
accrue to everyone’s betterment. These and other studies can be found on the
Office of Advocacy’s research page at http://www.sba.gov/advo/research.

'This edition of 7he Small Business Economy features two chapters on owner
demographics based primarily on the 2002 Survey of Business Owners from
the U.S. Census Bureau. In documenting the number of small businesses
owned by minorities, women, veterans, and service-disabled veterans, we gain
a better understanding of their contributions to the economy.

'This report also summarizes the economic and small business financial
climate in 2006, and examines small business procurement. Generally, the
economy and financial markets were supportive of small business growth in
2006. The Office of Advocacy, through its implementation of the Regulatory
Flexibility Act of 1980 and Executive Order 13272, has assisted small busi-
nesses by helping to reduce the regulatory compliance costs of proposed rules.
For instance, in FY 2006, Advocacy’s efforts resulted in cost savings of $7.25
billion in the first year and $117 million annually for small businesses. These
are costs that will not be borne by the small business owners as a result of
changes in the regulations they comply with.
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We also feature two chapters from external contributors. Andrew Wolk
of the Root Cause Institute and a senior lecturer at the Massachusetts
Institute of Technology presents a number of examples of social entrepre-
neurship across the country and outlines steps governments are taking to
promote social entrepreneurs as a mechanism for solving some of our nation’s
problems. Some may ask, “What does social entrepreneurship have to do
with small business?” A short answer might be that social entrepreneurship
exhibits many of the attributes of small business entrepreneurship, serving
as an engine of innovation, job creation, and economic growth. Moreover,
by bringing together aspects of the public, private, and nonprofit sectors
to address a market failure, social entrepreneurs have, in a variety of ways,
helped create an economic environment in which private entrepreneurs and
small businesses can flourish. The longer answer may be to read on and see
how this chapter answers the question. It is an excellent chapter that will
provoke discussion in academic and policymaking circles.

A second chapter from external contributors, by William Gartner of
Clemson University and Jianwen (Jon) Liao of the Illinois Institute of
Technology, discusses the need for pre-venture planning. They find that
nascent business owners who engaged in business planning during the startup
phase and wrote a formal business plan were more likely to open and remain
in business. In essence, they suggest that the process of drafting a business
plan was essential to the overall success of the venture. While that might
seem common sense to many, a debate in recent years has sometimes chal-
lenged the need for pre-venture planning as a prerequisite for success. This
chapter lends credence to those who suggest that planning matters.

In sum, the 26.8 million small businesses in the United States play a vital
role in the economic well-being of our nation. The research of the Office
of Advocacy continues to document the importance of the entrepreneur in
maintaining economic growth, employing workers, bringing new innovations

to the marketplace, and remaining competitive in a global economy.

Chad Moutray

Chief Economist and
Director of Economic Research
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Executive Summary

The Small Business Economy 2007 reviews how small businesses fared in the
economy in 2006, in the financial markets, and in the federal procurement
marketplace, as well as new information about minorities and veterans in
business. Chapters 6 and 7 offer guest contributors’ studies of social entre-
preneurship and pre-venture planning. In Chapter 8, with its responsibil-
ity for oversight of Regulatory Flexibility Act implementation, the Office
of Advocacy takes a look at the regulatory environment for small firms.
Appendices provide additional data on small businesses and background

information on the Regulatory Flexibility Act.

'The Small Business Economy in 2006

Small businesses continued to be at the core of the continuing economic
expansion in 2006. Output rose, business income and profits were up, and
unemployment was down. The estimated number of firms and self-employed
individuals increased. Output declined from a high in the first quarter, and
early 2007 indicators also portrayed a slight slowing of the economy.

Small businesses continued to drive employment in early 2006. The
overall employment increase of 2.3 percent was low relative to other periods,
but occurred in the context of a tightening labor market as unemployment
declined to 4.6 percent.

In 2004, the most recent year for which firm size data are available, small
firms with fewer than 500 employees accounted for all of the net new jobs.
According to the U.S. Department of Commerce, Bureau of the Census,
firms with fewer than 500 employees had a net gain of 1.86 million new jobs,
while large firms with 500 or more employees had a net loss of 181,000 jobs.
Small firms employed just over half of the private sector work force and gen-
erated more than half of nonfarm private gross domestic product. More than
99 percent of American businesses are small, and the average small employer
had one location and 10 employees, compared with 62 locations and 3,313
employees in the average large business.

The report reviews data on the costs of doing business for small firms. A
2.8 percentage point decline in the small business share of payroll, from 47.9
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percent in the late 1980s to 45.1 percent in 2004, mirrors a 2.9 percentage
point decline in the small business share of employment. An appendix to the

chapter takes a brief look at sources of data on current small business trends.

Small Business Financing

'The economy continued to grow at a slower, but still healthy pace in 2006,
and total business borrowing increased by one-third, from $562 billion in
2005 to $753 billion in 2006. Borrowing by the smaller, nonfarm, non-
financial businesses declined slightly, from $304 billion to $289 billion.
Nevertheless, small business credit continued to expand in 2006 because of
favorable economic conditions and a financial market with ample liquid-

ity. The most recent data available indicate that most small businesses use
traditional credit, such as credit lines, loans, or capital leases for their busi-
ness financing needs; most of the increases in small business financing are

in credit lines and credit cards. Banks continued to consolidate, with 108
multibillion-dollar banking institutions accounting for three-fourths of total
domestic bank assets, nearly two-thirds of all business loans, and 45 percent
of small business loans. Equity markets increased at a moderate pace, and the
average offering size in the initial public offering market increased, while the
number of IPOs dropped slightly.

Federal Procurement from Small Firms

At the forefront of President Bush’s Small Business Agenda have been
efforts to provide greater transparency in federal small business procurement.
Improvements recently implemented include new guidance for large busi-
nesses subcontracting to small firms, improvements in small business size
standards, clarification of the “novation” regulations relating to small busi-
nesses acquired by larger ones, initiatives toward more transparency in federal
procurement data, and steps to reduce the contract bundling that can leave
small firms out of the competition.

In FY 2006, according to the U.S. Small Business Administration, small
businesses received more than $77 billion, or 22.8 percent of a total of $340
billion in federal government contracts eligible for small business competi-
tion. In addition, small firms won an estimated $65 billion in subcontracts
with prime contractors to the federal government, for a total FY 2006
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estimated dollar value of more than $142 billion in small business contracts.
'The shares of federal procurement from small women-owned, disadvantaged,
veteran-owned, and HUBZone businesses continued to increase in FY 2006
to 3.4 percent, 6.8 percent, 2.6 percent, and 2.1 percent, respectively.

'The Small Business Innovation Research program encourages small firm
innovation by requiring participating federal agencies to devote a percentage
of their extramural research and development funding to small firms. A total
of $19.9 billion has been awarded to small businesses over the 24 years of the
program. In FY 2006, participating agencies received a total of more than
27,000 proposals and made nearly 6,000 awards totaling $1.9 billion.

Minorities in Business

Recently released information on minorities in the work force and minority-
owned businesses includes minority population statistics, labor force par-
ticipation, age, education, occupation, work schedules, average personal and
household income, business ownership, and business dynamics. This update
of previous studies on minority-owned businesses primarily uses data from
the 2002 Survey of Business Owners (SBO) from the U.S. Census Bureau.
Based on the 2002 American Community Survey, the total U.S. population
consisted of 68.2 percent non-Hispanic Whites and 31.8 percent minorities.
In 2002, minorities owned approximately 18 percent of the 23 million U.S.
firms. Black-owned firms had the highest growth rate for several measures
between 1997 and 2002: 45.4 percent of the number of firms, 24.5 percent
of total receipts for the group, and 16.7 percent of employer firm receipts.
Asians also experienced growth in the number of employer firms, 12.6
percent, and in annual payroll, 25.3 percent. American Indian and Native
Alaskan owners saw slower business growth and declines in some measures.
'Their business number grew 2.1 percent. Hispanics or Latinos constituted
the largest minority business community and owned 6.6 percent of all U.S.
firms, 3.7 percent of employer firms, and 7.4 percent of nonemployer firms.

Veterans in Business

The new Characteristics of Veteran-Owned Businesses (CVOB) and
Characteristics of Veteran Business Owners (CVBO) are the Census Bureau’s

most important new data on veterans and service-disabled veterans in busi-
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ness since an earlier report based on 1992 data. The scope of the new reports
is also much broader, representing the most detailed information on veterans
in business ever released by Census. The data show that veteran business
owner respondents to the Census surveys are overwhelmingly male, non-
Hispanic, and White. They tend to be older than all business owners and

are about as likely as all owner respondents to have bachelor or postgraduate
degrees. More than half of employer veteran respondents reported work-

ing an average of 41 hours or more per week. The business was the primary
source of personal income for 50.9 percent of all owners, 47.5 percent of all
veteran owners, and 44.1 percent of all service-disabled veteran owners of the
respondent firms. The firms of veteran respondents are older than U.S. firms
overall, on average, and are similar in receipts and employment size. More
than half of the businesses described by veteran respondents operate from
the owner’s home. Almost 16 percent of veteran-owned respondent firms are
reported to be family-owned and another 75.2 percent of veteran respondents

reported their firms as having only one owner.

Social Entrepreneurship

Social entrepreneurship—the practice of responding to market failures with
transformative, financially sustainable innovations aimed at solving social
problems—has emerged at the nexus of the public, private, and nonprofit
sectors. This “new breed” of entrepreneurship, in the words of author Andrew
Wolk of Root Cause in Massachusetts, “exhibits characteristics of nonprofits,
government, and business—including applying traditional, private-sector
entrepreneurship’s focus on innovation, risk-taking, and large-scale transfor-
mation to social problem solving.” The author details a number of examples
of social entrepreneurship efforts, the market failures they address, the inno-
vative approaches they employ, their prospects for financial sustainability, and
the ways society benefits. He then details a number of ways various levels of
government currently support these kinds of efforts—by encouraging social
innovation, creating an enabling environment, rewarding performance, scal-

ing success, and producing knowledge.
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Pre-venture Planning

In any given year, about 7 percent of the working age population in the
United States is actively engaged in efforts to start a business. Within about
two years, some of these entrepreneurial efforts will result in the creation of
new businesses. Given the millions of people and billions of dollars involved
in new business startups, important benefits are to be had from insights into
ways that entrepreneurs could improve their chances of business success,

as well as minimize their losses from investing in nonviable opportunities.
Professors William B. Gartner and Jainwen (Jon) Liao provide compelling
evidence that engaging in business planning can significantly improve an
entrepreneur’s chances of successfully starting a business. They base their
research on a unique survey of people in the process of starting businesses in
the United States, the Panel Study of Entrepreneurial Dynamics. They com-
pare entrepreneurs who ended up starting a business with those who were
still in the process of starting one, and those who quit the process. Those who
engaged in business planning during the startup phase and wrote a formal
business plan were more likely to be in the group that successfully started a
business. Planning matters!

'The Regulatory Flexibility Act in
Fiscal Year 2006

Enacted in 1980, the Regulatory Flexibility Act (RFA) requires federal agen-
cies to determine the impact of their rules on small entities, consider alterna-
tives that minimize small entity impacts, and make their analyses available for
public comment. President Bush’s Executive Order 13272, signed in August
2002, gave agencies new incentives to improve their compliance with the
RFA. The SBA’s Office of Advocacy oversees implementation of the law.
Advocacy efforts helped result in FY 2006 savings to small entities of $7.25
billion in first-year and $117 million in annually recurring regulatory costs.
These figures are just one important measure of the effectiveness of the law’s
implementation, but they do not capture the totality of Advocacy’s efforts.
Often, confidential preproposal communications are where the greatest
benefits are achieved in agency compliance with the RFA and in the choice
of alternatives that reduce a rule’s impact on small firms. To further enhance
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implementation of E.O. 13272, the Office of Advocacy introduced online
RFA training for federal agencies in 2006.

In response to Advocacy’s model state legislation initiative, 19 states had
enacted legislation as of 2005, and 11 more introduced regulatory flexibility
legislation in 2006. Two states enacted it, and two more governors signed
executive orders. As of summer 2007, 37 state legislatures had considered
regulatory flexibility legislation and 22 had implemented it by law or execu-
tive order. The importance of state regulatory flexibility for small businesses
is demonstrated in a real-life example from Arkansas, where new elevator ret-
rofit requirements would have imposed significant financial burdens on small
businesses. As a result of the agency’s careful consideration of the rule pursu-
ant to the state regulatory flexibility law, owners of certain types of elevators
were given more time to come into compliance and exemptions were allowed
in certain cases where the regulation would have caused undue hardship and

where reasonable safety could be assured.
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The Small Business
Economy

Synopsis

In 2006, the economic expansion that began early in the decade continued,
with small businesses, which represent about half of the private sector, at the
core. Output rose, business income and profits were up, and unemployment
was down. The estimated number of firms and self-employed individuals
continued to climb. The decline in output in the first quarter led to concerns
about the future direction of the economy, particularly with the weakening

housing market affecting the balance sheets of consumers.

Introduction

Defining small businesses and their contributions is a daunting task that
requires capturing a moving target. Businesses start small and if things go
well, they grow into large firms. Small firms are sometimes bought by large
firms, resulting in added complexity in data collection. Fortunately, in one
year’s time, few businesses merge or change size classes, so the information
presented here should be an accurate guide to the status of small business.

For research purposes, the Office of Advocacy often defines a small busi-
ness as one with fewer than 500 employees.! By this definition, about half of
the private sector employment and output is attributable to small businesses.
In 2004, the most recent year for which firm size data are available, small
businesses with fewer than 500 employees accounted for all of the net new
jobs. Small firms had a net gain of 1.86 million new jobs, while large firms
with 500 or more employees had a new loss of 181,000 jobs.

Small firms employed 50.9 percent of the private sector work force and
generated 50.7 percent of the nonfarm private gross domestic product.? This

1 For government program purposes, the U.S. Small Business Administration’s Office of Size Standards,
www.sba.gov/services/contractingopportunities/sizestandardstopics/, lists criteria for small business size
designation by industry.

2 U.S. Census Bureau data and the U.S. Small Business Administration, Office of Advocacy contract, Zhe
Small Business Share of GDP, 1998-2004, submitted by Kathryn Kobe, Economic Consulting Services,
LLC, April 2007.
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500-employee threshold also means about 99.9 percent of employer busi-
nesses are small, and of course all nonemployer businesses are small. The size
difference between the average small and large business was stark in 2004,
according to the latest U.S. Census Bureau data. The mean small employer
had one location and 10 employees, while the mean large employer had

62 locations and 3,313 employees. The median employer size was about 4
employees for small firms and 1,000 employees for large firms.

Although advocates for small and large businesses may sometimes view
the world in small vs. large (or David vs. Goliath) terms, the more likely sce-
nario is the David and Goliath partnership that William Baumol presents.?
'That is, most of the private expenditure for research and development comes
from large firms, but a critical share of innovative breakthroughs are made by
modest-sized firms. These breakthroughs are most often in turn developed
by large companies, which add “capacity, reliability, user-friendliness and
marketability more generally.”

Although small and large businesses may be more partners than competi-
tors, economic conditions can affect them in different ways. General macro-
economic variables may not accurately portray the status of small businesses.
Along with macroeconomic variables, indicators such as the number of
businesses, business turnover, and availability of financing are evaluated as
indicators of the health of small business.

Sections following this introduction include a brief evaluation of the small
business environment in 2006, the demographics of small business owners, a
focus on business costs, and a glance at the future. Additional numerical and
historical data in Appendix A provide a further look at the small business

marketplace.

Small Business in 2006

'The softening of the housing sector in 2006 seemed reasonably contained in
the resilience of the overall economy. Output was up, with real GDP rising
3.3 percent in 2006, inflation (as measured by the GDP deflator) declined
throughout the year, and unemployment dropped to end at an historic low of
4.5 percent (Table 1.1).

3 See U.S. Small Business Administration, Office of Advocacy, The Small Business Economy: A Report to the
President, 2005 (Washington, D.C.: National Technical Information Service: 2006), 183.

4 Ibid.
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Table 1.1 Quarterly Economic Measures, 2005-2006 (percent)

2005 2006

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Real GDP change (annual rates) 3.4 3.3 4.2 1.8 5.6 2.6 2.0 2.5
Unemployment rate 5.3 51 5.0 5.0 4.7 4.7 4.7 4.5
GDP price deflator (annual rates) 3.4 2.5 3.3 3.3 3.3 3.3 1.9 1.7
Productivity change (annual rates) 3.4 0.5 4.3 -0.2 3.8 1.0 -0.3 1.0
Establishment births -9.0 7.5 1.1 0.0 -59 20 -53 117
Establishment closures 8.4 -2.0 -0.3 -2.9 3.6 0.0 2.3 -1.1

Source: U.S. Small Business Administration, Office of Advocacy, from figures provided in Economic
Indicators by the U.S. Department of Commerce, Bureau of Economic Analysis, and the U.S. Department
of Labor, Bureau of Labor Statistics.

Indicators more related to small businesses were also positive. The num-
bers of both unincorporated and incorporated self-employed workers were
up from 2005, reaching 10.6 million and 5.5 million, respectively, in 2006
(Table 1.2).° The estimated number of employer firms was also up to an esti-
mated 6 million, as employer births outpaced terminations. Business bank-
ruptcies declined significantly from the previous year, most likely because of a
change in the bankruptcy laws.

Other statistics showed that small business finances on the whole were
solid. While the prime rate rose 28.6 percent in 2006, commercial and indus-
trial loan dollar amounts rose 14.7 percent. Banks had been loosening stan-
dards for small business loans throughout the year; however, as concerns about
the future developed, demand for small business loans began to decline.

'The increase in small business lending matched an increase in sales and
income. Sales were above inflation in manufacturing and trade industries.
Nonfarm proprietorship income rose 5.5 percent during the year and corpo-
rate profits rose 21.4 percent.

Corporate growth was also seen in the equity markets. Although few
small businesses will grow to become publicly traded firms, the markets are
important to the small business community nonetheless, as many aspiring
owners invest their savings for later use as seed capital. The financial markets
were positive in 2006. The S&P rose 8.6 percent and the NASDAQ rose 7.8
percent. Even with the solid gains, both markets were below their 2000 levels.

5 The self-employed here reflect those who claim self-employment as a primary occupation
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Table 1.2 Business Measures, 2005-2006

2005 2006 Percent change
Employer firms (nonfarm) 5,995,200 e. 6,080,000 e. 1.4
Employer firm births 653,100 e. 649,700 e. -0.5
Employer firm terminations 543,700 e. 564,900 e. 3.9
Self-employment, nonincorporated 10,500,000 10,600,000 1.0
Self-employment, incorporated 5,300,000 5,500,000 3.8
Business bankruptcies 39,201 19,695 -49.8

e=estimate

Sources: U.S. Small Business Administration, Office of Advocacy, from data provided by the U.S. Depart-
ment of Commerce, Bureau of the Census; the U.S. Department of Labor; and Administrative Office of the
U.S. Courts.

Small businesses continued to drive employment in the first three months
of the year, as firms with fewer than 500 employees accounted for most of the
net job increase. The overall nonfarm private sector employment increase of
2.3 percent was low relative to other periods, but occurred in the context of
a tightening labor market as unemployment declined to 4.6 percent in 2006
from 5.1 percent in 2005. However, a tightening labor market often is seen
as indicating an increase in productivity, which has been at a decade low. The
rise in wages was contained at 3.2 percent. Wages are a small business cost,
discussed in more detail below.

Demographics

Small business owners are a diverse group composed of individuals of all ages,
races, and genders, empowered by running their own businesses.®

In 2005, 10 percent of American workers chose self-employment (includ-
ing incorporated self-employment) as their primary occupation (Tables 1.3
and A.13). Self-employment rates were highest among the disabled, older
age categories, veterans, and individuals with more formal education. Self-
employment rates were below the national average for women and for Black
and Hispanic individuals.

6 Owner characteristics information is available through the Bureau of the Census’s Economic Cen-

sus Survey of Business Owners (SBO) and the joint Census/Bureau of Labor Statistics (BLS) Current
Population Survey (CPS). Recently the SBO released very detailed 2002 figures by owner type, industry,
and location (www.census.gov/csd/sbo/.) While this program produces invaluable geographic and industry
figures, this section will employ the CPS figures in an attempt to focus on more current information.
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Black and Hispanic self-employed individuals had much larger percent-
age increases than the self-employed as a whole over the last decade. Self-
employment in the United States increased 13.1 percent from 1995 to 2005,
and it increased 26.6 and 95.7 percent, respectively, for Black and Hispanic
individuals. Also besting the national figures, the number of self-employed
Asians and American Indians increased 60.6 percent during this time frame.
Much of the national increase was among immigrants, as the native-born
self-employed population increased 7.4 percent over the decade.

Education continues to be the gateway toward success. Self-employment
declines were seen in high school graduates, while self-employed college
graduates and individuals with masters degrees and above increased 35 per-
cent and 29 percent, respectively.

Mirroring labor force trends, the number of self-employed in the 55
to 64 age category increased 46.6 percent for the period. Surprisingly, the
number of self-employed individuals aged 25 to 44 declined. Also mirror-
ing labor force trends was the 22.3 percent decline in the number of veteran
self-employed individuals, as older veterans retire.” Veterans increased their
self-employment rates in recent years, most likely the result of the aging of
the veteran population, as older individuals are more likely to choose self-
employment. Advocacy-funded research shows that service-disabled veterans
had lower self-employment rates than veterans who were not service-dis-
abled. This gap grew during the late 1990s.?®

By location, while rural areas had a higher than average rate of self-
employment, 12.4 percent, the rate declined 13.5 percent from 1995 to 2005.
Urban areas were at the opposite end of the spectrum. They had a below-
average self-employment rate of 9.2 percent and a 42 percent increase over
the decade. The suburbs, with the highest rates of self-employment, mirrored
national trends.

7 Unfortunately, the number of military reservists that are self-employed is not available from the data
source.

8 The report also found that increased computer ownership could slightly increase self-employment among
both service disabled and non-disabled veterans. See Self~Employment in the Veteran and Service-Disabled
Veteran Population, Open Blue Solutions, funded by the Office of Advocacy, http://www.sba.gov/advo/
research/rs291tot.pdf.
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Table 1.3 Self-Employment Demographics, 1995-2005

Self-employment Percent change

rate, 2005 1995 - 2005

Total 10.1 131
Female 7.2 13.3
Male 12.7 12.9
Asian / American Indian 10.6 60.6
Black 4.5 26.6
White 10.9 8.7
Multiple race 9.3 NA
Hispanic origin 6.7 95.7
Veteran status 15.1 -22.3

NA= Not available.
See Table A.13 for notes and source.

Small Business Costs

As a group, small business purchasers outpace federal government purchas-
ing. Small businesses are a heterogeneous group, reflecting all industries and
a wide range of employment and receipts sizes (employers, nonemployers,
home-based, etc.) and ages. Aggregating costs across different firm types can
be difficult. In fact, aggregating across industries can be misleading, but it

is hoped that this section informs the reader of available small business cost
data. Fortunately, many of the federal data are available in detail by industry.

'The U.S. Census Bureau Business Expenses Survey is one source of data
for small business costs; it covers only a few industries (trades), and is avail-
able only for years ending in 2 and 7, and generally does not include data by
firm size. Some manufacturing and construction cost data are available by
firm size in the Census Bureau’s Economic Census, but these Census data
are not available for most industries.

'The most complete source of small business cost data is the Internal
Revenue Service’s Statistics of Income, which uses tax deductions as a proxy
for costs. Table 1.4 shows business tax return deductions by the receipts size
of the business.” The U.S. economy is becoming more service-based, but

goods-producing industries still carry a large share of business costs: the cost

9 Note that a business tax return does not necessarily represent a business, as a business can file more than
one tax return.

14 The Small Business Economy



Table 1.4 Business Deductions, 2002

Receipts size of business

<8100,000 $100,000- $1-10  $10-50  $50 milion

Total $1 million million million or more

NUTIOET @1 26,434,203 20,521,285 4,698,590 1,062,630 123,607 28,183
tax returns

Deductions (billions of dollars)

Costs of 12,389.4 54.6 486.5 1,495.5 1,606.8 8,746.0
goods sold

e 2,322.6 29.4 206.8 384.9 273.5 1,428.1
and wages

Interest paid 992.3 12.8 22.4 43.8 56.3 857.0

Depreciation 831.1 28.5 48.9 69.8 61.7 622.2

Taxes paid 447.9 8.8 41.4 71.6 46.5 2795

Note: Nonfarm businesses include tax returns with and without net income. More specific size categories
and data by major industry and legal form of organization are available from the data provider.

Source: U.S. Small Business Administration, Office of Advocacy, from data provided by the U.S. Depart-
ment of the Treasury, Internal Revenue Service, Statistics of Income.

of goods sold outpaced the cost of wages and salaries for all of the receipts
size classes presented.’” The next largest cost categories are interest and
depreciation. Comparing costs associated with labor to those associated with
capital indicates that labor costs are relatively more important for businesses
in the middle receipts size classes than for the smallest and largest firms."

Depreciation costs result from investments in capital expenditures.
Capital expenditures are not broken out by business size other than a general
proxy for size, and for employer and nonemployer firms. But even nonem-
ployer businesses had large capital expenditures. They spent $32.9 billion on
structures and $49.4 billion on equipment in 2005, about one-third of which
was previously used equipment. Nonemployers accounted for 7 percent of all
company capital expenditures.'?

'The IRS aggregate figures give the impression that the costs of goods
sold are higher than labor costs for 7os# small businesses; however, the high

10 The “cost of goods sold” is an income statement figure that reflects the cost of obtaining raw materi-
als and producing finished goods that are sold to consumers. Technically, the cost of goods sold equals
the beginning merchandise inventory, plus net purchases of merchandise, minus the ending merchandise
inventory.

11 With owners often receiving salary in the form of profits in the smaller size classes, one could argue
that capital replaces labor as firms grow in size.

12 See U.S. Census Bureau, Annual Capital Expenditures, 2005 (www.census.gov/csd/ace/x1s/2005/ace-05.
pdf).
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cost of goods sold may simply reflect that a minority of small businesses had
very high costs, skewing the total. The National Federation of Independent
Business (NFIB) conducted a 2006 survey showing salaries, wages, and com-
missions as the largest expense for most small businesses.

One of the larger small business costs, and the cost for which the most
information is available by firm size, is payroll. In 2004 (the latest year for
which data are available), firms with fewer than 500 employees had $1.9
trillion in annual payroll, not including benefits. This small business share,
at 45.1 percent of the total (nonfarm) private sector payroll of $4.3 trillion,
was down from 47.9 percent 15 years previously. The decline in the small
business share of payroll echoes the 2.9 percent decline in the small business
share of employment. Most of the payroll was in the larger small firms with
20 to 499 employees, which represent two-thirds of the small business total.
Nonemployers generally do not have payroll; receipts are a similar indicator
for these largely service-oriented businesses. Nonemployers had $887 billion
in receipts in 2004.

Other unique labor costs are contract labor and commissions; these data
are available from IRS by legal form of organization—proprietorship, part-
nership, or corporation—rather than receipts size. While a large share of
small businesses are proprietorships, a large share of their economic activity
is in corporations. Automobile expenses constituted 7 percent of deductions
for sole proprietors; advertising and travel were both 1 percent (Table 1.5).
Purchases alone constituted 27 percent.

With purchases making up a relatively large share of small business costs,
it is not surprising that small businesses tend to sell to other businesses. The
U.S. Census Bureau’s 2002 Survey of Business Owners shows that 41 percent
of employer firms had 10 percent or more of their sales to other businesses.
For nonemployers the share was 33 percent.'* Manufacturing, wholesale
trade, information, and professional/scientific/technical services industries
had high levels of sales to other businesses.

'These publicly available data may not be detailed enough for data users.
To bridge this gap, private sources of financial statement amounts and ratios
by industry are available for purchase, and some trade associations have sur-

veyed their members about their costs.

13 Expenses, NFIB National Small Business Poll, Volume 6, Issue 4, 2006 (www.nfib.com/object/sbPolls).

14 Both figures were adjusted for nonresponse.
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Table 1.5 Nonfarm Sole Proprietors’ Deductions, 2004

Number of sole proprietor returns

Total

20,590,691

Total (billions of dollars)

Cost of sales and operations, total
Inventory, beginning of year
Cost of labor
Purchases
Materials and supplies
Other costs
Inventory, end of year

Advertising expenses

Car and truck expenses

Commissions

Contract labor

Depletion

Depreciation

Employee benefit programs

Insurance

Legal and professional services

Meals and entertainment
deducted

Mortgage interest

Other interest paid on business indebtedness
Office expenses

Pension and profit-sharing plans

Rent on machinery
and equipment

Rent on other business property
Repairs

Supplies

Salaries and wages

Taxes paid

Travel

Utilities

Other business deductions

Home office business deductions

Business deductions (billions of dollars)
892.4
371.0

35.8
31.8
238.9
53.3
50.2
39.0
12.9
59.0
13:3
24.7
0.8
42.9
2.6
18.9
9.0

6.0

5.2
5.9
12.4
1.2

8.7

28.1
14.8
27.3
711
16.0
10.3
21.5
98.3

7.8

Source: U.S. Small Business Administration, Office of Advocacy, from data provided by the U.S. Depart-
ment of the Treasury, Internal Revenue Service, Statistics of Income.
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Continued Growth?

'The previous section discussed the economic climate in 2006 or the most
recent years for which data are available by size of firm or other criteria.
To keep readers up to date with small business information beyond 2006,
the Office of Advocacy summarizes current small business statistics in
Small Business Quarterly Indicators.”® Early 2007 indicators portray a slight
slowing of the economy. Real GDP dropped to an annual increase of 1.3
percent in the first quarter and the increase in private sector jobs was slow-
ing. The unemployment rate declined throughout the first quarter. A review
of initial small business opinion about 2007 from the NFIB indicates a
declining trend in the percentage of owners who thought the following
three-month period was a good time to expand.'® The surveys found small
business optimism declining for the first four months of 2007. In addition,
taxes surpassed insurance (health care) as small businesses’ top concern

in 2007." In early 2007, among the issues appearing on the small busi-
ness radar screen were housing market concerns as well as concerns about
increasing energy costs. These may have contributed to the decline in small
business loan demand for the first two quarters, as reported by the Federal
Reserve Board’s Senior Loan Officer Survey.

15 See the appendix to this chapter and www.sba.gov/advo/research/sbei.html for more detail.
16 NFIB monthly survey.

17 National Federation of Independent Business, Small Business Economic Trends, see www.nfib.com/page/
sbet. The federal government recognizes these concerns, as shown in the opening letter to Congress in the
Economic Report of the President, 2007 (United States, Government Printing Office, Washington, DC,
2007); “... we must work to make private health insurance more affordable and to give patients more
choices and control over their health care.” and “Sound economic policy begins with low taxes.” See also
chapters focusing on each concern.

18  The Small Business Economy



Appendix: Staying Current with

Small Business Data

As noted, The Small Business Economy series (like its predecessor, The State

of Small Business) discusses the economic trends of the previous year, in this
case 2006. This allows the economists in the Office of Advocacy to provide

a clear and comprehensive examination of the events of the past year, while
providing as many data points as possible. Indeed, cumulatively, the books in
this series provide a longitudinal examination of the small business economic
climate from 1982 to the present.

Many readers, however, may want to know about current economic
trends. Since 2004, the Office of Advocacy has also prepared the Quarterly
Indicators: The Economy & Small Business as a supplement to this annual
publication. It is released about five weeks after the end of a quarter, and can
provide useful information for individuals seeking information about current
economic trends relevant to small businesses.'®

A major challenge for economists seeking to discuss small business trends
is the limited amount of current data by firm size. Much of the analysis of
economic data in the Quarterly Indicators stems from general macroeconomic
statistics simply because of the scarcity of small-business-specific informa-
tion. Given that small businesses constitute such a large portion of the overall
economy, though, it is reasonable to assume that trends in the macroecon-
omy will mirror those of the small business community."

Each issue of the Quarterly Indicators includes trends in real gross domestic
product (GDP), business confidence, employment, and inflationary pressures.
For the noneconomist, it is important to understand that real GDP is the most
comprehensive measure of overall output that economists look at to gauge the
U.S. economy’s performance. Its components include consumption, govern-
ment spending, private investment, and net exports (Table 1A.1). A thorough
understanding of these components provides clues about the current strengths
and weaknesses inherent in the economy. For instance, overall pessimism or

concern about the future economic situation might lead to reduced consump-

18 All issues of the Quarterly Indicators: The Economy & Small Business, from the first quarter of 2004
to present, are available online at http://www.sba.gov/advo/research/sbei.html.

19 According to an April 2007 study by Kathryn Kobe of Economic Consulting Services for the Office of
Advocacy, small businesses produced half of private, nonfarm gross domestic product. For more informa-
tion, see http://www.sba.gov/advo/research/rs299tot.pdf.
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Table 1A.1 Real Gross Domestic Product and Components, 2001-2006
Annual data Quarterly data for 2006

2001 2002 2003 2004 2005 2006 Q1 Q2 Q3 Q4

Real gross domestic product *

Level

- 9.89 10.05 10.30 10.70 11.05 11.42 11.32 11.39 11.44 11.51
(trillions of dollars)

Annual change

0.8 1.6 2.5 3.9 3.2 3.3 5.6 2.6 2.0 2.5
(percent)

Real personal consumption expenditures *

Level

s 691 710 730 758 7.84 809 800 806 811 820
(trillions of dollars)

Annual change

2.5 2.7 2.8 3.9 3.5 3.2 4.8 2.6 2.8 4.2
(percent)

Real government consumption and gross investment *

Level

" 178 186 190 194 196 200 199 199 2.00 2.02
(trillions of dollars)

Annual change

3.4 4.4 2.5 1.9 0.9 2.1 4.9 0.8 1.7 3.4
(percent)

Real gross private fixed investment *

Level

- 1.60 1566 1.61 1.77 1.87 1.95 1.96 1.97 1.96 1.89
(trillions of dollars)

Annual change

-7.9 -2.6 3.6 9.8 5.4 4.3 7.8 1.0 -0.7 -15.2
(percent)

Real exports of goods and services *

Level

" 1.04 101 103 1.12 120 130 127 129 131 1.34
(trillions of dollars)

Annual change

5.4 22 1.3 9.2 6.8 89 14.0 6.2 6.8 10.6
(percent)

Real imports of goods and services *

Level

- 1.44 148 1.55 1.71 1.82 1.92 1.91 1.91 1.94 1.98
(trillions of dollars)

Annual change

-2.7 3.4 41 10.8 6.1 5.8 9.1 1.4 5.6 -2.6
(percent)

Notes: Seasonally adjusted; * Chained 2000 dollars.

Source: U.S. Small Business Administration, Office of Advocacy, using data from the U.S. Department of
Commerce, Bureau of Economic Analysis.

tion spending or investment on the part of businesses (and vice versa), or a
slump in new housing construction could dampen the nation’s output (as it did
in 2006) through dramatic decreases in real gross private fixed investment.
Expectations can play a large role in shaping the future growth of the
economy. Office of Advocacy research shows that small business output is
rising when the NFIB’s optimism index exceeds 100.%° Moreover, the public’s

20 See a July 2003 Office of Advocacy study by Joel Popkin and Company titled, “Small Business during
the Business Cycle,” which can be found at: http://www.sba.gov/advo/research/rs231tot.pdf.
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mood can influence their willingness to open their wallets. Real personal con-
sumption accounts for around 70 percent of real GDP; thus, spending habits
can have a large impact on output. In addition, such mood swings can also
determine whether a small business expands or hires new workers.

One of the most followed statistics is the U.S. unemployment rate.
Indeed, even many noneconomists casually follow the unemployment rate,
which was between 4.4 and 4.8 percent in 2006. The economy generated
nearly 2.3 million net new nonfarm payroll jobs in 2006. Yet it is also impor-
tant to “drill down” into these statistics to ascertain where the new jobs are
coming from. It should not surprise many that almost all of the net new jobs
have been in the service sector in recent years. Table 1A.2 shows the break-
down of nonfarm payroll employment by major industry sector for 2006. The
vast majority of the new jobs in 2006 were in wholesale trade, financial activi-
ties, professional and business services, educational and health services, leisure
and hospitality, and government. In all but the government sector, at least 40
percent of firms are small. The manufacturing sector, in contrast, lost 90,000
jobs during the course of the year—continuing a trend of reduced employ-
ment as a result of increased productivity and greater global competition.

'The fourth element of importance in the Quarterly Indicators is infla-
tion. For many years, inflation has not been a household concern for many
Americans, but with rising energy prices in the past couple of years, consum-
ers and business owners have once again felt the impact on their pocketbooks
of higher prices. This can be felt in two ways. First, the Federal Reserve
combats inflationary pressures in the economy by raising interest rates—a
response that increases the overall cost of borrowing for both individuals
and businesses. Second, to the extent that higher prices constitute a greater
proportion of one’s overall budget, they can also affect the psyche. Measures
of confidence, including the NFIB optimism index and the University of
Michigan’s consumer confidence survey, have tended to be highly correlated
lately with the price of oil. If the cost of filling up the gas tank is higher, the

public tends to be more pessimistic in these surveys, and vice versa.

Possible New Sources of Small Business Data

For those seeking current data on small business, several possible new sources
with shorter lags than many current sources will provide some clues. The
U.S. Department of Labor’s Bureau of Labor Statistics (BLS), for instance,
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has been preparing the Business Employment Dynamics (BED) data series,
which shows net employment changes by firm size and industry with a three-
quarter lag.?! In addition, the Ewing Marion Kauffman Foundation has been
funding a new data series, the Kauffman Index of Entrepreneurial Activity,
which is produced by Robert Fairlie of the University of California at Santa
Cruz. This index shows the rate of new entrepreneurial activity in a given year
by state, industry, and a variety of demographic statistics.”> While neither of
these datasets is current enough to appear in the Quarterly Indicators, both do
provide a recent snapshot of the economic dynamism in the economy.

'The BED data series is an example of what can be accomplished through
the use of administrative data. It is generated from the Quarterly Census of
Employment and Wages (QCEW, or ES-202) program coordinated jointly
between BLS and the states. In essence, the data are gathered through the
unemployment insurance programs at the state level. The use of adminis-
trative data provides a wealth of more timely information and reduces the
burden of having individuals or business owners complete additional surveys.

'The National Research Council of the National Academies recently
completed a two-year analysis of federal data sources, Understanding Business
Dynamics: An Integrated Data System for America’s Future”” One of its recom-
mendations was to increase the use of administrative data. Other recommen-
dations include increased data sharing among federal agencies to reconcile
and enhance data series, and increased emphasis in the data collection process
on nascent and new enterprises. It is too early to see how many of the recom-
mendations from this examination come to fruition. At a minimum, though,
the dialogue between the data collection agencies and the study members
has, it is hoped, led to an increased awareness about the need for more data
on businesses, especially by firm size. With a little luck, some of these con-
versations will lead to new data series in the future that will be relevant to the

analysis of the state of small businesses in the United States.

21 See http://www.bls.gov/bdm/home.htm.

22 See http://www.kauffman.org/items.cfm?itemID=703.

23 To peruse or purchase this book online, see http://books.nap.edu/openbook.php?record_
id=11844&page=R1.
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Small Business

Financing in 2006

Synopsis

As the economy continued to grow at a slower, but still healthy pace in 2006,
total business borrowing increased by one-third, from $562 billion in 2005
to $753 billion in 2006, an historic high. The level of increase in borrowing
by nonfarm, noncorporate businesses declined slightly, from $304 billion to
$289 billion over the period. Nevertheless, small business credit continued

to expand in 2006 because of favorable economic conditions and a financial
market with ample liquidity. Demand for loan types other than corporate
loans for mergers and acquisitions weakened slightly by the end of the year as
lenders tightened lending criteria. Although financing was available to small
firms, borrowing costs continued to rise in 2006.

Data from the National Survey of Small Business Finances indicate that
most small businesses used traditional credit such as credit lines, loans, or capi-
tal leases and that most of the increases were in credit lines and credit cards.

Bank consolidations continued over the 2005-2006 period. The number
of multibillion-dollar lending institutions increased from 101 in June 2005
to 108 in June 2006, and accounted for 75.2 percent of total domestic assets,
64 percent of total business loans, and 45 percent of small business loans.
The largest lenders continued to increase their dominance in loans under
$100,000, especially credit cards.

Equity markets increased at a moderate pace, and the average offering
size in the initial public offering (IPO) market increased, while the number
of IPOs dipped slightly.

Economic and Credit Conditions in 2006

In spite of four interest rate increases, the U.S. economy continued to grow
at a healthy pace in 2006, although more slowly than in the previous two

years. Although the housing market cooled considerably during this period,
consumer spending remained strong. Rising employment and accumulated
household wealth from a long period of appreciation in the housing market
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were complemented by robust business investments in a very accommodat-
ing financial market. Core inflation was slightly higher in 2006 than in 2005.
'The 2006 rate moved up slightly over the previous year, but it continued to
respond to the increase in interest rates. Generally, financial market condi-
tions were conducive to economic expansion. As a result, real gross domestic

product grew 3.4 percent, up from 3.1 percent the previous year.

Interest Rate Mowvements

Short-term interest rates continued to rise and remained high at the end

of 2006. The Federal Reserve maintained a policy of high interest rates as

the economy entered its fourth year of recovery and expansion. The federal
funds rates went from 4.25 percent in January to 5.25 percent by the end of
December. Long-term interest rates rose slightly during the first half of the
year but ended the year unchanged. (These movements are determined by the
demand and supply in the capital markets.) Rates for AAA corporate bonds
reached a high of 5.95 percent in May 2006 and declined steadily for the rest
of the year (Figure 2.1).

Interest rates on small loans followed a pattern similar to interest rate
movements in the financial markets. Rates paid by small business owners
increased consistently, corresponding to rising prime rates, which moved
from 7.25 percent at the beginning of the year and leveled off at 8.25 percent
in July (Figure 2.1). Fixed-rate loans with a term of one year or more rose
to 8.97 percent in August, the highest rate since August 2001, when they
reached 8.73 percent. They declined slightly by the end of the year. Variable-
rate loans with terms of 2 to 30 days for the smallest loans increased from
6.69 percent in November 2005 to 7.92 percent in November 2006. Variable-
rate loans with terms of 31 to 365 days also increased in 2006 (Figure 2.2 and
Table 2.1).

"The Nonfinancial Sector’s Use
of Funds in Capital Markets

In general, domestic borrowing in the credit markets slowed modestly from
the record pace of borrowing in 2005. Declines in net borrowing by the
tederal government and the household sector were offset by large increases in

corporate borrowing. Total net borrowing by the nonfinancial sectors in the
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Figure 2.1 Interest Rate Movements, 2001 - 2006
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Source: Board of Governors of the Federal Reserve System,
Federal Reserve Bulletin, various issues.

Figure 2.2 Bank Loan Rates for Loans under $1 Million, August 1998-2006
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Source: Board of Governors of the Federal Reserve System, Survey of Terms of Lending,
Statistical Release E.2, various issues, and special tabulations prepared by the Federal
Reserve Board for the Office of Advocacy.

Small Business Financing in 2006

27



Table 2.1 Loan Rates Charged by Banks by Loan Size (percent), February 2005-November 2006

(tk%gsgaiiéz Fixed-rate  Variable-rate loans  Variable-rate loans

of dollars) term loans (2-30 days term)  (31-365 days term)

November 2006 1.0-99 8.76 7.92 8.61
100-499 8.06 7.67 8.00

500-999 7.07 7.40 7.91

Minimum-risk loans 6.90 5.89 6.27

August 2006 1.0-99 8.97 7.96 8.69
100-499 8.28 7.81 7.7

500-999 7.62 7.64 7.53

Minimum-risk loans 7.57 5.93 6.35

May 2006 1.0-99 8.38 7.71 8.14
100-499 8.00 7.38 7.61

500-999 7.61 7.25 7:85

Minimum-risk loans 5.65 4.54 577

February 2006 1.0-99 8.43 7.19 8.28
100-499 7.64 7.10 7.31

500-999 7.34 6.83 7.36

Minimum-risk loans 6.94 5.09 6.22

November 2005 1.0-99 8.07 6.69 7.72
100-499 7.48 6.65 7.41

500-999 6.70 6.38 7.00

Minimum-risk loans 4.98 4.51 4.88

August 2005 1.0-99 7.90 6.09 7.09
100-499 6.89 6.23 6.52

500-999 6.39 5.82 5.65

Minimum-risk loans 4.24 412 415

May 2005 1.0-99 7.48 5.74 713
100-499 6.44 5.71 6.27

500-999 5.74 5.49 5.27

Minimum-risk loans 3.9 3.79 3.83

February 2005 1.0-99 7.05 5.25 6.61
100-499 6.38 5.08 6.09

500-999 5.82 4.52 5.05

Minimume-risk loans 6.58 3.24 4.42

Source: Board of Governors of the Federal Reserve System, Survey of Terms of Lending, Statistical Release
E.2, various issues, and special tabulations prepared by the Federal Reserve Board for the Office of Advocacy.
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U.S. economy decreased by 7.8 percent, from $2.28 trillion in 2005 to $2.10
trillion in 2006 (Table 2.2).

Federal, State, and Local Government Borrowing

Borrowing by federal, state, and local governments decreased in 2006, as
a strong economy generated increased tax revenues. Federal borrowing in
the financial markets declined from $307 billion to $183 billion in 2006,
accounting for less than 10 percent of the total net borrowing by the non-
financial sector (Table 2.2). The federal budget deficit declined to $248
billion from $318 billion in the previous year! as a result of increased federal
revenues in 2006.

State and local governments’ net borrowing dropped by $20 billion, from
$171 billion in 2005 to $152 billion in 2006. In fact, state and local govern-
ment revenues increased faster than expenditures during the first half of the

year, but were outpaced by expenditures in the third and fourth quarters

(Table 2.2).

Borrowing by the Household Sector

Although household borrowing slowed by 13.0 percent, from $1.2 trillion

in 2005 to $1.0 trillion, it still accounted for almost half of net borrowing by
the nonfinancial sector (Table 2.2). Consumer spending remained strong and
was supported by gains in real income and employment growth, as well as
increases in household wealth.

Business Borrowin g

Confidence in the U.S. economy continued to be solid. This was evident in
corporate profits, which rose from $931 billion in 2005 to $1.1 trillion in
2006—a 17 percent increase (Table 2.3). Increases in corporate borrowing
helped sustain total borrowing in the financial markets at a high level. Total
business borrowing increased from $562 billion in 2005 to $753 billion in
2006, an historic high. Borrowing by nonfarm, noncorporate businesses
declined slightly, to $289 billion in 2006 from $304 billion in 2005 (Tables
2.2 and 2.4).

1 Based on the national income account estimates from the Federal Reserve Bank of St. Louis, “Govern-
ment Revenues, Spending, and Debt,” National Economic Trends, April 2007, 17.
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Financing Patterns of Small Businesses

'The 2003 Survey of Small Business Finances (SSBF) conducted by the
Federal Reserve Board provides insight into the changing financing patterns
of small businesses in the United States. Small businesses continue to use an
array of internal (personal savings, business retained earnings, depreciation)
and external funding sources (friends and family, other businesses, financial
intermediaries, and the public markets).?

Opverall, 60 percent of small businesses used traditional credit such as
credit lines, loans, or capital leases in 2003 compared with 55 percent in
1998. Most of the increases were in the increased use of credit lines and
credit cards—small firms’ use of credit lines went from 28 percent in 1998 to
34 percent in 2003 (Table 2.5), and the use of business credit cards (financ-
ing) by small business owners soared from 34 percent in 1998 to almost 50
percent in 2003 (Table 2.5); the increased uses were observed for all business
sizes. As will be discussed in the following section based on call report data,
very large lenders have increased promotion of business credit cards to small
firms over the past 10 years, as indicated by the increase in the number of
business loans under $100,000 (see Table 2.11).

The SSBF showed that more small firms were using nonbank suppli-
ers for their credit needs; for example, the share of the outstanding dollar
amount for these owners was 43 percent in 2003 compared with 35 percent
in 1998 (Table 2.6). However, commercial banks continue to be the main
traditional source of financing for small businesses, although their share of
the outstanding dollar amount decreased slightly compared with the previous
survey, from 65 percent in 1998 to 57 percent in 2003.

'The 2003 SSBF also showed that the use of credit lines increases with
firm employment size and sales revenues. Small businesses with less than
$50,000 in sales revenues were more likely in 2003 to use other traditional
types of credit than firms with larger sales. Between 1998 and 2003 the use
of other credit by firms with $25,000 to $50,000 in sales surged, from 7.5
percent in 1998 to 29.7 percent in 2003 (Table 2.7).

2 The Survey of Small Business Finances (SSBF), conducted every five years since 1987, is the most
comprehensive data source for the analysis of the financing behaviors of small firms in the U.S. financial
markets. Currently, the Federal Reserve Board is considering eliminating this survey.
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Small Business Borrowing

Small business credit continued to expand in 2006 because of favorable
economic conditions as well as a financial market supplied with ample liquid-
ity. Aside from corporate borrowing for mergers and acquisitions, demand
for other loan types weakened slightly toward the end of the year as lenders
tightened their lending criteria. Although financing was available to small
firms, borrowing costs continued to rise in 2006; average rates for the small-
est, fixed-rate term loans (valued at less than $100,000) reached 8.76 percent
in November 2006 (see Table 2.1).

Developments in Small and Micro Business Lena’ingj

'The pace of borrowing from lending institutions picked up from the previous
year, and small business loans of less than $1 million by depository institu-
tions showed larger increases between June 2005 and June 2006 than in the
previous period. The dollar amount of all small business loans outstanding
increased 5.5 percent, from $601 billion in June 2005 to $634 billion in June
2006 (Tables 2.8, 2.9, and 2.10.) Small business loans of all sizes increased
during this period; loans under $100,000 and loans from $100,000 to $1
million increased by 5.5 percent. The increase is confirmed by the larger
increases in the number of larger small business loans ($100,000 to $1 mil-
lion), up 12.8 percent over the June 2005 to June 2006 period compared with
almost no change, or a very slight drop, for loans under $100,000 (Table
2.10). The largest increase in business borrowing during this period was in
large corporations, which continued to increase investment, as corporate
merger and acquisition activities, especially by private equity funds, acceler-
ated the pace of leveraged buyouts in 2006. Borrowing by larger corporations
in loans over $1 million increased at an annual rate of 12.4 percent, compared
with an increase of 11.1 percent over the previous period.

Bank consolidations continued during the June 2005—June 2006 period,
as indicated by the continued increase in the multibillion-dollar lending
institutions’ share of total industry assets (T'able 2.11).* The number of multi-
billion-dollar lending institutions with total domestic assets of more than $10

3 Lending institutions include commercial banks, federal savings banks, and savings and loan associations,
but exclude credit unions.

4 'The number of lending institutions as of June 2006 was 7,563 including 1,487 independent institutions
and 5,076 bank and financial services holding companies.
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Table 2.9 Change in the Dollar Amount of Business Loans by Loan Size,
June 2003-June 2006 (percent)

June 2003~ June 2004~ June 2005-
Loan size June 2004 June 2005 June 2006
Under $100,000 -0.5 1.9 G15)
$100,000 to under $1 million 7.2 4.8 5.5
Under $1 million 5.3 4.1 5.5
Over $1 million 4.6 1.1 12.4

Source: U.S. Small Business Administration, Office of Advocacy, Small Business Lending in the
United States, various years, and special tabulations of the June 2006 call reports (Consolidated
Reports of Condition and Income for U.S. Banks and Thrift Institutions) prepared for the Office of
Advocacy by James Kolari, Texas A&M University, College Station, Texas.

Table 2.10 Change in the Number of Small Business Loans by Loan Size,
June 2003-June 2006 (percent)

June 2003- June 2004- June 2005—
Loan size June 2004 June 2005 June 2006
Under $100,000 -11.1 24.8 0
$100,000 to under $1 million 6.6 5.0 12.8
Under $1 million -9.4 22.6 1.2

Source: U.S. Small Business Administration, Office of Advocacy, Small Business Lending in the
United States, various years, and special tabulations of the June 2006 call reports (Consolidated
Reports of Condition and Income for U.S. Banks and Thrift Institutions) prepared for the Office of
Advocacy by James Kolari, Texas A&M University, College Station, Texas.

billion increased from 101 in June 2005 to 108 in June 2005; they accounted
for 75.2 percent of total domestic assets, 64 percent of total business loans,
and 45 percent of small business loans. Again, the largest lenders continued
to increase their dominance in the market for loans under $100,000, espe-
cially in the business credit card market, where they accounted for 71 percent
of the total number and 53 percent of the total amount of these loans in June
2006 (Table 2.11).

In the market for loans between $100,000 and $1 million, the largest
lenders remained relatively passive or at least not aggressive. Their shares in
this market remained almost unchanged, in both the amount and number of
loans, in spite of their increased asset share.

Lending by Finance Companies

Lending to businesses by finance companies expanded in 2006, as busi-

ness receivables outstanding increased by 4.0 percent from $479 billion to
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$498 billion (Table 2.12). The growth of finance companies continues to be
dominated by the banking industry. Lack of data from finance companies by
borrowing size prevents further exploration into the distributions of loans to
small and large businesses. As a result, little can be said regarding the lend-
ing patterns of finance companies and the extent to which they are lending to

small businesses relative to large businesses.’

Small Business Investment

Equity Borrowing in the Public Issue Markets

The U.S. stock markets came alive and stock prices rose significantly in
September 2006, after almost three quarters of sluggish activities, when
investors’ fears of an economic slowdown or even a downturn were dispelled
by record earnings of U.S. corporations. While the number of initial public
offerings (IPOs) declined slightly from the previous year’s level, the volume
increased—indicating an increased average offering size in 2006. The value
of total IPO offerings increased by 20 percent from $38.0 billion in 2005 to
$46.0 billion in 2006 (Table 2.13). The average offering size increased mod-
estly from $181.6 million in 2005 to $221.6 million in 2006. IPO ofterings
by issuers with $25 million or less in assets before public issue increased the
most, by 41.2 percent, from $815 million in 2005 to $1.2 billion in 2006. The
average offering size for this category also increased by $25 million—or 64
percent—from $38.8 million the previous year to $64.0 million in 2006.

Venture Capital

'The number of venture capital funds raising money decreased to 206 in 2006
from 215 in 2005, but the amount of capital raised increased to $29.9 billion.
This was the highest total since 2001, but just an 8.0 percent increase since
2005 (Table 2.14). However, commitments to venture capital funds repre-
sented 19.6 percent of the total private equity capital commitment of $152.4
billion in 2006.¢ The number of companies receiving venture funds increased

from 2,646 in 2005 to 2,910 in 2006. The amount of venture-backed IPOs

5 The 2003 SSBF should provide a better understanding of the role finance companies played in the small
business loan market.

6 Private equity includes venture capital and mezzanine capital. See National Venture Capital Association
Yearbook 2007, Figure 2.02, Capital Commitments.
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Table 2.12 Business Loans Outstanding from Finance Companies,

December 31, 1980-December 31, 2006

Total receivables outstanding

Billions of Change  Annual change in chain-type*
dollars (percent)  price index for GDP (percent)
December 31, 2006 498.2 4.0 2.9
December 31, 2005 479.2 1.5 3.5
December 31, 2004 471.9 3.2 4.2
December 31, 2003 457.4 0.5 2.7
December 31, 2002 455.3 1.9 1.6
December 31, 2001 447.0 25 0.8
December 31, 2000 458.4 16.3 3.7
December 31, 1999 405.2 16.6 4.5
December 31, 1998 347.5 9.1 4.2
December 31, 1997 318.5 2.9 4.5
December 31, 1996 309.5 2.6 3.7
December 31, 1995 301.6 9.7 2.4
December 31, 1994 274.9 NA 2.5
December 31, 1993 294.6 -2.3 2.3
December 31, 1992 301.3 1.9 2.5
December 31, 1991 295.8 0.9 2.6
December 31, 1990 293.6 14.6 3.4
December 31, 1989 256.0 9.1 4.6
December 31, 1988 234.6 13.9 3.9
December 31, 1987 206.0 19.7 4.0
December 31, 1986 1721 9.3 3.2
December 31, 1985 157.5 14.3 2.5
December 31, 1984 137.8 21.9 8.5
December 31, 1983 113.4 12.9 3.8
December 31, 1982 100.4 0 5.8
December 31, 1981 100.3 111 8.5
December 31, 1980 90.3

* Changes from the fourth quarter of the previous year.

NA = Not available.

Source: Board of Governors of the Federal Reserve System, Federal Reserve Bulletin, Tables 1.51 and
1.52 (various issues); U.S. Department of Commerce, Bureau of Economic Analysis, Business Conditions
Digest (various issues) and Survey of Current Business (various issues).
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Table 2.14 New Commitments, Disbursements, and Total Capital Pool of the Venture Capital

Industry, 1982-2006 (billions of dollars)

Commitment  Disbursement  Initial round  Follow-on  Capital under management

2006 299 25.9 5.90 20.00 235.8
2005 27.8 22.8 5.30 17.10 265.4
2004 19.2 22.1 4.40 16.60 260.7
2003 11.6 19.7 3.60 15.30 2565.2
2002 9.2 21.8 4.50 17.20 256.2
2001 38.2 40.7 7.50 33.40 255.8
2000 105.9 105.0 29.00 76.90 227.8
1999 58.2 54.4 16.08 38.36 145.9
1998 30.4 21.2 7.30 13.94 91.4
1997 18.2 14.8 4.72 10.06 63.2
1996 11.6 11.5 4.29 7.26 49.3
1995 10.0 7.7 3.65 4.10 40.7
1994 7.8 4.2 1.73 2.47 36.1
1993 3.8 3.9 1.43 2.41 32.2
1992 5.1 3.6 1.27 2.11 30.2
1991 1.9 2.2 0.56 1.67 29.3
1990 3.3 2.8 0.84 1.97 31.4
1989 5.4 3.3 0.98 2.32 30.4
1988 4.4 3.3 1.03 2.23 27.0
1987 4.8 4.5 0.94 2.23 24.6
1986 3.7 4.1 0.89 2.09 20.3
1985 3.1 3.4 0.71 2.01 17.2
1984 3.2 3.3 0.86 2.09 13.9
1983 4.2 3.1 0.90 1.97 10.6
1982 2.0 1.8 0.59 1.00 6.7

Source: Venture Capital Journal (various issues); National Venture Capital Association Yearbook 2007 .

also increased, along with the average offering value. However, the number
of venture-backed merger and acquisition transactions decreased from 347 in
2005 to 336 in 2006.

'The angel investor market continued to provide hope of financing for new
ventures as the market grew steadily in 2006 with total investments at $25.6
billion, a 10.8 percent increase from 2005 based on the Center for Venture
Research, University of New Hampshire. The average deal size increased
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by 7.5 percent compared with 2005.7 The largest source of seed and start-
up capital came from angel investors (46 percent), who are also becoming
actively involved in more later-stage investments because of the capital gap in

the market. Entrepreneurial ventures receiving angel funding increased by 3.0

percent, from 49,500 in 2005 to 51,000 in 2006.

Conclusion

Overall, the economy continued to grow as household wealth increased
and consumer spending remained strong in 2006. Financing was available
to small firms, but the cost of interest rates remained high as the Federal
Reserve Board maintained a firm stance on interest rate policy.

Business borrowing was strong, while household borrowing slowed.
Borrowing by nonfarm, noncorporate businesses also declined slightly, by
$15 billion in 2006. Small businesses continued to use various sources for
both internal and external financing. The use of credit lines by small busi-
nesses continues to increase as very large lenders persistently promote credit
cards to this market segment.

Equity markets grew at a moderate pace, and the average offering size
in the IPO market increased, while the number of IPOs dipped slightly.
IPO ofterings by medium-sized companies increased the most during this
period, while IPOs backed by merger and acquisition ventures remained
quite active. The economy overall remained strong as consumer confidence
increased by year’s end.

7 Jeftrey Sohl, professor, Whittemore School of Business and Economics, and director, University of New
Hampshire, Center for Venture Research.
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Federal Procurement

from Small Firms

Synopsis

Small businesses, numbering nearly 27 million, continue to have a strong
foothold in the American economy. According to the U.S. Small Business
Administration, Office of Advocacy’s most recent Frequently Asked Questions,
based in large part on Census data, small businesses represent 99.7 percent of
all employer firms.! They create more than one-half of the nonfarm private
gross domestic product, make up 97 percent of all identified exporters, and
produced 28.6 percent of the known export value in FY 2004.

Small businesses also hire 40 percent of high technology workers (such as
scientists, engineers, and computer workers)—important because the hiring
is done by small firms on the cutting edge of technological developments.
Small businesses produce 13 times more patents per employee than large
patenting firms, and their patents are twice as likely to be among the one
percent most cited.?

'The Small Business Innovation Research (SBIR) program, over its
24-year existence, has become one of the most productive programs for small
businesses and thus for the nation’s competitive advantage in world markets.
Armor Works and Hawaii Biotech are two examples. Armor Works used
SBIR funding to develop innovative technologies such as a high-performance
composite armor. Armor Works’s advanced composite armor technology
is already commercialized and in production for body, vehicle, and aircraft
armor used by all branches of the U.S. military.> Hawaii Biotech has devel-
oped vaccines for emerging infectious diseases that include seasonal and avian
(pandemic) influenza, West Nile encephalitis, and dengue fever. Its propri-
etary manufacturing platform, which exploits recombinant DNA technology
to produce commercially scaleable, ultra-high quality vaccine components, is

1 See http://app1.sba.gov/faqs/faqIndexAll.cfmPareaid=24.

2 Foreign Patenting Behavior of Small and Large Firms: An Update, prepared by Mary Ellen Mogee under
contract with the U.S. Small Business Administration, Office of Advocacy (Springfield, VA: National
Technical Information Service, 2003), http://www.sba.gov/advo/research/rs228_tot.pdf.

3 See http://www.sbirworld.com/federal AgencyLinks.asp?mnuFed=1.
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suited to produce vaccines in the quantities and timeframes needed to protect
human populations.*

'The federal government is one of the largest single sources of U.S. con-
tracting opportunities for small businesses. In fiscal year (FY) 2006, more
than $340 billion in contracts were identified as small business-eligible. The
Small Business Administration (SBA) reported that small businesses received
more than $77 billion in direct prime contract awards. Subcontract data are
being revised, but it is estimated that small firms received subcontracts worth
about $65 billion, for an FY 2006 total of $142 billion in federal small busi-
ness contract dollars.’

At the forefront of President Bush’s Small Business Agenda, first
announced in 2002, have been efforts to provide greater transparency in
tederal small business procurement. A number of recent changes have been
implemented, including new guidance for large businesses subcontracting to
small firms, improvements in small business size standards, clarification of
the “novation” regulations relating to small businesses acquired by larger ones,
initiatives toward more transparency in federal procurement data, and steps to
reduce the contract bundling that can leave small firms out of the competition.

Additional developments that occurred in 2004, 2005, and 2006 deserve
mention. First, in 2004, the General Services Administration and the Office
of Management and Budget, Office of Federal Procurement Policy (OMB/
OFPP) introduced the fourth generation of the Federal Procurement Data
System-Next Generation (FPDS-NG). Work is ongoing to correct problems
in the quality, timeliness, and accuracy of the data under the new system.

'The new FPDS-NG was designed to reduce the potential for human error

in transferring data to the FPDS. When the system becomes 100 percent
operational, small business stakeholders are expected to be able to retrieve
tederal small business procurement numbers in real time and make policy and
marketing decisions more quickly and accurately.®

Second, in April 2005, the SBA introduced changes to the Central
Contractor Registration (CCR) process, using its Small Business Logic

program to determine the small business status of companies registered in the

41d.

5 For more detailed data, see http://www.sba.gov/aboutsba/sbaprograms/goals/index.html. These data will
be discussed in detail below.

6 See Amendment 2004-04, General Services Acquisition Regulations (GSAR) Case 2004-G509, Access
to the Federal Procurement Data System, December 28, 2004.
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CCR. This is expected to improve accuracy and transparency, and to reduce
previously required data input. Companies are no longer required to fill out
the SBA-certified business type fields for small disadvantaged, 8(a), and
HUBZone businesses; those will be automatically filled in by SBA. The SBA
will further validate business size, based on the number of employees and
revenue data provided to the CCR.”

Third, the Service Acquisition Advisory Panel authorized by Section
1423 of the Services Acquisition Reform Act of 2003 has finalized its report.®
'The panel’s statutory charter was to review and recommend to Congress and
the administration specific actions that should further the enhancement of
procurement opportunities for small businesses. Further, it was to review and
recommend any necessary changes to acquisition laws and regulations, as well
as government-wide acquisition policies, with a view toward ensuring effec-
tive and appropriate use of commercial practices and performance-based con-
tracting.’ The panel extended the deadline for its final report by six months.
SBA was represented on the panel and chaired the small business group.
Some of the recommendations, when implemented, will help to further the
intent of President Bush’s Small Business Agenda (leveling the playing field

for small businesses to compete in the federal marketplace).”

Small Business Procurement Data

An Advocacy-sponsored study published in December 2004, Analysis of
Type of Business Coding for the Top 1,000 Contractors Receiving Small Business
Awards in FY 2002, found coding problems with small business contracts.
'The coding problems pertained to a number of companies found to be other
than small in the FY 2002 procurement data. The coding issues could have
resulted from errors in the companies’ size identification or from companies
growing to—or having been acquired by—larger businesses during the course
of the contract.

7 Information on CCR is available at http://www.ccr.gov/.

8 See Section 843 of Title VIII of the National Defense Authorization Act for Fiscal Year 2006, Public
Law 109-163.

9 The membership of the panel consisted of experts in government acquisition law and policy, represent-
ing a variety of backgrounds from both the public and private sectors.

10 See http://acquisition.gov/comp/aap/index.html.
11 The report is available at http://www.sba.gov/advo/research/rs246tot.pdf .
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Efforts by the SBA and the OFPP to achieve greater transparency in
tederal procurement data continue. In fact, as part of the solution for the
problems associated with miscoding, SBA revised its small business procure-
ment goaling numbers by going through a thorough certification and data
review process. Consequently, the FY 2005 goaling achievement has been
reduced from the previous 25.4 percent to 23.4 percent. This revised percent-
age represents an increase of .4 percent above the federal government-wide
goal of 23 percent. In dollars, this reduction represents a decrease of $4.6
billion. The original FY 2005 dollar level was $79.6 billion. The revised level
is $75 billion or 23.4 percent.'

In another significant effort to improve the quality of federal procurement
data, OFPP Administrator Paul Denett, in a March 9, 2007, memorandum
to agency chief acquisition officers, required that they establish agencywide,
statistically valid, procurement data verification and validation procedures
and provide a certification of data accuracy and completeness each year. The
first report is due December 15, 2007.%

An SBA Procurement Scorecard was recently introduced by SBA and
OFPP to facilitate public review of the procurement database. According
to OFPP Administrator Denett, “This new tool, along with better data in
the goaling reports, will enable us to identify where we are strong and where
we need to improve.” SBA rates 24 agencies green, yellow, or red, based on
whether they reached their annual small business contracting goals and on
their progress in efforts to make contracting opportunities available to small
businesses.*

SBA’s recertification regulation became effective on June 30, 2007. This
regulation is another attempt by SBA to reduce the inaccuracies of counting
businesses as small. The regulation requires a small business holding a con-
tract for more than five years to recertify its size status after the fifth year and
any option extension thereafter.”® Historically, SBA’s regulations called for
determination of small business size status when firms submitted their initial
offers. Firms maintained their size status for the duration of contracts.

12 See www.sba.gov/gc/goals.

13 See http://www.whitehouse.gov/omb/procurement/memo/fpds_ltr_030907.pdf. (Accessed September
25,2007).

14 The scorecard is available at www.sba.gov.

15 See www.sba.gov/gc.
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Expanding the ongoing efforts of SBA to improve the accessibility, qual-
ity, and transparency of data, Congress passed and President Bush signed
into law the Federal Funding Accountability and Transparency Act of 2006,
Public Law 109-282. The law will require all contractors and subcontractors
to report their federal dollar expenditures, as well as contract and grant dol-
lars; this information will become part of a searchable website that provides

public access to information about federal expenditures.

Federal Contracting with
Small Firms in FY 2006

In FY 2006, the dollar amount in contracts available for small business
participation totaled $340 billion, and the percentage awarded to small busi-
nesses was 22.8 percent (Table 3.1). Of the $340 billion total in FY 2006,
small businesses were the recipients of $77.7 billion in direct prime contract
dollars, up from the revised $75 billion in FY 2005, according to SBA."
Subcontracting statistics have not been available for several years because
of the migration to the Electronic Subcontracting Report System (ESRS).
ESRS is now in full operation, except in the Department of Defense (DOD),
which has not yet officially migrated. In FY 2005, small businesses were
awarded nearly $60 billion in subcontracts. The FY 2006 subcontracting data
are being revised, but it is estimated that small businesses will receive about
$65 billion in subcontracting dollars."” In sum, small businesses were awarded

slightly more than $142 billion in total contract dollars in FY 2006.

16 The following disclaimers to the FY 2005 Small Business Goaling Report appear on the Small Business
Administration’s Office of Government Contracting website (http://www.sba.gov/GC/goals/index05.
html). “Fiscal Year 2005 is the second year the FPDS-NG has produced the Small Business Goaling
Report. There are three issues identified in this year’s report. One is government-wide; the other two are
agency-specific. Government-wide: ‘The FY 2005 Small Business Goaling Report does not provide 8(a)
credit for delivery orders against Indefinite Delivery Vehicles (IDVs). This issue will be fixed in time for
the FY 2006 report.” USAID [U.S. Agency for International Development] specific: ‘USAID is still in the
process of entering their FY05 data into FPDS-NG; therefore this report is not a complete reflection of
their small business achievement. USAID is working diligently to enter their data, and expect to be fin-
ished by the end of this summer.” DOD specific: “The number of actions reported is fewer than it should
be because DOD consolidates certain actions into single contract reports. This does not affect the dollar
amount or small business percentages.”

17 See www.sba.gov/goals.
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Table 3.1 Total Federal Prime Contract Dollars, FY 2004-FY 2006

Thousands of dollars Small business

Fiscal year Total Small business share (percent)
2006 340,212,001 77,670.193 22.82
2005 320,309,252 75,000,000 23.41
2004 299,886,098 69,228,771 23.09

Note: In 2004, the GSA and the OMB/OFPP introduced the fourth generation of the FPDS. The FPDS-NG
data shown here, unless otherwise noted, reflect all contract actions available for small business competi-
tion (excluding some categories), not just those over $25,000.

Source: General Services Administration, Federal Procurement Data System.

Sources of Small Business Awards by Department/Agency

'The largest share of all federal purchases in contracts has historically come
from DOD (Tables 3.2-3.4). DOD’s share of overall procurement dollars
reached about 70 percent in both FY 2004 and 2005 (Table 3.2). In FY 2006,
DOD awarded small businesses $51.3 billion in contract dollars—21.8 per-
cent of the Defense Department total of more than $234.9 billion, according
to the SBA (Table 3.4). Of the $77.7 billion awarded to small businesses by
all federal agencies, 66.1 percent were in DOD awards (Table 3.3).

'The next largest source of federal contracting dollar awards to small
businesses was the Department of Homeland Security, which awarded $4.4
billion or 31.6 percent of its contract dollars to small businesses in Y 2006.
'Third was the Department of Veterans Affairs, which awarded $2.9 billion
or 28.7 percent to small businesses. The Department of Housing and Urban
Development again sent the largest share of its contracting dollars to small

firms—66.3 percent of its $1.1 billion total, or $744.4 million (Table 3.4).

Small Business Innovation Research

'The Small Business Innovation Development Act requires the federal depart-
ments and agencies with the largest extramural research and development
(R&D) budgets to award a portion of their R&D funds to small businesses.'
Ten government agencies with extramural research and development obliga-
tions over $100 million initially participated in this program: the Departments
of Agriculture, Commerce, Defense, Education, Energy, Health and Human
Services, and Transportation, and the Environmental Protection Agency, the

National Aeronautics and Space Administration, and the National Science

18 Public Law 97-219, Public Law 102-564.
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Table 3.2 Procurement Dollars in Contract Actions over $25,000 by Major Agency Source, FY

1984-FY 2003, and in Total, FY 2004-FY 2006

(thouslgzi Percent of total
Fiscal year of dollars) DOD DOE NASA Other
2006* 340,212,001 66.1 1.5 2.5 29.9
2005* 320,309,252 69.7 7.3 3.9 19.1
2004* 299,886,098 70.3 73 4.2 18.2
2003 292,319,145 67.9 7.2 4.0 20.9
2002 258,125,273 65.1 7.4 4.5 23.1
2001 248,985,613 58.2 7.5 4.5 29.8
2000 207,401,363 64.4 8.2 5.3 22.2
1999 188,846,760 66.4 8.4 5.8 19.4
1998 184,178,721 64.1 8.2 5.9 21.8
1997 179,227,203 65.4 8.8 6.2 19.5
1996 183,489,567 66.5 8.7 6.2 18.7
1995 185,119,992 64.3 9.1 6.3 20.2
1994 181,500,339 65.4 9.9 6.3 18.4
1993 184,426,948 66.7 10.0 6.4 16.8
1992 183,081,207 66.3 10.1 6.6 16.9
1991 193,550,425 70.2 9.5 6.1 14.2
1990 179,286,902 72.0 9.7 6.4 11.9
1989 172,612,189 75.0 8.8 5.7 10.6
1988 176,544,042 76.9 8.2 4.9 10.0
1987 181,750,326 78.6 7.7 4.2 9.5
1986 183,681,389 79.6 7.3 4.0 9.0
1985 188,186,597 80.0 7.7 4.0 8.3
1984 168,100,611 79.3 7.9 4.0 9.0

*In 2004, the General Services Administration and the Office of Federal Procurement Policy (OMB/OFPP)
introduced the fourth generation of the FPDS. The FPDS-NG data shown here for FY 2004 —FY 2006
reflect all contract actions available for small business competition (excluding some categories) not just
those over $25,000. The figures are not strictly comparable with those shown for previous years.

Note: Percentages shown are the agencies’ percentages of total contract dollars, not just small business
contract dollars. See Table 3.3 for the agencies’ share of dollars in small business contracts.

Source: General Services Administration, Federal Procurement Data System.

Foundation. A total of about $19.9 billion has been awarded to small busi-

nesses over the 24 years of the Small Business Innovation Research (SBIR)

program (Table 3.5). Participating agencies received a total of 27,572 pro-
posals in FY 2006 and made 5,862 awards totaling $1.9 billion.

19 FY 2006 figures for the Small Business Innovation Research program are preliminary.
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'The SBIR program continues to be successful not only for small busi-
nesses and participating federal agencies, but for the American public, which
benefits from the new products and services developed. A number of impor-
tant innovations have been developed by small businesses in the program. For
example, fast flow pre-filter cartridges have 20 times greater capacity than
conventional cartridges and offer extraordinary filtration efficiency and dirt
holding capability. Broadband Acoustic Doppler Current Profiler (ADCP)
products—ocean research instruments—are widely used by the DOD to
measure physical properties of the ocean in regions of interest to the Navy.
Advanced magnetometers are for use in hand-held electronic compasses
that have now become consumer products, like the Wayfinder™ Electronic
Automobile Compass.?’

'The success of the SBIR program has been documented by the National
Research Council (NRC) of the National Academies.?! The U.S. Congress
requested a complete review of the SBIR program in the 2000 SBIR
Reauthorization Act. Most of the federal agencies, including the Office of
Advocacy, were given congressionally mandated roles to play in the review
process. Advocacy was specifically required to provide NRC with links to the

small business community. Several of the findings include the following:

* SBIR projects yield a variety of contributions to knowledge outputs.

* SBIR supports the transfer of research into the marketplace, as well as

the general expansion of scientific and technical knowledge.

* SBIR awards help to advance small technology companies by develop-
ing firm-specific capabilities, and creating and marketing new commer-

cial products and services.

* The SBIR program has been used to help meet federal research and devel-
opment needs and the procurement needs of diverse federal agencies.

* The SBIR program is encouraging innovation across a broad spec-
trum of firms, creating additional competition among suppliers for the

procurement agencies, and providing agencies new mission-oriented

20 More extensive listings of SBIR accomplishments may be seen at these web sites: DOD, http://www.
dodsbir.net/SuccessStories/default.htm; National Aeronautics and Space Administration, http://sbir.nasa.
gov/SBIR/successes/techcon.html; Health and Human Services (National Institutes of Health), http://
grants1.nih.gov/grants/funding/sbir_successes/sbir_successes.htm.

21 The complete report is available at www.nap.edu. The National Academies include the National
Research Council, the National Academy of Sciences, the National Academy of Engineering, and the
Institute of Medicine.
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Table 3.5 Small Business Innovation Research Program, FY 1983 - FY 2006

Phase | Phase Il

Number Number Number Number Total awards
Fiscal year of proposals of awards  of proposals of awards (millions of dollars)
Total 459,637 68,346 54,719 26,769 19,869.01
2006* 24,305 3,836 3,267 2,026 1,883.17
2005* 26,003 4,300 4,180 1,871 1,865.90
2004 30,766 4,638 3,604 2,013 1,867.44
2003 27,992 4,465 3,267 1,759 1,670.10
2002 22,340 4,243 2,914 1,577 1,434.80
2001 16,666 3,215 2,566 1,533 1,294.40
2000 17,641 3,172 2,533 1,335 1,190.20
1999 19,016 3,334 2,476 1,256 1,096.50
1998 18,775 3,022 2,480 1,320 1,100.00
1997 19,685 3,371 2,420 1,404 1,066.70
1996 18,378 2,841 2,678 1,191 916.3
1995 20,185 3,085 2,856 1,263 981.7
1994 25,588 3,102 2,244 928 717.6
1993 23,640 2,898 2,632 1,141 698
1992 19,579 2,559 2,311 916 508.4
1991 20,920 2,553 1,734 788 483.1
1990 20,957 2,346 2,019 837 460.7
1989 17,233 2,137 1,776 749 431.9
1988 17,039 2,013 1,899 711 389.1
1987 14,723 2,189 2,390 768 350.5
1986 12,449 1,945 1,112 564 297.9
1985 9,086 1,397 765 407 199.1
1984 7,955 999 559 338 108.4
1983 8,814 686 127 74 44.5

*Preliminary estimates.

Note: Phase | evaluates the scientific and technical merit and feasibility of an idea. Phase Il expands on
the results and further pursues the development of Phase I. Phase Il commercializes the results of Phase
Il and requires the use of private or non-SBIR federal funding. The Phase Il proposals and awards in FY
1983 were pursuant to predecessor programs that qualified as SBIR funding.

Source: U.S. Small Business Administration, Office of Innovation, Research, and Technology (annual
reports for FY 1983 — FY 2006).
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research and solutions. Each year, more than one-third of the firms
awarded SBIR funds participate in the program for the first time. This

steady infusion of new firms is a major strength of the program.

Procurement from Minori{y— and Women-owned Businesses

'The participation of small women- and minority-owned businesses in the
federal procurement marketplace continues to grow (Tables 3.6-3.8). Small
women-owned businesses’ share of federal procurement dollars grew from
3.2 percent in FY 2005 to 3.4 percent in FY 2006. (Table 3.6). Small disad-
vantaged businesses achieved their 5 percent goal, reaching nearly 6.8 percent
or $23.0 billion. Participants in the SBA 8(a) program were awarded 3.7
percent of the total FY 2006 procurement dollars or $12.5 billion.

Service-Disabled Veteran Business Owners

Service-disabled veteran business owners are now among the socioeconomic
groups monitored in the federal procurement marketplace. Public Law
106-50 established a statutory goal of 3 percent of all prime and subcontract-
ing dollars to be awarded to service-disabled veterans. Public Law 108-183
fortified this requirement by providing the contracting officer with the
authority to sole source and restrict bidding on contracts to service-disabled
veteran-owned small businesses. In FY 2001 they were awarded 0.25 per-
cent of direct federal contract dollars, and in FY 2002 that percentage was
less than 0.2 percent. In FY 2003 their share was $550 million or 0.2 per-
cent, and in FY 2004 small service-disabled veteran-owned businesses were
awarded contracts valued at $1.1 billion or 0.4 percent of federal contract-
ing dollars. In FY 2006 this group was awarded more than $2.9 billion

or 0.9 percent of federal procurement. Veteran-owned small businesses
were awarded $8.7 billion or 2.6 percent in FY 2006. In 2006, Congress
passed Public Law 109-461, which gives a single federal agency, the U.S.
Department of Veterans Affairs (VA), unique and specific contracting
authority that is not available to other agencies.”

22 'This law authorizes the VA secretary to 1) establish a set-aside and sole-source award mechanism for
veteran-owned small businesses (VOSB) within the VA; 2) establish a defined contracting preference for
VA acquisitions with service-disabled small businesses first, followed by VOSBs; and 3) require the VA
secretary to establish prime and subcontracting goals for SDVOSBs and VOSBs The SDVOSB goal can-
not be less than the 3 percent required by Public Law 106-50.
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Table 3.6 Prime Contract Awards by Recipient Category (billions of dollars)

FY 2005 FY 2006

Dollars Percent Dollars Percent

Total to all businesses 320.30 100.00 340.00 100.00
Small businesses 75.00 25.35 7.7 22.82
Small disadvantaged businesses (SDBs) 20.98 6.55 22.95 6.75
8(a) businesses 11.79 3.68 12.47 3.86
Non-8(a) SDBs 11.25 3.58 — —
HUBZone businesses 6.18 1.93 7.16 2.10
Women-owned small businesses 10.18 3.18 11.61 3.41
Service-disabled veteran-owned small businesses 1.94 0.60 1.95 .87

— This category wsa reflected in the FPOS-NG release for FY 2005, but not for FY 2006.
Source: General Services Administration, Federal Procurement Data System.

Historically Underutilized Business Zones

Historically underutilized business zone (HUBZone) small business own-

ers were awarded $7.16 billion or 2.1 percent of the FY 2006 procurement
dollars toward the statutory HUBZone goal of 5 percent. The Office of
Advocacy has been mandated by Congress to review this program and to
report its findings to Congress. In addition, Public Law 108-447 authorized
the selection of Base Realignment and Closure (BRAC) properties to be

designated as HUBZones.

Conclusion

As leaders in innovation, net new job creation, and business formation, small

businesses continue to be the economic backbone of the nation. As leaders,

small businesses provide the best value for the taxpayer’s dollar through an

acquisition process characterized by competition. Small businesses are eager

to compete for a share of the marketplace. The federal government’s award-
ing of more than $130 billion to small businesses in FY 2006 is an indicator
that, with a level playing field, small businesses will win their share of the

tederal acquisition dollar.
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Table 3.7 Annual Change in the Dollar Volume of Contracts over $25,000 Awarded

to Small, Women-Owned, and Minority-Owned Businesses, FY 1980 - FY 2003 and
in Total, FY 2005-FY 2006* (thousands of dollars)

Total, all business Small business
Change from prior year Change from prior year
Total Total
(thousands Thousands (thousands Thousands

of dollars) of dollars  Percent of dollars) of dollars  Percent

2006* 340,212,001 19,902,759 8.3 77,670,198 2,670,193 .03
2005 320,309,252 20,423,154 4.7 75,000,000 11,396,111 16.7
2004* 299,886,098 — — 68,228,772 — —
2003 292,319,145 47,740,664 19.5 59,813,330 12,687,280 26.7
2002 244,578,481 21,476,465 9,6 47,226,050 461,545 9.9
2001 223,338,280 17,490,979 8.5 46,764,505 7,983,057 20.6
2000 205,847,301 20,722,610 11.2 38,781,448 3,036,256 8.5
1999 185,124,691 1,013,686 0.6 35,745,192 1,485,753 4.3
1998 184,111,005 5,186,111 2.8 34,259,439 -7,013,742 -17.0
1997 178,924,894 -4,558-799 -2.5 41,273,181 8,082,760 24.4
1996 183,483,693 -1,636,299 -0.9 33,190,421 1,383,158 4.3
1995 185,119,992 3,619,653 2.0 31,807,263 3,384,230 11.9
1994 181,500,339 -2,926,609 -1.6 28,423,033 475,592 1.7
1993 184,426,948 1,345,741 0.7 27,947,441 -282,308 -1.0
1992 183,081,207  -10,469,218 -5.4 28,229,749 -617,609 -2.1
1991 193,550,425 14.263,523 8.0 28,847,358 3,445,732 13.6
1990 179,286,902 6,674,713 3.8 25,401,626 1,685,455 7.1
1989 172,612,189 -3,931,853 -2.2 23,716,171 -1,955,147 -7.8
1988 176,544,042 -5,206,284 29 25,671,318 -2,256,401 -8.1
1987 181,750,326 -1,931,063 -1.1 27,927,719 -852,373 -3.0
1986 183,681,389 -4,505,240 -2.4 28,780,092 2,077,397 7.8
1985 187,985,466 20,085,235 11.9 26,702,695 1,196,672 4.7
1984 167,933,486 12,513,288 8,0 25,506,023 3,425,999 15.5
1983 155,588,106 3,190,222 2.1 22,080,024 -1,478,539 -6.3

1982 162,397,884 23,533,140 18.3 23,558,563 3,489,774 17.4
1981 128,864,744 27,971,359 27.7 20,068,789 4,742,668 30.9
1980 100,898,385 = - 15,326,121 = =

— Less than 0.05 percent.

*For FY 2004 and subsequent years, the new FPDS-NG data reflect all contract actions available
for small business competition (excluding some categories), not just those over $25,000.

The figures and are not strictly comparable with those shown for previous years; therefore, the
FY 2003-FY 2004 change is not shown.

Source: Federal Procurement Data System, “Special Report S89522C” (prepared for the

U.S. Small Business Administration, Office of Advocacy, June 12, 1989); and idem.,

Federal Procurement Report (Washington, D.C.: U.S. Government Printing Office,

July 10, 1990, March 13, 1991, February 3, 1994, January 13, 1997, 1998, 1999, 2000),

Eagle Eye Publishers, and Federal Procurement Data System, FPDS-NG.
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Table 3.7 Annual Change in the Dollar Volume of Contracts over $25,000 Awarded

to Small, Women-Owned, and Minority-Owned Businesses, FY 1980 — FY 2003 and
in Total, FY 2005-FY 2006* (thousands of dollars) —continued

Women-owned business Minority-owned business
Change from prior year Change from prior year
Total Total

(thousands ~ Thousands (thousands Thousands
of dollars) of dollars  Percent of dollars) of dollars Percent
11,616,080 1,428,610 1.40 22,990,411 2,007,843 9.6
10,187,470 1,402,383 15.4 20,982,568 3,177,081 171
9,091,919 — — 18,538,012 — —
8,212,453 1,534,833 23.0 18,903,087 3,595,020 23.5
6,677,620 -3,595 — 15,308,067 754,369 5.2
6,681,215 2,226,212 50.0 14,553.698 1,966,900 15.6
4,455,003 427,264 10.6 12,586,798 727,575 5.8
4,027,739 485,838 13.7 11,859,223 414,208 3.6
3,541,901 -48,406 i3 11,445,020 312,398 2.8
3,590,307 621,845 20.9 11,132,622 491,851 4.6
2,968,462 148,214 5.3 10,640,771 121,302 1.2
2,820,248 508,700 22.0 10,519,469 1,459,981 16.1
2,311,548 262,828 12.8 9,059,488 255,468 2.9
2,048,720 56,155 2.8 8,804,020 1,007,913 12.9
1,992,565 227,399 12.9 7,796,107 1,309,818 20.2
1,765,166 287,272 19.4 6,486,289 796,229 14.0
1,477,894 74,955 5.3 5,690,060 356,172 6.7
1,402,939 75,215 5.7 5,333,888 141,382 2.7
1,327,724 74,839 6.0 5,192,506 343,381 7.1
1,252,885 56,034 4.7 4,849,125 563,200 13.1
1,196,851 102,643 9.4 4,285,925 401,286 10.3
1,094,208 238,077 27.8 3,884,639 -119,500 -3.0
856,131 244,755 40.0 4,004,139 817,048 25.6
611,376 60,775 11.0 3,187,091 328,180 11.5
550,601 -634,772 -49.3 2,858,911 223,908 8.5
1,085,373 297,844 37.8 2,635,008 813,087 44.6
787,529 = = 1,821,921 = =
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Table 3.8 Contract Actions Over $25,000, FY 1984-FY 2003, and FY 2006 Total* with Annual

8(a) Set-Aside Breakout

Thousands of dollars

Fiscal year Total 8(a) set-aside 8(a) share (percent)
2006* 340,212,001 12,478,606 3.7
2005* 320,309,252 11,790,162 3.7
2004* 299,886,098 8,438,046 2.8
2003 292,319,145 10,043,219 3.4
2002 258,125,273 7,868,727 3.0
2001 248,985,613 6,339,607 2.5
2000 207,537,686 5,785,276 2.8
1999 188,865,248 6,125,439 3.2
1998 184,176,554 6,527,210 3.5
1997 179,227,203 6,510,442 3.6
1996 183,489,567 6,764,912 8.7
1995 185,119,992 6,911,080 3.7
1994 181,500,339 5,977,455 3.3
1993 184,426,948 5,483,544 3.0
1992 183,081,207 5,205,080 2.8
1991 198,550,425 4,147,148 2.1
1990 179,286,902 3,743,970 2.1
1989 172,612,189 3,449,860 2.0
1988 176,544,042 3,528,790 2.0
1987 181,750,326 3,341,841 1.8
1986 183,681,389 2,935,633 1.6
1985 188,186,629 2,669,174 1.4
1984 168,101,394 2,617,738 1.5

*For FY 2004-FY 20086, the new FPDS-NG data shown here reflect all contract actions available for small
business competition (excluding some categories), not just those over $25,000. The figures are not strictly
comparable with those shown for previous years.

Source: General Services Administration, Federal Procurement Data System.
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Minorities iz Business: A
Demographic Review of Minority

Business Ownership

Synopsis

'This report is the latest in the Office of Advocacy’s series of periodic studies
on minorities in business. The number and receipts of businesses owned by
minorities have increased in the past several years, and they continue to make
important contributions to the American economy.

'This study follows the Women in Business study, released in 2006, the first
of the two Office of Advocacy studies on small business subgroups. These
reports provide basic information on important trends in America’s small
business economy and point users to key data sources in the U.S. government

for more information.

Introduction

The total U.S. population consisted of 68.2 percent non-Hispanic Whites
and 31.8 percent minorities in 2002 (Figure 4.1). When population pro-
portions are linked to business ownership for minorities, Blacks were 11.8
percent of the total population, owned 5.0 percent of firms, and accounted
for 0.99 percent of total receipts (Figures 4.1, 4.3, and 4.4). Hispanics were
13.5 percent of the total population, owned 6.55 percent of businesses and
accounted for 2.48 percent of total receipts. Asians and Pacific Islanders
represented about 4.1 percent of the total population, owned 4.72 percent of
businesses, and accounted for 3.7 percent of total receipts.

On average, a White-owned employer firm had total sales or receipts 36
times that of a White-owned nonemployer firm in 2002 (Figure 4.5). The
average number for Hispanics was 29; for Blacks, 34; Native Americans, 32;
Asians, 20; and Islanders, 31. Nonemployer firms are small in business size
but pervasive in firm number. On average, for every dollar a White-owned
firm made, Pacific Islander-owned firms made about 59 cents; Hispanic-,
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Figure 4.1 Racial/Ethnic Composition
of Total U.S. Population, 2002

Non-Hispanic White
68.2%
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Figure 4.2 Racial/Ethnic Composition
of U.S. Minority Population, 2002

Black
37.15%

Indian
1.85%

Asian
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42.41%

Note: Hispanic can be of any race.

Data Source: Table 4.17. U.S. Census Bureau, American Community Survey, 2002.

Figure 4.3 Racial/Ethnic Composition
of Business Firms without Publicly
Held Companies, 2002
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Figure 4.4 Racial/Ethnic Composition of
Business Receipts without Publicly Held

Companies, 2002

White
92.53%

Hispanic
2.48%

Notes: White includes Hispanic White. Hispanic may be of any race. Percentages here were calculated
based on the sums of the number and business receipts of each group’s firms. This permits multiple
counts (for example, a business owner may be counted as both Hispanic and Black).

Data Source: Table 4.3 and Table 4A.1 in the Appendix.

Native American-, and Asian-owned businesses made 56 cents; and Black-

owned firms made 43 cents (Figure 4.5).

In terms of legal form of organization, 2.02 percent of U.S. firms were
publicly held in 2002 (Figure 4.6), and accounted for 60.70 percent of total
business receipts in the same year (Figure 4.7). The share of minority-owned

business receipts was less than 3 percent. Table 4.2 provides additional statis-

tics relating to the economic circumstances of minorities.
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Figure 4.5 Racial Effect and Scale Effect of Business Earnings, 2002
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Note: In the comparison of minority-owned and nonminority-owned firms, two observable
effects related to differences in their receipts are business size (the scale effect) and minority
ownership (the racial effect). The scale effect is a ratio of employer to nonemployer receipts

within each racial or ethnic catagory.
Data Source: Table 4.3 and Table 4A.1.

Figure 4.6 Racial/Ethnic Composition
of Business Firms with Publicly Held
Companies, 2002

Black

4.89%
Native
0.82%

Asian

4.50%
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Figure 4.7 Racial/Ethnic Composition
of Business Receipts with Publicly
Held Companies, 2002

Hispanic
0.97%

Black

0.39%
Native
0.12%

Islander
0.02%

Asian
1.43%

Publicly held
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Notes: White includes Hispanic White. Hispanic may be of any race. Percentages here were calculated
based on the sums of the number and business receipts of each group’s firms. This permits multiple
counts (for example, a business owner may be counted as both Hispanic and Black).

Data Source: Table 4.3 and Table 4A.1 in the Appendix.

Unless otherwise stated, all data used in this report were selected from

datasets compiled by the U.S. Census Bureau. Discussions may be related

to the gender of the owner or owners of a business (male, female, or equally
male/female). Ethnicity refers to whether or not the owner is of Hispanic

or Latino origin. Race is categorized as White, Black, American Indian or

Alaska Native, Asian, and Native Hawaiian or other Pacific Islander. For
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Table 4.1 A Snapshot of Minority Groups: Composition of the U.S. Minority Population and of

the Number and Receipts of Firms, 2002 (percent)

Composition of Minority
Population, 2002

Composition of Minority
Firm Number, 2002

Composition of Minority
Firm Receipts, 2002

Hispanic

Black

Native American
Asian

Islander

42.4 38.3
37.2 29.2
1.9 4.9
12.4 26.9
0.4 0.7

33.2
13.3
4.0
48.9
0.6

Notes: Population data in this table were calculated without counting people who reported two races or
more; however, Hispanics may be of any race. Population total does not sum to 100 because an “other”
category (5.8 percent) is not displayed here. Business percentages here were calculated based on the
sum of firm number and business receipts of each group that permits multiple counts (for instance, a
business owner may be counted as both Hispanic and Black).

Population data source: U.S. Census Bureau, American Community Survey, 2002. Business data source:
Table 4A.1.

Table 4.2 Household Income Distribution, Average Income, Poverty, and Health Insurance
Noncoverage, 2005 (percent except as noted)

Under  $100,000 Median Poverty Poverty rate No health

$5.000 or n‘wore income rate of all of female  insurance

’ (dollars) ! households?  householders®  coverage’

Non-Hispanic White 2.5 19.7 50,784 6.0 22.6 11.3
Black 6.8 7.8 30,858 23.8 39.3 19.6
Asian 4.3 27.5 61,094 8.9 17.8 17.9
Hispanic 3.9 8.8 35,967 20.6 39.0 32.7

"Income in 2005 CPI-U-RS adjusted dollars. CPI-U-RS refers to the research series of the consumer price
index. For more information, see http://www.bls.gov/cpi/cpiurstx.htm.

2Rate of all families in poverty.

% Rate of families with female householder and no husband present.

“Percentage of people not covered by any health insurance.

Data source: U.S. Census Bureau, Current Population Reports: Income, Poverty, and Health Insurance
Coverage in the United States: 2005, http://www.census.gov/prod/2006pubs/p60-231.pdf.

simplicity, this study refers to the six large business groups as Hispanic,
White, Black, Native American (American Indian or Alaska Native), Asian,
and Islander (Native Hawaiian or other Pacific Islander).

'The Native Hawaiian- and Other Pacific Islander-owned Firms report is
new for 2002. Previously, estimates for this group of business owners were
included in the Asian- and Pacific Islander-owned Businesses report. No
detailed estimates were included by subgroup. Particular care should be taken
in comparing the estimates for Asian-owned firms and Native Hawaiian- and
Pacific Islander-owned firms from 1997 to 2002. It is further worth empha-

sizing that detail may not add to totals because Hispanics or Latinos may be
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of any race and each owner also had the option of selecting more than one
race. Thus, a business may be double counted—included in more than one
racial group, as well as the Hispanic ethnicity.

Besides using all firm data, the report also examines data for respondent
firms. About 80 percent of businesses returned the survey form, provided the
gender, Hispanic or Latino origin, or race characteristics for the owner(s),
and indicated whether the firm was publicly held.! As with all firm data,
detail of the respondent firms may not add to totals for the reasons cited
above. These respondent firm data will be used to discuss some special char-
acteristics of minority-owned businesses.

In addition to the Census data from the Economic Survey and the Survey
of Business Owners, tables were also constructed from the Current Population
Survey, March Supplement, to further explore the demographic characteristics
of business owners. The author looked into the total population and labor force
by gender and race, and examined two groups—professionals and moonlight-
ers—to capture certain entrepreneurial characteristics. The remainder of the
report consists of the following. A discussion of the characteristics of minority-
owned businesses is followed by a look into characteristics of minority business
owners; a look at minority business density, and the conclusion of the report.

Detailed tables are included in the appendices.
Characteristics of Minority-owned Businesses

Gender, Race, and Ethnicity of Minority-owned Businesses

Business ownership of U.S. firms can be depicted by group and legal form
of organization (Table 4.3).* In 2002, Hispanics or Latinos constituted the
largest minority business community and owned 6.6 percent of all U.S.

firms identifiable by race or ethnicity of their ownership, 3.7 percent of these
employer firms, and 7.4 percent of nonemployer firms. Blacks owned 5.0
percent of these U.S. firms, 1.8 percent of employer firms, and 5.9 percent

1 This 80 percent was used to create a universe of respondent firms and thus does not account for the other
20 percent, or nonrespondent firms.

2 Detailed information and data can be found at http://www.census.gov/csd/sbo/cbsummaryoffindings.
htm and http://www.census.gov/csd/sbo/cbosummaryoffindings.htm.

3 Because of double counting in the 2002 Survey of Business Owners, the difficulty of estimating the share
of each group has required an estimate of the total number of firms in each case.
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Table 4.3 Business Ownership by Gender, Hispanic or Latino Origin, and Race, 2002

Firms with Firms with no
All firms paid employees paid employees

Ownership Status Number  Percent Number  Percent Number  Percent
All firms! 22,974,655 X 5,624,784 X 17,449,871 X
Female-owned 6,489,259 28.2 916,657 16.6 5,572,602 31.9
Male-owned 13,184,033 57.4 3,524,969 63.8 9,659,064 55.4
Equally owned? 2,693,360 1.7 717,961 18.0 1,975,399 11.3
Publicly held® 494,399 2.2 352,720 6.4 141,679 0.8
Z\‘,’vtr?'egy race/ethnicity of 54 604790 1000 5853838 1000 18,650,953  100.0
Hispanic® 1,573,464 6.6 199,542 3.7 1,373,922 7.4
White 19,899,839 82.9 4,712,119 88.0 15,187,720 81.4
Black 1,197,567 5.0 94,518 1.8 1,103,049 5.9
Native American® 201,387 0.8 24,498 0.5 176,889 0.9
Asian 1,103,587 4.6 319,468 6.0 784,118 4.2
Islander” 28,948 0.1 3,693 0.1 25,255 0.1

X = Detail may not sum to 100 percent.

1 Includes firms with and without paid employees.

2 Equally male-/female-owned.

3 Publicly held and other firms whose owners’ characteristics are indeterminate.

4 The total here is the sum of races and ethnicities claimed by business owners in the six major racial/
ethnic categories. This total permits double counting of the number of businesses. Publicly held
companies are not included in this total. The author used this denominator in estimating each minority
business group’s share of the total.

5 Hispanic or Latino can be of any race.

6 American Indian and Alaska Native.

7 Native Hawaiian and Other Pacific Islander.

Data source: Table 4A.1. Data from U.S. Census Bureau, 2002 Survey of Business Owners,

http://www.census.gov/csd/sbo/chartable_a.xls.

of nonemployer firms. Asians and Islanders owned 4.7 percent of U.S. firms,
6.1 percent of employer firms, and 4.3 percent of nonemployer firms. For
comparison purposes, the percentages for Whites are 82.9, 88.0, and 81.4
percent, respectively.

'The gender distribution among business owners by race for employer
firms and nonemployer firms shows that a higher percentage of minority
women owned businesses in 2002 than in 1997 (Table 4.4). Women owned
29 percent of Black employer firms and 47 percent of Black nonemployer
firms in 2002; women owned 17 percent of White employer firms and 31

percent of White nonemployer firms.
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Number, Receipts, Employment, and Annual Payroll
of Minority-owned Firms

Detailed information about U.S. business ownership by race for 1997 and
2002 reflects a variety of patterns in the number, receipts, employment, and
payroll of these businesses (see Table 4A.1 in the Appendix). Of all minor-
ity-owned businesses in 2002, Hispanics owned nearly 1.6 million; Blacks,
almost 1.2 million; and Asians, 1.1 million. Of employer firms, Hispanics
owned 199,542; Blacks, 94,518; and Asians, 319,468.

To further evaluate the status of minority-owned businesses, the author
created a data table that shows business performance and other characteris-
tics (Table 4.5). In 2002, minorities owned approximately 18 percent of the
23 million U.S. firms.* Without counting publicly held firms, Asians had a
ratio of employer to nonemployer firms of 29 percent; Hispanics, 13 per-
cent; Whites, 24 percent; Blacks, 8 percent; Native Americans, 12 percent;
and Islanders, 13 percent. Employer firms produced the majority of total
receipts, from 74.2 percent for Blacks to 91.9 percent for Whites. Asians
had the smallest average number of employees, 7. Black employers had the
lowest average payroll per worker, $23,277, and the highest was paid by
White employers at $29,666. On average, a White-owned employer firm had
over $1.6 million in sales in 2002; a Black-owned employer firm, $696,158.
Receipts for Asian nonemployer firms averaged $45,275; for Black nonem-
ployer firms, $20,708. These numbers also can be seen in Figure 4.8.

The Sizes of Minority-owned Businesses

Sizes of businesses can be measured by receipts or number of employees. Of
Black-owned firms, 50.8 percent made less than $10,000 in total business
receipts in 2002, while 33.7 percent of White-owned firms and 28.8 percent of
Asian-owned firms were in this category (Table 4.6). Five percent of White-
owned firms and 4.5 percent of Asian-owned firms made $1 million or more
in 2002, while fewer than 1 percent of Black-owned firms and fewer than 2
percent of Hispanic- and Native American-owned firms were in this category.
Most U.S. businesses have fewer than 10 employees (Table 4.7). In 2002,
80 percent of White-owned employer firms had fewer than 10 employees;
these small firms accounted for 21 percent of total receipts. Of firms owned

4 'There is no U.S. Census official estimate of the total number of minority-owned businesses. The author
estimated the minority-owned number by subtracting from the total number of U.S. firms the total num-
ber of publicly owned and White-owned firms, and adding the number of Hispanic-owned firms.
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Table 4.5 Business Performance by Hispanic or Latino Origin and Race of Owner, 2002

Average Average Average

Employer Employer Employees  payroll per  receipts per receipts per

firm ratio  receipts ratio per employer  employee nonemployer employer

(percent)’ (percent)? firmg (dollars)*  firm (dollars) ~ firm (dollars)

Hispanic 13 80.9 8 23,888 30,875 899,600
White 24 91.9 ihl 29,666 44,384 1,613,65
Black 8 74.2 8 23,277 20,708 696,158
Native American 12 81.8 8 26,848 27,623 897,489
Asian 29 89.1 7 25,314 45,275 911,399
Islander 13 81.8 8 28,180 30,783 948,323

" Ratio of total employer firms to total firms.

2 Ratio of total employer firm receipts to total firm receipts.

3 Number of employees divided by total number of employer firms.

“Total payroll divided by total number of employees.

Data source: Table 4A.1 and additional nonemployer data from U.S. Census Bureau, 2002 Survey of
Business Owners.

Figure 4.8 Average Receipts per Employer Firm and Nonemployer Firm, 2002

$1,800,000 T Employer Fims T $50,000
$1 ,600,000 + —@— Nonemployer Firms | $45,000
$1,400,000 ~
- $40,000
$1,200,000 -
$1,000,000 ~ - $35,000
$800,000 - $30,000
600,000 -
s - $25,000
$400,000 +
$200,000 - - $20,000
$1,613,651 $899,600 $696,158 $897,489 $911,399 $948,323
0 $15,000

White Hispanic Black Native Asian Islander

Data Source: Tables 4.5 and 4A1.

by Asians, 84 percent had fewer than 10 workers and these businesses
accounted for 39 percent of total Asian-owned business receipts. (Note that
publicly traded companies are not included in these figures.)

The number of firms with 500 or more employees is very small. Of
White-owned employer firms, 0.14 percent were large in 2002, but they
accounted for more than 18 percent of total White employer firm receipts.
Asians had the smallest proportion of businesses—0.04 percent— with 500
or more employees, and these large firms accounted for less than 7 percent of
Asian business receipts.
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Table 4.6 Business Receipts Sizes by Race and Hispanic or Latino Origin, 2002 (percent)

Annual receipts size of firm Hispanic White Black Am,(\elraig;ﬁ Asian Islander
Less than $5,000 20.8 20.6 30.0 26.9 15.9 25.3
$5,000 to $9,999 19.1 13.1 20.8 18.1 12.9 21.3
$10,000 to $24,999 24.8 17.7 24.6 21.5 18.1 20.6
$25,000 to $49,999 121 12.1 10.5 12.0 12.6 10.1
$50,000 to $99,999 8.8 10.5 6.2 8.4 1.0 7.5
$100,000 to $249,999 7.1 10.9 4.3 6.6 12.8 7.7
$250,000 to $499,999 3.3 5.9 1.7 3.0 7.4 3.3
$500,000 to $999,999 2.1 4.2 1.0 1.7 4.7 1.7
$1,000,000 or more 1.9 5.0 0.9 1.8 4.5 2.5

Data source: U.S. Census Bureau, 2002 Survey of Business Owners: Company Summary, released
September 14, 2006.

The Indushy Divisions of Minority—owned Businesses

'The distribution of firms varies by industry and race (Table 4.8). For exam-
ple, 16 percent of Native American-owned firms operated in construction;
20.5 percent of Black-owned firms were in health care and social assistance.
Hispanic- and Islander-owned businesses were concentrated in administra-
tive and support, waste management, and remediation services, 13.2 percent
and 11.6 percent, respectively. All minority-owned business categories had
higher proportions than the non-minority-owned businesses in “other ser-
vices,” such as personal services and repair and maintenance. Of Black-owned
firms, 17.6 percent were in other services, for Asians, the share was 17.1
percent; for Hispanics, 15.8 percent; and for Native Americans, 13.2 percent.

About one-third—32 percent—of women-owned firms overall are also in
services.” Women owned 72 percent of social assistance businesses and just
over half of nursing and residential care facilities.

Of Black women-owned firms, 35 percent were in health care and social
assistance, compared with 26 percent of firms owned by Native Hawaiian and
other Pacific Islander women, 23 percent of those owned by Hispanic women,
and 22 percent of American Indian and Alaska Native women-owned firms.

Table 4.9 exhibits the sectors and receipts amounts of the top seven
largest business sectors for Hispanic- and Black-owned firms. Hispanic-

owned firms had more than $40 billion in receipts from retail trade, while

5 See http://www.census.gov/csd/sbo/companysummaryoffindings.htm.
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Blacks had nearly $14 billion in 2002. The second largest receipts category
for Black-owned firms was health care and social assistance, accounting
for almost $12 billion; the second largest for Hispanic-owned firms was in
wholesale trade, with more than $39 billion.

Ethnicity of Asian- and Hispanic-owned Firms

In 2002, 1.1 million Asian-owned nonfarm businesses in the United States
employed more than 2.2 million people and generated almost $327 billion
in revenues (Table 4A.1). Asian-owned firms accounted for 4.8 percent of
all nonfarm businesses in the United States, 2.0 percent of their employ-
ment, and 1.4 percent of their receipts. The ethnicities of Asian business
owners were identified as Asian Indian, Chinese, Filipino, Japanese, Korean,
Vietnamese, and Other Asian.®

Business performance characteristics for Asian-owned firms in 2002
varied by ethnic group (Table 4.10). Among this group, Asian Indians had
the highest ratio of firms with employees to total firms, 37 percent, followed
by Koreans (36 percent) and Chinese (31 percent). Asian Indians also had the
highest average receipts per nonemployer firm, $56,792, followed by Koreans,
$56,320. Japanese had the highest receipts per employer firm, $1,256,646,
tollowed by Chinese, $1,075,029. Asian Indians once again had the highest
average annual payroll per employee, $28,779, followed by Japanese at $28,141.

'The ethnicities of Hispanic business owners were identified as Mexican,
Mexican American, and Chicano; Puerto Rican; Cuban; and other Spanish/
Hispanic/Latino (Table 4.11). Among this group in 2002, Cubans had the
highest employer firm to total firm ratio, 18 percent; the highest average
receipts per nonemployer firm, $36,692; the highest receipts per employer
firm, $1,108,998; and the highest average annual payroll per employee,
$28,769. Mexicans, Mexican Americans, and Chicanos had the highest
average employee number per employer firm, 8.1, followed by other Spanish/
Hispanic/Latino, 7.5.

Home-based Businesses

Approximately half of the 16.7 million SBO respondent firms, including
employers and nonemployers, were home-based in 2002 (Table 4.12). Firms

6 The 2002 Survey of Business Owners (SBO) defines Asian-owned businesses as firms in which Asians
own 51 percent or more of the stock or equity of the business. The data were collected as part of the 2002
Economic Census from a large sample of all nonfarm businesses filing 2002 tax forms as individual propri-
etorships, partnerships, or any type of corporation, and with receipts of $1,000 or more.
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Table 4.9 Industries Accounting for the Most Receipts of Hispanic- and Black-owned Firms,

2002 (receipts in millions of dollars)

Sector Hispanic Black
Retail trade 40,424 13,587
Wholesale trade 39,323 5,604
Construction 31,446 9,632
Manufacturing 17,965 4,647
Health care and social assistance 13,758 11,828
Professional, scientific, and technical services 15,017 9,395
Administrative and support and waste management 12,206 6,416

Note: Receipts are for firms with and without paid employees.

Data source: U.S. Census Bureau 2002 Survey of Business Owners, Hispanic-owned Firms, revised Au-
gust 29, 20086, http://www.census.gov/csd/sbo/hispanic2002.htm, and Black-owned Firms, http://www.
census.gov/csd/sbo/black2002.htm.

Table 4.10 Business Performance of Asian-owned Firms by Ethnicity, 2002

Receipts per Annual payroll

Employer ratio  nonemployer Receipts per Employees  per employee

(percent) (dollars)  employer (dollars)  per employer (dollars)

Asian total 29 45,275 911,399 6.9 25,314
Asian Indian 37 56,792 972,221 7.4 28,779
Chinese 31 47,319 1,075,029 7.3 23,525
Filipino 16 30,423 550,729 6.6 27,183
Japanese 26 42,758 1,256,646 9.3 28,141
Korean 36 56,320 728,473 5.6 20,906
Vietnamese 17 32,768 450,665 4.9 22,346
Other Asian 28 39,596 874,989 6.5 23,593

Data source: Table 4A.4, based on U.S. Census Bureau, 2002 Survey of Business Owners, Asian-owned
Firms, revised August 29, 2006, http://www.census.gov/csd/sbo/asian2002.htm.

Table 4.11 Business Performance of Hispanic-owned Firms by Ethnicity, 2002

Employer  Receipts per  Receipts per Annual payroll
ratio  nonemployer employer Employees per employee
(percent) (dollars) (dollars)  per employer (dollars)
Hispanic or Latino total 13 30,875 899,600 7.7 23,888
Mexican, Mexican 13 31,655 866,537 8.1 22,088
American, or Chicano
Puerto Rican 11 28,282 809,702 6.5 27,335
Cuban 18 36,692 1,108,998 7.4 28,769
OHIEREPEIET, IS, 11 28,530 878,299 75 23,971
or Latino

Data source: Table 4A.5, based on U.S. Census Bureau, 2002 Survey of Business Owners, Hispanic-
owned Firms, revised August 29, 2006, http://www.census.gov/csd/sbo/hispanic2002.htm.
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Table 4.12 Home-based Respondent Firms by Employment Size and by Race, Ethnicity, and

Gender, 2002 (percent)

Percent of employer respondent firms

Employment Native

size Al Hisp. White Black Amer. Asian Island Female Male Equal Public

Al firms 494 449 515 531 5656 282 532 56.1 471 540 130

Nonemployers ~ 58.3  49.1 60.0 56.2 59.6 355 58.0 61.4 56.3 632 16.8

Employers 221 224 238 250 292 105 24.2 237 220 275 114
No employees 41.5 37.2 445 37.8 476 189 217 39.5 431 449 2741
1to4 203 249 311 28.1 330 125 359 285 29.1 36.1 19.7
5t09 11.0 135 118 152 14.9 3.6 138 10.3 11.0 145 6.4
10to 19 6.0 10.6 6.4 123 1.4 3.1 13.0 71 5.7 8.3 2.9
20to 49 2.7 7.0 2.9 7.3 3.7 2.1 6.1 48 23 4.9 1.4
50 to 99 1.6 4.7 1.8 4.1 S S 0.0 30 16 2.5 0.7
100 to 499 0.7 1.7 1.0 0.9 2.6 1.0 0.0 16 08 2.4 S
500 or more 0.2 5.6 0.4 0.0 0.0 0.0 0.0 1.7 02 S 0.0

Abbreviations: Hisp.=Hispanic-owned firms; Native Amer. = Native American-owned firms; Island=Islander-
owned firms; Equal=Female/male equally owned firms; and Public=publicly held firms.

S = Estimates are suppressed when publication standards are not met, for example, when the firm count is
less than 3 or the relative standard error of sales and receipts is 50 percent or more.

Notes: The employer data include firms with and without paid employees. Some employer firms with seasonal
employment or no employment at times when employment is measured will appear as having no employees.
A respondent firm is defined as a business that returned the survey form, and provided the gender, Hispanic
or Latino origin, or race characteristics for the owner(s) or indicated that the firm was publicly held. Publicly
held includes other firms whose owners’ characteristics are indeterminate.

Data source: U.S. Census Bureau, See http://www.census.gov/csd/sbo/cbsummaryoffindings.htm

owned by women respondents (56.1 percent) and by respondents represent-

ing equally male- and female-owned firms (54.0 percent) were more likely to
be home-based than those owned by male respondents (47.1 percent). Fifty-
six percent of Native American-owned firms, 53 percent of both Black- and

Native Hawaiian and other Pacific Islander-owned firms, and 45 percent of

Hispanic-owned firms reported that they were home-based.

Of nonemployers, 58.3 percent were home-based, compared with 22.1
percent of employers. Home-based business rates decline sharply with firm
employment size. Twenty-nine percent of all respondent employer firms with
1 to 4 employees were home-based, as were 0.2 percent of those with 500 or
more employees.

Home-based rates varied by ethnic and racial characteristic, a fact that
may also be related to the industries in which these firms are concentrated.
More than two-thirds of Asian business owners reported that they conducted

business from nonresidential locations. Hispanics had a relatively smaller
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share of firms with one to four employees that were home-based, but a rela-
tively large share—5.6 percent—of large firms were based in the home.
According to the Survey of Business Owners, four industries accounted
for the largest share of home-based businesses: professional, scientific, and
technical services (19 percent); construction (16 percent); retail trade (11
percent); and other services, such as personal services or repair and main-
tenance (10 percent).” Nearly 65 percent of businesses with receipts of less
than $5,000 were home-based, compared with only 5.8 percent of firms with

receipts of $1 million or more.

Minority—owned Firm Finance

More than 50 percent of all owners of respondent firms reported that their
business was their primary source of income in 2002—70 percent of the own-
ers of employer respondent firms and 44 percent of the owners of nonem-
ployer firms.

Owners use a variety of sources of capital to start or acquire businesses
(Tables 4.13 and 4.14). Nonemployer firm owners generally use a less varied
array of financing sources than owners of firms with employees. Among
minority employers, 74.8 percent of Asians used personal or family savings
to finance business startups or acquisitions, compared with 71.0 percent of
Hispanics, 67.1 percent of Whites, 69.0 percent of Blacks, 67.2 percent of
Native Americans, and 62.1 percent of Islanders.

Higher percentages of male/female equally owned, male-owned and
White-owned employer firms financed their startups or acquisitions
through business loans from banks. Higher percentages of Black- and
Native American-owned employer businesses, as well as equally men- and
women-owned employer firms used business loans from the government or
government-guaranteed bank loans. More than all other groups, Islander
employers used personal and business credit cards to finance their startups
and acquisitions.

The Growth of Minority-owned Business

According to the 2002 SBO, one-fifth of employer respondent firms and
nearly 17 percent of nonemployer respondent firms reported that their busi-
ness was established, purchased, or acquired between 1990 and 1996. In

7 See http://www.census.gov/csd/sbo/cbsummaryoffindings.htm.
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Table 4.15 Change in the Number, Receipts, Employment, and Payroll of Minority-owned
Firms, 1997 to 2002’ (percent)

Number Number of Employer ~ Number of  Annual
Business Group of firms Receipts? employer firms  receipts® employees  payroll?
All 10.3 21.8 4.3 21.9 7.2 29.8
Hispanic 31.1 19.1 -5.8 13.1 10.7 23.1
Non-Hispanic White® 7.5 4.3 4.0 2.8 -6.2 8.3
Black 45.4 24.5 1.4 16.7 5.0 22.5
Native American* 2.1 -21.8 -26.4 -24.8 -36.0 -22.5
Asian® 26.7 9.3 12.6 7.3 3.4 25.3
Publicly held 29.6 36.0 — 36.5 24.6 52.1

— Data are not available.

" Because of differences in questionnaires, the 2002 SBO and 1997 SMOBE are not directly comparable.
Readers should be cautious when using the percentage change data. For detail about the differences
between the 1997 and 2002 surveys, see Appendix 4B and http://www.census.gov/econ/census02/text/
sbo/sbomethodology.htm.

2Growth rates for receipts and payroll are calculated in current rather than constant values.

3 Because 2002 non-Hispanic White-owned business data are not available, the author estimates the
2002 figure by subtracting Hispanic-owned businesses from White-owned businesses. This result may
underestimate White-owned businesses in 2002.

4Significant comparability issues may exist in data for Native American-owned businesses between 1997
and 2002. See the appendix for detail.

5Asian as used here includes Native Hawaiian and Other Pacific Islander for comparability with 1997 data.
Data sources: U.S. Census Bureau, 2002 Survey of Business Owners and 1997 Survey of Minority-
owned Business Enterprises.

2002, 17.3 percent of all firms reported that their business was started within
the previous two years.

'The surveys of minority-owned businesses are not directly comparable
between 1997 and 2002.% Using the U.S. Census Bureau published data,
Table 4.15 provides a proxy for minority business growth between 1997 and
2002. Without counting publicly held firms, Black-owned firms had the
highest growth rate for several measures between 1997 and 2002: 45.4 per-
cent in the number of firms, 24.5 percent in total receipts, and 16.7 percent
in employer firm receipts. Asians also experienced growth in the number of
employer firms, 12.6 percent, and in annual payroll, 25.3 percent. American
Indians and Native Alaskans saw slower business growth and declines in
some measures. Their business number increased by 2.1 percent.

Growth rates in average receipts for three large business groups—His-
panic, White, and Black—were all in positive territory. Hispanic-owned

8 The data comparability is described in the Appendix; or at the U.S. Census Bureau’s website: http://
www.census.gov/econ/census02/text/sbo/sbomethodology.htm.
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employer firms’ receipts grew 20 percent and corresponding nonemployer
receipts 11 percent between 1997 and 2002.°

Table 4.16 estimates the quinquennial growth in the numbers of the six
large business groups identified by race and Hispanic ethnicity between 1982
and 2002. This table indicates rapid growth in the number of Hispanic-,
Black-, and Islander-owned businesses between 1997 and 2002. The growth
in Native American-owned businesses was positive for 10 years between 1987

and 1997, but slowed significantly between 1997 and 2002.

Demographic Characteristics of Minority
Business Owners

For a better understanding of minority-owned businesses in the United
States, it is useful to look at the demographics of their owners—including
information about education, age, labor force characteristics, and self-
employment characteristics, as well as the characteristics of professionals and
of moonlighters working more than one job.'

In the U.S. population overall, 45 percent of U.S. employer business
owners and 38 percent of nonemployers had completed college or higher
education as of 2002 (Figure 4.9). Of the owners of respondent firms, 31
percent were over the age of 55, 20 percent were between the ages of 55 and
64, and 11 percent were over the age of 65." In addition, 29 percent of all
owners of respondent firms were between 45 and 54 years old; 24 percent
were between 35 and 44 years old; 12 percent were between 25 and 34 years
old; and only 2 percent were under 25 years old. Young people were more
likely to own nonemployer businesses: 93 percent of those under 25 reported

that they owned businesses without employees.

9 The growth rate for Asian- and Islander-owned firms seemed to be erratic, partly because of changes in
racial categorizations. Asians and Islanders were in one group for the 1997 survey but were separated into
two groups for the 2002 survey.

10 Data presented in this section are primarily from the 2002 American Community Survey (ACS)
and the 2005 Current Population Survey (CPS) using 2004 data. Professionals include “Management,
business, and financial occupations” and “Professional and related occupations” as classified in the U.S.
Census’s Current Population Survey March Supplement.

11 U.S. Census Bureau, 2002 Survey of Business Owners, Characteristics of Business Owners, released
September 27, 2006.
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Figure 4.9 Education of U.S. Employer I Employer

and Nonemployer Business Owners, 2002 Nonemployer
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Data Source: U.S. Census Bureau, 2002 Survey of Business Owners, Characteristics of
Business Owners, released September 27, 2006.

The Minority Population and Their Human Capital

Approximately 68 percent of the U.S. population was non-Hispanic White
in 2002. The Hispanic population was surveyed to determine the subgroups
within the group. About 7.6 percentage points of the 13.5 percent Hispanic
share of the population were White, and the remaining 5.9 percent were
Hispanic of other races (Table 4.17). Hispanics formed the largest U.S.
minority community, followed by Black, about 12 percent in 2002. Asians
accounted for 4 percent.

Asians between 15 and 24 constituted 10.4 percent of the Asian popu-
lation, just over half of that age group’s share of the Hispanic, Native
American, and Islander populations (Table 4.18). This may be because 64.3
percent of Asians were not born in the United States. Hispanics had the
highest proportion, 44.1 percent, of the population at the typically high pro-
ductivity ages of 25 to 39, followed by Asians, 41 percent. Both Whites and
Asians had relatively high proportions of their population between 50 and
59, 19.3 percent and 17.8 percent, respectively.

Of the Asian population, 35.4 percent had a bachelor’s degree or higher
level of education. Comparable shares were 22 percent for Whites, 16.4 percent
for Islanders, 10.9 percent for Blacks, 9.2 percent for Native Americans, and
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Table 4.17 U.S. Population by Race and Hispanic or Latino Origin, 2002

Estimate Percent

Total 280,540,330 100.00
White alone (including Hispanic White) 212,541,793 75.76
Non-Hispanic White 191,238,314 68.17
Black alone (including Hispanic Black) 33,768,036 12.04
Non-Hispanic Black 33,175,449 11.83
American Indian and Alaska Native alone (including Hispanic Indian) 1,959,347 0.70
Non-Hispanic American Indian and Alaska Native 1,651,069 0.59
Asian alone (including Hispanic Asian) 11,213,133 4.00
Non-Hispanic Asian 11,113,311 3.96
Eg;vcjeelgawaiian and other Pacific Islander alone (including Hispanic 365,474 013
Non-Hispanic Native Hawaiian and other Pacific Islander 331,228 0.12
Some other race alone (including Hispanic some other race alone) 14,187,100 5.06
Non-Hispanic some other race alone 655,179 0.23
Two or more races: (including Hispanic two or more races) 6,505,447 2.32
Non-Hispanic two or more races 4,503,305 1.61
Two races including some other race 1,768,590 0.63
Two races excluding some other race, and three or more races 4,736,857 1.69
Hispanic or Latino of any race 37,872,475 18.50

Note: The percent sum of all shaded rows should be 100 (within rounding error).

Data source: U.S. Census Bureau, 2002 American Community
Survey, http://factfinder.census.gov/serviet/ADPTable?_bm=y&-
geo_id=01000US&-ds_name=ACS_2002_EST_GO00_&-_lang=en&-_caller=geoselect&-format=.

6.8 percent for Hispanics. Just over one-third, 35.7 percent, of Asians were
native U.S. citizens. More than 40 percent of Hispanics were foreign-born.

The Minority Labor Force, Self-employed,
Professionals, and Moonlighters

An important component of the U.S. labor force and economy, minorities
have contributed their skills and labor, along with other kinds of capital, to
the U.S. economy. The extent of minorities’ participation in business and
production can be examined using a data set from the U.S. Census Bureau’s
2005 Current Population Survey, March Supplement.

'The Census definitions of workers’” occupations are used here.
“Professionals” include those in management, business, and financial occupa-
tions, and professional and related occupations. “Moonlighters” are people

involved in more than one job that may be wage-and-salary work and/or
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Table 4.18 Social and Economic Profile of the U.S. Population by Race and Hispanic or

Latino Origin, 2004 (percent of each minority population)

Native
Hispanic White Black  American Asian  Islander

Age groups (15 years and older)

156-24 19.0 14.8 16.1 19.4 10.4 21.3

25-39 441 32.0 36.9 36.0 41.0 39.0

40-49 21.7 25.4 25.6 24.8 24.6 21.5

50-59 1.3 19.3 16.7 14.2 17.8 13.8

60 and over 4.0 8.5 5.6 5.7 6.2 4.4
Education level

Children 29.2 18.0 254 24.5 19.2 17.5

Less than high school 31.8 12.5 19.0 22.5 13.7 13.2

High school degree 18.8 25.3 25.5 23.1 15.4 27.2

Some college 13.4 22.3 19.3 20.7 16.4 25.7

Bachelor’s degree 4.9 14.5 7.8 6.6 231 12.2

Post-graduate 1.7 6.5 2.8 2.0 10.3 3.9

Ph.D. 0.2 1.0 0.3 0.6 2.0 0.3
Citizenship

Native U.S. citizen 59.8 96.1 92.8 96.5 35.7 66.5

Naturalized 9.8 2.1 3.3 1.2 33.2 17.6

Not a U.S. citizen 30.4 1.8 4.0 2.3 31.1 15.9
Marital status

Married 35.0 46.7 25.0 32.8 49.3 39.8

Not married 10.2 14.9 16.0 17.0 8.6 13.1

Never married 54.7 38.4 59.0 50.2 421 47.2

Data source: U.S. Census Bureau, 2005 Current Population Survey, March Supplement.

self-employment. Services are those in service occupations, sales and related
occupations, and office and administrative support occupations. Other occu-
pations are those in farming, fishing, and forestry; construction and extrac-
tion; installation, maintenance, and repair; production; transportation and
material moving; and armed forces.

Islanders and Asians had the largest shares of their labor forces working in
the private sector in 2004, 78.6 percent and 76.6 percent, respectively (Table
4.19). Government employed 28.3 percent of Native Americans and 18.4 per-
cent of Blacks. Of professionals, 15.5 percent of Whites were self-employed,
compared with 14.3 percent of Hispanics, 11.8 percent of Islanders, 10.5
percent each of Asians and Native Americans, and 6.2 percent of Blacks.

Larger shares of Native American and Black professionals were government
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Table 4.19 Minorities in the Labor Force by Worker Classification, 2004 (percent)

Native
Hispanic White Black American Asian Islander
All labor force
Private 73.0 72.5 75.5 61.4 76.6 78.6
Government 15.0 14.6 18.4 28.3 1.7 13.4
Self-employed 1.4 12.5 5.0 9.4 10.9 7.2
Without pay 0.1 0.1 0.0 0.0 0.2 0.0
Never worked 0.5 0.4 1.1 0.9 0.5 0.8
Professionals
Private 63.0 62.5 60.7 46.3 73.8 62.1
Government 22.7 22.0 33.1 43.3 15.6 26.1
Self-employed 14.3 156.5 6.2 10.5 10.5 11.8
Moonlighters
Not in universe 3.9 3.9 4.2 1.5 2.0 0.0
Private 52.5 50.9 65.8 48.2 64.6 80.6
Government 14.3 14.2 15.9 34.8 12.4 9.7
Self-employed 29.2 30.9 14.1 16.5 21.0 9.7

Data source: U.S. Census Bureau, 2005 Current Population Survey, March Supplement.

workers—43.3 percent and 33.1 percent, respectively. Government employed
34.8 percent of Native American moonlighters.

Of moonlighters, 80.6 percent of Islanders worked in the private sector,
compared with 48.2 percent of Native Americans.

According to the 2002 SBO, more than 50 percent of the owners of
employer firms reported working overtime (more than 40 hours per week, on
average), compared with 26 percent of the owners of nonemployer firms. In
contrast, 63 percent of the owners of nonemployer respondent firms reported
working less than 40 hours a week, compared with 33 percent of employer
firm owners. About 40 percent of nonemployer firm owners and 20 percent
of employer firm owners reported working less than 20 hours a week. Seven
percent of owners of all respondent firms, both employers and nonemployers,
reported working no hours at all in their business in 2002. More than 80 per-
cent of the Islander, Asian, and Hispanic labor forces worked full time in 2004,
compared with about three-quarters of Whites, Blacks, and Native Americans
(Table 4.20). The unemployed share of the labor forces by race ranged from
just over 4 percent for Asians and Whites to more than 10 percent for Native
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Table 4.20 Minorities in the Labor Force by Work Schedule, 2004 (percent)

Native
Hispanic White Black  American Asian  Islander
All labor force
Full-time! 80.2 77.0 76.4 74.9 81.4 81.7
Part-time? 13.4 18.4 12.7 12.9 14.5 12.6
Unemployed?® 6.4 4.6 10.9 12.2 41 5.7
Self-employed
Not in labor force 1.6 0.7 1.6 0.3 0.9 —
Full-time! 79.9 75.5 72.3 65.4 84.6 80.2
Part-time? 14.7 22.2 18.7 26.3 12.9 19.8
Unemployed?® 3.8 1.6 7.5 8.1 1.7 —
Professionals
Not in labor force 0.9 0.7 0.7 — 0.9 —
Full-time! 85.3 83.3 87.2 86.8 86.7 80.5
Part-time? 10.8 13.9 7.9 1.2 10.3 17.0
Unemployed?® 3.0 2.1 4.2 2.0 2.0 2.5
Moonlighters
Not in universe or labor force 5.5 4.4 4.7 1.5 2.0 —
Full-time! 76.9 75.0 82.6 75.8 83.1 77.4
Part-time? 1.5 18.5 8.4 18.5 14.5 22.6
Unemployed® 6.0 2.0 4.4 4.2 0.4 —

— Data are not available because of small samples in the survey.

"Including full-time schedules and part-time for economic reasons, but usually worked full-time.
2Including part-time for economic or noneconomic reason, usually worked part-time.

¢ Including full-time and part-time unemployment.

Data source: U.S. Census Bureau, 2005 Current Population Survey, March Supplement.

Americans and Blacks. Lower rates of unemployment are seen among the self-
employed, professional, and moonlighter populations. More than 80 percent of
professionals in every ethnic or racial group worked full time, and unemploy-
ment in this professional group ranged from 2 to 4 percent by minority status.
Professionals’ share of the labor force by minority group ranged from
16.5 percent for Hispanics to 44.1 percent for Asians (Table 4.21). More
than 45 percent of self-employed Whites and Islanders were profession-
als. Employment in services ranged from about 40 percent of the Asian and
White labor forces to about 50 percent for Blacks. Of moonlighters, profes-
sionals constituted between about 30 and 52 percent by minority group and
service employees between 14 and 50 percent.
Patterns of personal income vary considerably by the racial/ethnic group

and the labor force, self-employment, professional, or moonlighter attributes
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Table 4.21 Minorities in the Labor Force by Occupation, 2004 (percent)

Native
Hispanic White Black  American Asian Islander
Al labor force
Professionals’ 16.5 37.8 24.6 25.2 441 27.5
Service providers? 45.9 40.1 50.2 44.4 39.0 45.6
Other occupations® 37.6 22.0 25.2 29.9 16.9 26.9
Self-employed
Professionals’ 23.4 46.7 29.8 28.3 42.2 452
Service providers? 43.8 32.8 41.2 34.5 41.9 14.0
Other occupations® 32.8 20.5 29.0 37.2 15.9 40.8
Moonlighters
Not in universe 3.2 3.9 4.2 1.5 2.0 —
Professionals’ 29.4 43.7 39.9 40.5 49.2 51.9
Service providers? 411 33.7 33.7 50.1 34.3 138.8
Other occupations® 26.3 18.7 221 7.9 14.5 34.3

— Data are not available because of small sample size in the survey.

"Professionals include management, business, and financial occupations and professional and related
occupations.

2 Services include service. sales and related, and office and administrative support occupations.

3 Other occupations include farming, fishing, and forestry; construction and extraction; installation, mainte-
nance, and repair; production; and transportation and material moving occupations; and armed forces.
Data source: U.S. Census Bureau, 2005 Current Population Survey, March Supplement.

of the work (Table 4.22). Asians and Whites in the labor force were relatively
more represented in the middle to higher levels of income, while Hispanics,
Native Americans, and Blacks were more dominant in the lower to middle
income levels. For example, more than 85 percent of the Hispanic labor force
had personal income under $40,000 in 2004 compared with 60 percent of
Asians and Whites.

Self-employment tended to increase the share of each group in the top
income level over $100,000, but also increased the share in the bottom
income level under $20,000 for Whites, Blacks, and Native Americans.
Professionals and moonlighters tended to be more evenly distributed across
all income levels. As with the self-employed labor force, significantly higher
percentages of professionals and moonlighters had personal incomes of
$100,000 or more. The largest shares in the top income bracket were Islander
and Asian moonlighters, 25.3 percent and 23.2 percent, respectively.

Most Asians and Hispanics in the U.S. labor force are immigrants, either
naturalized or not (Table 4.23). Among self-employed Asians, 80.8 percent

are immigrants, compared with 67.9 percent of Islanders and 56.8 percent
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Table 4.22 Minorities in the Labor Force by Personal Income Classification, 2004 (percent)

Personal Income Hispanic White Black Am’::ct;l;s Asian Islander
Al labor force
<$20,000 49.3 28.9 41.3 42.3 29.3 34.4
$20,000-<$40,000 36.0 31.5 39.6 35.5 29.3 36.2
$40,000-<$60,000 12.1 194 15.0 13.5 18.6 17.7
$60,000-<$80,000 4.2 10.0 5.9 5.8 10.0 7.9
$80,000-<$100,000 1.4 4.6 2.1 3.2 5.5 4.1
>$100,000 2.3 7.4 2.5 1.8 9.0 2.8
Self-employed
<$20,000 44.3 30.8 44.8 51.7 22.2 31.0
$20,000-<$40,000 25.4 25.3 26.5 27.6 27.7 37.1
$40,000-<$60,000 13.8 15.6 12.3 4.4 19.4 1.2
$60,000-<$80,000 7.3 9.7 6.2 9.9 9.4 4.0
$80,000-<$100,000 2.9 5.2 4.4 2.3 4.3 4.5
>$100,000 6.3 13.4 5.8 4.2 17.0 12.2
Professionals
<$20,000 21.3 15.1 17.0 18.3 12.4 16.2
$20,000-<$40,000 33.5 24.4 36.3 37.0 21.4 21.6
$40,000-<$60,000 21.9 23.7 23.8 21.9 23.8 26.0
$60,000-<$80,000 11.2 14.7 11.6 10.9 16.0 18.7
$80,000-<$100,000 4.2 7.9 5.0 6.3 9.9 9.5
>$100,000 8.0 14.1 6.4 5.5 16.5 8.0
Moonlighters
<$20,000 28.3 23.8 24.2 30.8 18.9 19.6
$20,000-<$40,000 23.7 25.5 25.0 1.0 23.0 21.5
$40,000-<$60,000 24.4 19.6 21.4 37.9 14.9 21.9
$60,000-<$80,000 7.8 1.7 14.6 20.9 9.3 1.7
$80,000-<$100,000 3.7 5.1 5.2 — 10.8 —
>$100,000 12.2 14.3 9.7 9.4 23.2 25.3

— Data are not available because of small samples in the survey.
Data source: U.S. Census Bureau, 2005 Current Population Survey, March Supplement.

of Hispanics. Asians tended to have the highest shares of naturalized citi-
zens in all work categories (labor force, self-employment, professional, and
moonlighter) and vied with Hispanics for the highest shares of non-U.S.
citizens. Large shares—85 to 98 percent—of Whites, Native Americans, and
Blacks in all work categories are native U.S. citizens. Islanders reflect the

most variation across work categories—=88.3 percent of Islander moonlighters
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Table 4.23 Minorities in the Labor Force by Citizenship Classification, 2004 (percent)

Native
Hispanic White Black  American Asian Islander
All labor force
Native U.S. citizen 44.8 95.9 89.6 94.0 22.8 63.0
Naturalized 13.9 21 5.0 1.7 43.4 20.0
Not a U.S. citizen 41.4 2.0 5.4 4.3 33.8 17.0
Self-employed
Native U.S. citizen 43.2 95.1 84.9 97.7 19.2 32.1
Naturalized 18.9 3.0 8.0 2.3 54.4 52.8
Not a U.S. citizen 37.9 1.9 71 — 26.4 1561
Professionals
Native U.S. citizen 68.0 95.6 89.7 92.4 21.7 58.9
Naturalized 16.5 2.4 6.0 0.0 43.2 281
Not a U.S. citizen 156.5 2.0 4.3 7.6 35.1 13.0
Moonlighters
Native U.S. citizen 59.5 97.0 92.2 94.4 26.3 88.3
Naturalized 9.6 1.6 4.0 — 451 1.7
Not a U.S. citizen 31.0 1.4 3.9 5.6 28.7 —

— Data are not available because of small survey sample size.
Note: Native U.S. citizen includes born in U.S. mainland and outlying areas and in a foreign country to
U.S. parents.

Data source: U.S. Census Bureau, 2005 Current Population Survey, March Supplement.

are native-born U.S. citizens, compared with 32.1 percent of Islander self-
employed people, and 58.9 percent of Islander professionals.

Veteran Business Owners and Minority Veterans

‘Three million respondent U.S. military veterans accounted for almost 15
percent of the business owner respondents to the 2002 Survey of Business
Owners. More than 66 percent owned the majority interest in a business;
26.8 percent owned equal interest; and 7.1 percent owned a nonmajor-

ity interest. Of the respondents, 811,000 veterans owned firms with paid
employees; more than 2.1 million owned firms without. Veterans were
majority owners of 70 percent of the veteran-owned employer firms and 56
percent of the veteran-owned nonemployer firms. Nearly 7 percent of the
veteran respondents were service-disabled—that is, they had injuries incurred
or aggravated in active military service. Veterans were distributed differently
by racial and Hispanic origin and business characteristic (T'able 4.24).
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Table 4.24 Minorities in the Labor Force by Veteran Status, 2004 (percent)

Native
Hispanic White Black  American Asian Islander
Al labor force
With veteran status 3.3 9.8 7.7 10.5 2.2 6.9
Without veteran status 96.7 90.2 92.3 89.5 97.8 93.1
Self-employed
With veteran status 5.2 13.6 11.4 20.2 2.7 7.7
Without veteran status 94.8 86.4 88.6 79.8 97.3 92.3
Professionals
With veteran status 4.8 9.4 7.7 12.9 2.0 4.9
Without veteran status 95.2 90.6 92.3 87.1 98.0 95.1
Moonlighters
With veteran status 4.4 11.0 10.8 0.9 6.3 31.3
Without veteran status 95.6 89.0 89.2 99.1 93.7 68.7

Data source: U.S. Census Bureau, 2005 Current Population Survey, March Supplement.

Business Density

'The U.S. minority population continues to expand. Minorities constituted
21 percent of the population in 1982 and 32 percent in 2002 (Figure 4.10).
Minorities’ share of business ownership has been growing as well, from 7
percent in 1982 to 18 percent in 2002 (Figure 4.11). While the increase in
business ownership has been substantial, the gap remains large.

Business density, defined as the number of businesses per 1,000 persons
in a given population, is useful as an index of the gap between minori-
ties’ share of the population and their share of businesses (Table 4.25). For
example, business density for Blacks increased significantly, by 38 percent,
over the 1997-2002 period, from 24 firms per 1,000 persons in 1997 to 33
firms in 2002. Asian business density grew 5 percent, Hispanic, 2 percent
over the five-year period. Business density for Whites dropped 4 percent,

Native Americans 8 percent, and Islanders 3 percent."

12 It should be emphasized that the 2002 business density was calculated using both population and firm
ownership data that reflect the assumption that Hispanic persons can be of any race and a person identi-

fied as any race may be Hispanic. This differs from the assumption of the 1997 data that a White person

was non-Hispanic and a White-owned firm was a non-Hispanic-owned firm.
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Figure 4.10 Composition of Minority vs.
Nonminority Populations, 1982-2002

100%

Share of
minority population

60%
1982 1987 1992 1997 2002

Number in

thousands 1982 1987 1992 1997 2002
AlU.S.

. 231,664 242,280 255,002 267,636 280,540
Population

Non-
Hispanic 79% 7% 75% 73% 68%
White

Minority 21% 23% 25% 27% 32%

Figure 4.11 Composition of Minority- vs.
Nonminority-owned Firms, 1982-2002

100%

Share of
minority-owned firms

1982 1987 1992 1997 2002

Number in

thousands 1982 1987 1992 1997 2002
AIUS.frms 12,060 13695 17,258 20822 22975
Nonminority- 93% 90% 87% 85% 82%
owned firms

Minority- 7% 10% 13% 15% 18%

owned firms

Note: The U.S. minority population was 21
percent of the total in 1982; it increased to 32
percent in 2002.

Data Source: U.S. Census Bureau.

Conclusion

Note: U.S. minority-owned firms were 7 percent
of the total in 1982; they increased to 18 percent
in 2002.

Data Source: U.S. Census Bureau.

For a number of years, policymakers have pursued policies aimed at fostering

minority business ownership as a means of improving the economic well-

being of minorities in the United States. Minorities have been making prog-

ress in business ownership. With more participation in higher education and

the marketplace, minorities have continued to expand their productive capital

in knowledge and entrepreneurial experience. In 1982, minorities owned 7

percent of U.S. firms; 20 years later, they owned 18 percent. Black-owned

firms increased by 45 percent in just five years from 1997 to 2002; Hispanic-

owned firms increased 31 percent.
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Table 4A.6 Average Business Receipts per Firm, by Hispanic or Latino Origin and Race,

1997 and 2002 (dollars)

Receipts per Receipts per
Receipts per firm employer firm nonemployer firm
Business groups 2002 1997 2002 1997 2002 1997
Total U.S. businesses 983,852 891,043 3,952,417 3,381,951 43,978 41,561
Female 144,784 151,129 875,847 847,639 24,528 22,079
Male 535,574 583,371 1,862,159 NA 51,452 46,287
Equally owned 271,660 254,261 873,588 624,807 52,889 44,219
Publicly held 27,953,370 26,633,646 39,116,004 NA 163,193 503,491
Hispanic 141,044 155,242 899,600 748,874 30,875 27,935
White 415,974 448,294 1,613,651 1,658,489 44,384 39,458
Black 74,018 86,479 696,158 604,686 20,708 20,317
Native American 133,439 174,070 897,489 878,272 27,623 31,203
Asian 296,002 338,852 911,399 956,768 45,275 46,529
Islander 147,837 213,629 948,323 1,232,220 30,783 25,265

NA = Not available.
Data sources: U.S. Census Bureau, 2002 Survey of Business Owners and 1997 Survey of
Minority-owned Business Enterprises.
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Table 4A.7 Household Income Percentiles of U.S. Minorities, 2004 (percent)

Household income percentile Hispanic White Black Am,;raiggﬁ Asian Islander
Total population

Lowest 20 percent 19.3 11.5 26.8 241 10.1 10.6
Second 20 percent 25.2 15.3 22.6 21.9 12.3 20.8
Third 20 percent 238.7 19.7 20.3 23.6 19.9 21.4
Fourth 20 percent 18.3 24.6 17.9 18.2 21.6 23.1
Top 20 percent 13.5 28.9 12.5 12.2 36.1 24.0
Labor force

Lowest 20 percent 13.3 6.4 16.8 15.8 6.5 9.2
Second 20 percent 27.6 15.7 26.9 25.6 12.8 20.3
Third 20 percent 23.1 19.0 19.9 21.2 19.8 19.5
Fourth 20 percent 14.3 17.9 15.1 14.5 15.5 18.9
Top 20 percent 8.7 13.2 8.9 9.6 11.6 8.9
Self-employed

Lowest 20 percent 17.5 8.9 19.9 23.1 5.9 23.2
Second 20 percent 23.6 16.2 23.4 28.5 12.4 6.5
Third 20 percent 17.5 171 17.5 15.9 19.4 7.3
Fourth 20 percent 13.4 15.3 13.8 17.8 12.6 40.9
Top 20 percent 9.1 10.8 8.0 8.0 7.5 3.4
Professionals

Lowest 20 percent 5.0 3.0 6.6 7.5 3.1 8.3
Second 20 percent 16.3 9.4 19.9 16.5 7.1 1.7
Third 20 percent 20.1 15.0 19.9 21.4 15.9 15.0
Fourth 20 percent 18.1 16.7 17.5 17.4 12.9 29.8
Top 20 percent 12.6 14.9 12.2 13.2 13.2 11.4
Moonlighters

Lowest 20 percent 6.8 5.8 9.6 138.3 4.3 20.9
Second 20 percent 17.7 14.6 18.5 0.0 1.7 10.3
Third 20 percent 23.8 16.4 15.3 18.0 14.2 2.3
Fourth 20 percent 17.1 17.3 16.7 19.8 12.6 16.5
Top 20 percent 10.4 12.6 14.3 21.4 16.2 10.4

Data source: U.S. Census Bureau, Current Population Survey, 2005 March Supplement.
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Table 4A.8 Household Dividend Income of U.S. Minorities, 2004 (percent)

Household dividend Native
income (HDIV_YN) Hispanic White Black American Asian Islander

Total population

Yes 8.4 32.9 10.0 1.2 27.7 15.7
No 91.6 67.1 90.0 88.8 72.3 84.3
Labor force

Yes 10.1 35.1 12.6 12.8 29.7 19.2
No 89.9 64.9 87.4 87.2 70.3 80.8
Self-employed

Yes 14.7 41.2 13.0 17.4 32.1 34.9
No 85.3 58.8 87.0 82.6 67.9 65.1
Professionals

Yes 23.1 46.5 20.1 23.4 40.4 37.9
No 76.9 53.5 79.9 76.6 59.6 62.1
Moonlighters

Yes 22.9 45.8 26.1 27.6 40.8 41.9
No 77A 54.2 73.9 72.4 59.2 58.1

Data source: U.S. Census Bureau, Current Population Survey, 2005 March Supplement.

Table 4A. 9 Household Interest Income of U.S. Minorities, 2004 (percent)

Household interest Native
income (HINT_YN) Hispanic White Black American Asian Islander

Total population

Yes 27.8 62.2 30.5 34.4 53.6 43.4
No 72.2 37.8 69.5 65.6 46.4 56.6
Labor force

Yes 31.8 65.0 36.3 38.4 56.8 48.8
No 68.2 35.0 63.7 61.6 43.2 51.2
Self-employed

Yes 42.0 69.2 38.5 38.4 57.4 41.7
No 58.0 30.8 61.5 61.6 42.6 58.3
Professionals

Yes 55.0 75.9 50.9 50.6 67.0 65.0
No 45.0 241 49.1 49.4 33.0 35.0
Moonlighters

Yes 51.3 73.7 54.0 61.0 68.8 76.8
No 48.7 26.3 46.0 39.0 31.2 23.2

Data source: U.S. Census Bureau, Current Population Survey, 2005 March Supplement.
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Table 4A.10 Household Rental Income of U.S. Minorities, 2004 (percent)

Household rental Native
income (HRNT_YN) Hispanic White Black American Asian Islander

Total population

Yes 4.0 8.6 3.2 5.0 7.7 5.3
No 96.0 91.4 96.8 95.0 92.3 94.7
Labor force

Yes 4.4 8.8 3.8 4.1 8.1 6.0
No 95.6 91.2 96.2 95.9 91.9 94.0
Self-employed

Yes 11.0 17.9 7.3 7.0 14.9 1.2
No 89.0 82.1 92.7 93.0 85.1 88.8
Professionals

Yes 8.4 1.4 6.7 5.0 8.4 9.9
No 91.6 88.6 93.3 95.0 91.6 90.1
Moonlighters

Yes 9.3 16.7 7.6 4.0 16.3 15.6
No 90.7 84.3 92.4 96.0 83.7 84.4

Data source: U.S. Census Bureau, Current Population Survey, 2005 March Supplement.

Appendix 4B: Comparability of Minority
Business Owner Survey, 1997 and 2002

The following changes were made in survey methodology in 2002 which
affect comparability with past reports:

1.The 1997 Surveys of Minority- and Women-owned Business
Enterprises (SMOBE/SWOBE) form that was mailed to sole proprietors or
self-employed individuals who were single filers or who filed joint tax returns
instructed the respondent to mark one box that best described the gender,
Spanish/Hispanic/Latino origin, and race of the primary owner(s). The
gender question included an equal male/female ownership option. The 2002
SBO form that was mailed to sole proprietors or self-employed individuals
who were single filers or who filed a joint tax return instructed the respon-
dent to provide the percentage of ownership for each owner and the gender

of the owner(s). The equal male/female ownership option was eliminated.

13 For Census information in addition to that included here as Appendices B and C, see http://www.
census.gov/econ/census02/text/sbo/sbomethodology.htm.
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'The form that corporations/partnerships received in 1997 requested the
percentage of ownership by gender of the owners. In 2002, a business was
asked to report the percentage of ownership and gender for each of the three
largest percentage owners.

Male/temale ownership of a business in both 1997 and 2002 was based
on the gender of the person(s) owning the majority interest in the business.
However, in 2002, equally male/female ownership was based on equal shares
of interest reported for businesses with male and female owners. Businesses
equally male-/female-owned were tabulated and published as a separate
entity in both 1997 and 2002.

'The 1997 SWOBE/SMOBE forms may be viewed at www.census.
gov/epcd/www/pdf/97cs/mb1.pdf (corporations/partnerships) or at www.
census.gov/epcd/www/pdf/97cs/mb2.pdf (sole proprietors or self-employed
individuals).

'The 2002 SBO forms may be viewed at www.census.gov/csd/sbo/sbo1l.
pdf (corporations/partnerships) or at www.census.gov/csd/sbo/sbo2.pdf (sole
proprietors or self-employed individuals).

2.The Hispanic or Latino origin and racial response categories were
updated in 2002 to meet the latest Office of Management and Budget
(OMB) guidelines. There were nineteen check-box response categories
and four write-in areas on the 2002 SBO questionnaire, compared to the
twenty check-box response categories and five write-in areas on the 1997
SMOBE/SWOBE.

'The Hispanic or Latino origin of business ownership was defined as two

groups:

*Hispanic or Latino
*Not Hispanic or Latino

Four Hispanic subgroups were used on the survey questionnaires:
Mexican, Mexican American, Chicano; Puerto Rican; Cuban; and Other
Spanish/Hispanic/Latino.

'The 2002 SBO question on race included fourteen separate response cat-
egories and two areas where respondents could write in a more specific race.
'The response categories and write-in answers were combined to create the
tollowing five standard OMB race categories:
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*American Indian and Alaska Native

*Asian

*Black or African American

*Native Hawaiian and Other Pacific Islander
*White

Response check boxes were added for “Samoan” and “Guamanian or
Chamorro.”

'The check box for “Some Other Race” and the corresponding write-in
area provided in 1997 were deleted.

If the “American Indian and Alaska Native” race category was selected, the
respondent was instructed to print the name of the enrolled or principal tribe.

In 1997, sole proprietors or self-employed individuals who were single
filers or who filed a joint tax return were asked to mark a box to indicate the
Spanish/Hispanic/Latino origin of the primary owner(s) and to mark the one
box that best described the race of the primary owner(s). In 2002, they were
asked to provide the percentage of ownership for the primary owner(s), his/
her Spanish/Hispanic/Latino origin, and to select one or more race catego-
ries to indicate what the owner considers himself/herself to be.

'The form that corporations/partnerships received in 1997 requested the
percentage of ownership by Spanish/Hispanic/Latino origin and race of the
owners. In 2002, a business was asked to report the percentage of ownership,
Spanish/Hispanic/Latino origin, and race for each of the three largest owners,
allowing them to mark one or more races to indicate what the owner considers
himself/herself to be. The 2002 SBO was the first economic census in which
each owner could self-identify with more than one racial group, so it was pos-
sible for a business to be classified and tabulated in more than one racial group.

Business ownership in both 1997 and 2002 was based on the Hispanic or
Latino origin and race of the person(s) owning majority interest in the busi-
ness; however, in 2002, multiple-race reporting by the owner(s) could affect
where a business was classified.

Note: In the 2000 population census, 2.4 percent of the population
reported more than one race.

Source: U.S. Census Bureau, 2002 Economic Census,

http://www.census.gov/econ/census02/text/sbo/sbomethodology.htm
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Appendix 4C: Sources of the Data, Sampling
and Estimation Methodologies

'The 2002 Survey of Business Owners (SBO) was conducted by mail. One

of two census forms was mailed to a random sample of businesses selected
from a list of all firms operating during 2002 with receipts of $1,000 or more,
except those classified in the following NAICS industries:

* crop and animal production (NAICS 111, 112)

* scheduled air transportation (NAICS 4811, part)

* rail transportation (NAICS 482)

* postal service (NAICS 491)

* funds, trusts, and other financial vehicles (NAICS 525), except real
estate investment trusts (NAICS 525930)

« religious, grantmaking, civic, professional, and similar organizations
(NAICS 813)

* private households (NAICS 814), and

* public administration (NAICS 92).

The lists of all firms (or universe) are compiled from a combination of
business tax returns and data collected on other economic census reports. The
Census Bureau obtains electronic files from the Internal Revenue Service
(IRS) for all companies filing IRS Form 1040, Schedule C (individual pro-
prietorship or self-employed person); 1065 (partnership); any one of the 1120
corporation tax forms; and 941 (Employer’s Quarterly Federal Tax Return).
'The IRS provides certain identification, classification, and measurement data
for businesses filing those forms.

For most firms with paid employees, the Census Bureau also collected
employment, payroll, receipts, and kind of business for each plant, store, or
physical location during the 2002 Economic Census.

'The report forms used to collect information are available at www.census.
gov/csd/sbo/index.html.

'The SBO is conducted on a company or firm basis rather than an estab-
lishment basis. A company or firm is a business consisting of one or more
domestic establishments that the reporting firm specified under its ownership
or control at the end of 2002. Firms were instructed to return their com-

pleted report form by mail. Two report form remails were conducted at one-
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month intervals to all delinquent respondents. A telephone follow-up was
conducted to obtain a subset of information from selected firms that failed to
return their report form. The returned forms underwent extensive review and
computer processing. All reports were geographically coded, data-keyed, and
edited. The editing process identified records with significant problems and
firms were contacted for correction resolution. Corrections were performed
interactively using standard procedures.

'The data were then tabulated by NAICS, subjected to further data
analysis, and the resulting corrections applied to individual computer records.
Corrected tabulations were then produced for the final published reports.

A more detailed examination of census methodology is presented in the

History of the 2002 Economic Census at www.census.gov/econ/www/history.

html.
Industry Classification of Firms

'The classifications for all establishments are based on the North American
Industry Classification System, United States, 2002, manual. The kind-of-busi-
ness or industry classification codes for the SBO are obtained from the 2002
Economic Census. More information on the industry classification codes
is included in the Industry Classifications and Relationship to Historical

Industry Classifications sections in the introductory text.

Samp]ing. To design the 2002 SBO sample, the Census Bureau used the
following sources of information to estimate the probability that a business

was minority- or women-owned:

* Administrative data from the Social Security Administration.

* Lists of minority- and women-owned businesses published in syndi-
cated magazines, located on the Internet, or disseminated by trade or
special interest groups.

* Word strings in the company name indicating possible minority owner-
ship (derived from 1997 survey responses).

* Racial distributions for various state-industry classes (derived from 1997
survey responses) and racial distributions for various ZIP Codes.

* Gender, race, and Hispanic or Latino origin responses of a single-owner
business to an SBO previous survey or to the 2000 Decennial Census.
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These probabilities were then used to place each firm in the SBO universe

in one of nine frames for sampling:

* American Indian

* Asian

* Black or African American

* Hispanic

* Non-Hispanic white men

* Native Hawaiian and Other Pacific Islander

* Other (a different race was supplied as a write-in to another source)
* Publicly owned

* Women

The SBO universe was stratified by state, industry, frame, and whether
the company had paid employees in 2002. The Census Bureau selected large
companies, including those operating in more than one state, with certainty.
These companies were selected based on volume of sales, payroll, or number
of paid employees. All certainty cases were sure to be selected and repre-
sented only themselves (i.e., had a selection probability of one and a sampling
weight of one). The certainty cutoffs varied by sampling stratum, and each
stratum was sampled at varying rates, depending on the number of firms in a
particular industry in a particular state. The remaining universe was subjected
to stratified systematic random sampling.

A firm selected into the sample was mailed one of two questionnaires.
The Census Bureau sent the SBO-1 questionnaire to partnerships and cor-
porations. The businesses were asked to report the percentage of ownership,
gender, Hispanic or Latino origin, race, and several characteristic questions
(e.g., age, education level) for each of the three largest percentage owners.
The SBO-2 questionnaire was used for sole proprietors and self-employed
individuals. The businesses were asked essentially the same information as
asked on the SBO-1, but limited to two owners.

Treatment of Nonr esponse. Approximately 81 percent of the 2.3
million businesses in the SBO sample responded to the survey. Data from
the 1997 survey were used for businesses in both the 1997 and 2002 samples.
For the remaining nonrespondents, gender, Hispanic or Latino origin, and
race were imputed from donor respondents with similar characteristics (state,
industry, employment status, size, and sampling frame).
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Tabulation. Business ownership is defined as having 51 percent or more
of the stock or equity in the business and is categorized by:

* Gender: Male; Female; or Equally Male-/Female-owned
* Ethnicity: Hispanic or Latino Origin; Not Hispanic or Latino Origin
* Race: White; Black or African American; American Indian or Alaska
Native; Asian; Native Hawaiian or Other Pacific Islander
* Firms equally male-/female-owned were counted and tabulated as a
separate category.
* Businesses could be tabulated in more than one racial group. This can
result because:
a. the sole owner reported more than one race;
b. the majority owner reported more than one race;
c. a majority combination of owners reported more than one race.

'The detail may not add to the total or subgroup total because a Hispanic
or Latino firm may be of any race, and because a firm could be tabulated in
more than one racial group. For example, if a firm responded as both Chinese
and Black majority owned, the firm would be included in the detailed Asian
and Black estimates, but would only be counted once toward the higher level
all firms’ estimates.

'The sum of the detailed Hispanic or Latino origin may not add to the
total because no one Hispanic subgroup (i.e., Mexican, Puerto Rican, Cuban,
or Other Spanish/Hispanic/Latino) owned a majority of the firm, but a com-
bination of these subgroups did own a majority. For example, if a firm had
two owners each with equal ownership, one responding Puerto Rican and the
other responding Cuban, there is no one subgroup with a majority owner-
ship, but the firm is Hispanic-owned. This firm would be tabulated in the
Hispanic or Latino estimate, but would not appear in any of the subgroup
estimates.

Also, the subgroup detail for both Asians and Native Hawaiians and
Other Pacific Islanders may not add to the total for similar reasons as
explained above.

In the Characteristics of Businesses and the Characteristics of Business
Owners reports, the tabulations of demographic and economic business
and owner characteristics included only those firms that returned the sur-

vey form and provided the gender, Hispanic or Latino origin, and race for
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the owner(s) or indicated the firm was publicly held. These tabulations also
included the owners who identified with more than one race. For example,
an Asian Hispanic male veteran owner would have his information tabulated
in each of those four categories. However, such a record was counted only
once in the "All owners of respondent firms" line of the publication.

For the tabulations by gender, Hispanic or Latino origin, and race, the
data for each firm in the SBO sample were weighted by the reciprocal of the
firm’s probability of selection. The data for each owner are inflated using the

sampling weight assigned to the owner's corresponding firm record.
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Characteristics of Veteran Business
Owners and Veteran-owned
Businesses

Synopsis

The new Characteristics of Veteran-Owned Businesses (CVOB) and
Characteristics of Veteran Business Owners (CVBO), produced by the U.S.
Department of Commerce, Bureau of the Census (Census) are the most
important new data on veterans and service-disabled veterans in business
since an earlier report based on 1992 data. The scope of the new reports is
also much broader, representing the most detailed information on veterans in
business ever released by Census.

'The data show the following about veteran business owner respondents to

the Census surveys:

* They are overwhelmingly male (97.3 percent), non-Hispanic (97.7 per-
cent) and White (95.5 percent).

* They tend to be older than all business owners (68 percent over age 55).

* They tend to be better educated than other business owners, being more
likely to have postgraduate degrees and less likely not to have graduated
from high school.

* More than half of employer veteran respondents reported working an
average of more than 40 hours per week.

* The business was the primary source of personal income for 50.9 percent
of all owners, 47