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A Report to the President iii

Dear Mr. President:

It is a pleasure to present the U.S. Small Business Administration 
(SBA) Office of Advocacy’s 2008 edition of The Small Business Economy: 
A Report to the President. The American entrepreneurial spirit con-
tinues to be the strength of our economy. In the face of economic 
challenges, small businesses are developing new ideas, employing 
additional workers, and producing innovative products and services. 

Over the past year, the Office of Advocacy has continued to 
conduct research documenting the importance of entrepreneur-
ship to the American economy and highlighting policy issues of 
relevance to small firms. 

Many Advocacy reports in 2007 affirmed the significance 
of the small business owner in the American economy. A report 
released in February by Donald Bruce, John Deskins, Brian Hill, 
and Jonathan Rork found that small business establishment births 
are the most important factor in growing gross state product, state 
personal income, and total state employment. They conclude their 
work with the following statement: “… our results indicate that 
the most fruitful policy option available to state governments is 
to establish and maintain a fertile environment for new establish-
ment formation.” Kathryn Kobe of Economic Consulting Services 
confirmed that the small business share of private, nonfarm gross 
domestic product remains around 50 percent, which is similar to 
the findings of previous reports on this topic.

The Office of Advocacy released several studies that examined 
regional economic development issues. Whitney Peake and Maria 
Marshall wrote in January that certain state expenditures, particu-
larly investments in human capital and roads, affected the number 
of new businesses. In March, Robert Fairlie examined entrepreneur-
ship in the Silicon Valley relative to the rest of the United States. 

The Office of Advocacy also benefited from the release of data 
from the U.S. Census Bureau’s Survey of Business Owners (SBO) 
for 2002. In April, the office released Minorities in Business: A 
Demographic Review of Minority Business Ownership, a follow-up 
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to the August 2006 release of a report on women-owned busi-
nesses. The 2007 edition of The Small Business Economy featured 
a long-awaited discussion of veteran and service-disabled veteran 
business ownership by Jules Lichtenstein and Joseph Sobota. These 
reports relied heavily on the 2002 SBO data and other sources. 

Other reports also dealt with owner demographics. In January, 
Open Blue Solutions examined self-employment trends among vet-
erans and service-disabled veterans, and I wrote a working paper 
in December finding that the self-employed tend to have attained 
higher levels of education, to own their own home, and to have served 
in the military. The study also confirmed that the self-employed are 
more likely to be older, white, married, Internet-savvy, and rural. Erin 
Kepler and Scott Shane in September observed that among nascent 
entrepreneurs, gender did not affect new venture performance; how-
ever, several factors—such as differing expectations, reasons for start-
ing a business, motivations, and opportunities sought and types of 
businesses—varied across men- and women-owned businesses.

Other studies released in 2007 are worthy of mention. Karl 
Wennberg, Timothy Folta, and Frederic Delmar, in a working paper 
released in June, found that many people enter into self-employment 
gradually, and Brian Headd and Bruce Kirchhoff observed various 
“stylized facts” from the U.S. Census Bureau’s firm size data, includ-
ing the conclusion that growing firms are generally a constant share 
of the economy. Two papers focused on employment benefits—one 
by Econometrica and the other by John Hope and Patrick Mackin 
of SAG Corporation. Both found that small businesses are less likely 
to offer benefits to their workers, and the offering of such benefits 
improves employee retention.

Larry Plummer, at the University of Colorado at Boulder, found 
that new business entrants provide long-term benefits to the local 
economy; the increased competition might be painful in the short 
term, but with time, collaborative efforts accrue to everyone’s bet-
terment. These and other studies can be found on the Office of 
Advocacy’s research page at http://www.sba.gov/advo/research.
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This edition of The Small Business Economy features chapters 
on small businesses in international trade and their training of 
the work force. Contributors Donald Bruce and Paul Reynolds 
focus, respectively, on tax issues of concern to small business and 
groundbreaking new data on small business creation. 

This report also summarizes the economic and small business 
financial climate in 2007 and examines small business procure-
ment. The Office of Advocacy, through its implementation of the 
Regulatory Flexibility Act of 1980 and Executive Order 13272, has 
helped to reduce the regulatory compliance costs of proposed rules 
and this year began a Regulatory Review and Reform (r3) initiative to 
begin addressing the cumulative burden of regulation.

In sum, the 27 million small businesses in the United States 
play a vital role in the economic well-being of our nation. The 
Office of Advocacy’s research contributes to the understanding of 
the importance of small businesses and the entrepreneurial spirit 
in generating economic growth, hiring and training new workers, 
and creating innovative products and services that will strengthen 
America’s competitiveness in an increasingly global economy.

Chad Moutray

Chief Economist and 
Director of Economic Research
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Executive Summary

The Small Business Economy for Data Year 2007 reviews how small firms fared in 
the economy, the financial markets, and the federal procurement marketplace 
in 2007. The report provides new information about small businesses in inter-
national trade and small firm uses of formal and informal training. Donald 
Bruce reviews upcoming tax issues for small businesses at the federal, state, and 
local levels. Paul Reynolds provides an in-depth look at business creation using 
data from the Panel Study of Entrepreneurial Dynamics. The SBA Office of 
Advocacy continued its oversight of Regulatory Flexibility Act implementa-
tion and introduced the r3 initiative in fiscal year 2007. Appendices provide 
additional data on small businesses, summaries of small business research 
from the Office of Advocacy, and background documents on the Regulatory 
Flexibility Act.

The State of Small Business, 2007
Small businesses, which provide half of the nation’s nonfarm, private real gross 
domestic product (GDP) weather the same storms as the rest of the economy, 
and in 2007, they faced an economic slowdown. The economy experienced 
solid growth in the first and fourth quarters, but began and ended the year with 
real GDP up only slightly. Housing starts, which had increased rapidly since 
1990, dropped to 1 million homes by December 2007—a 56.4 percent decline. 
The price of gasoline passed $100 a barrel near year’s end. 

In the midst of the economic challenges, exporting was among the stronger 
positive factors. Aided by a weaker dollar, American goods and services were 
more competitive than in previous years. The U.S. trade deficit was down in 
2007; real exports rose 8.1 percent, while real imports increased by 1.9 percent. 

Increases in service sector employment more than offset declines in the 
goods-producing sectors. The economy generated 1.1 million net new jobs 
in 2007. In the first quarter of 2007, 74 percent of the net new jobs were in 
small firms with fewer than 500 employees and 22 percent were in firms with 
fewer than 20 employees. Third quarter data showed declining net employment 
change in all firm size classes.
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Self-employment trends were mixed. Incorporated self-employment rose 
from 5.5 million in 2006 to 5.8 million in 2007, while unincorporated self-
employment averages fell from 10.6 million to 10.4 million over the period. 

Inflationary trends were modest, especially core inflation, which excludes 
energy and fuel costs. Nonetheless, with consumer prices rising between 2 and 
3 percent, the Federal Reserve was free to aggressively lower interest rates to 
spur economic growth. The Economic Stimulus Act of 2008 was proposed and 
debated in the final months of 2007 before being signed into law by President 
Bush in February 2008.

Small Business Financing
The effects of a decelerating housing market and increasing energy prices were 
felt to some extent in the financial markets of 2007. Total net borrowing grew 
at a slower rate than in the previous year. Large declines in home mortgage 
borrowing were offset by increased borrowing by governments and nonfinan-
cial businesses. 

Credit conditions remained supportive for most small business financing. 
Interest rates in all small business loan size categories declined. Small busi-
ness lending activity strengthened for all loan sizes through June 2007, par-
ticularly for loans of $100,000 to $1 million. Large lending institutions with 
assets of $10 billion or more continued to dominate the small business loan 
market, accounting for more than half of loans under $100,000, as well as 
two-thirds of total business loans and three-quarters of the domestic assets of 
U.S. depository institutions. 

The number and value of new initial public offering (IPO) issues were 
up in 2007 as the IPO market continued to recover. Angel investing was also 
up—by 12 percent, as more than 57,000 entrepreneurial ventures received 
angel funding in 2007.

Federal Procurement from Small Firms
In FY 2007, the SBA’s Office of Government Contracting reported that of 
more than $378.5 billion in small-business-eligible federal contracts, small 
businesses received a total of $83 billion in prime contract awards and about $64 
billion in subcontracts. Women-owned small firms received 3.4 percent of the 
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available contract dollars, and small disadvantaged businesses received almost 
6.6 percent. Service-disabled veteran-owned businesses were recipients of 
$3.81 billion, or 1.01 percent, and historically underutilized business zones were 
awarded $8.5 billion, or 2.2 percent. A total of more than $23 billion has been 
awarded in the 25 years of the Small Business Innovation Research program.

Profile of Small Businesses and  
International Trade
A bright spot in the U.S. economy of 2007 was the increase in U.S. real exports, 
up by 7.9 percent over the 2006–2007 period, compared with a 2.2 percent 
increase in real GDP. Although most U.S. exporting firms are small (because 
most U.S. firms are small), the level of small business exporting has considerable 
room for growth. Small businesses with fewer than 500 employees constitute 
97.3 percent of identified U.S. exporting companies. The total known value of 
their exports has increased, while their share has declined from 31.1 percent 
of the $500.7 billion in total known 1996 exports to 28.9 percent of $910.5 bil-
lion in 2006. 

Behind these numbers is the portrait of U.S. competitiveness on world mar-
kets. In the short term, the fall in the dollar’s value relative to other currencies 
made American exports more competitive on world markets and contributed 
to a declining net trade deficit in 2007. Longer term, U.S. competitiveness has 
benefited from investments in research and development and other aspects of 
the American economy that contribute to quality and innovation. The Global 
Competitiveness Index notes that the United States is among countries at the 
highest stages of development that are competitive only when they can inno-
vate and produce new and different goods using the most sophisticated production 
processes. Small firms play a particular role in U.S. innovation. 

The chapter also highlights challenges and opportunities for small firms 
interested in exporting. 

Small Business Training and Development
As well as being primary job generators in the U.S. economy, small businesses 
are major trainers of American employees, and give many workers their first 
job training. The small firm work force includes more young and entry-level 
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workers, and the training offered in small firms tends to be more general, 
informal, and flexible than that provided by large firms. Small firms provide as 
much total training—formal and informal together—as large firms, and when 
they provide on-the-job training, it is often as extensive. 

Evidence from the 1996, 2001, and 2004 Surveys of Income and Program 
Participation (SIPP) shows decreases in employer-provided training between 
1996 and 2004. Training for workers in firms with fewer than 100 employees 
dropped 6.1 percentage points, while that for workers in larger firms with 100 
or more employees fell 11.6 percentage points. 

The SIPP also indicates that almost one-third of the owners of U.S. busi-
nesses had received training in the last ten years and almost 15 percent had 
received job skills training in the past year.

A Tax Policy Update for  
America’s Small Businesses 
Taxes are perennially listed as a significant concern of America’s small busi-
nesses, and advances in data availability and econometric models have spawned 
a growing body of knowledge about the effects of tax policies on small firms. 
Small businesses face several prominent federal, state, and local tax issues. 
Leaving aside the revenue impacts, it is critical to be able to discuss possible 
changes to the tax landscape. 

At the federal level, the individual income tax, the alternative minimum 
tax (AMT), the corporate income tax, and the estate tax are all concerns. Policy 
issues include the possible extensions of the 2001 and 2003 federal income tax 
rates, solutions to the burgeoning AMT filing population, depreciation rules, 
health insurance costs, and carried interest. 

At the state and local levels, a number of nonrate tax issues are under 
discussion, including the taxation of variants of gross receipts instead of net 
business profit, streamlining of state sales tax rules leading toward more effi-
cient multi-state sales taxes, decoupling of states from federal rules, and the 
determination of “nexus” from multi-state tax purposes.

Emerging themes include the aging of the population, rapidly expanding tech-
nology for tax planning, and increasing environmentally conscious tax policies.
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Business Creation in the United States 
The Panel Study of Entrepreneurial Dynamics (PSED) offers a unique capac-
ity to explore the initial stages of the business creation process, as well as the 
outcomes—new firms. The firm creation process is complex—many distinct 
activities are involved. In 2005, more than 12 million people were involved in 
trying to start new firms.

For 90 percent of these beginning or “nascent” entrepreneurs, it takes more 
than five years after the process has begun for an outcome to be determined. By 
that time, about one-third have implemented a new firm, one-third have dis-
engaged from the process, and one-third are continuing in the startup mode.

Nascent entrepreneurs devoted a significant amount of unpaid time work-
ing on their startup firms—an amount that was equal to about 2.1 percent of 
all U.S. hours worked in 1999 and about 2.7 percent in 2005.  It was close to 
one-half the total work time of self-employed workers.

All kinds of individuals start new firms. Those likely to be more active 
in the process are men, 24–54 years old, with full- or part-time work or self-
employment, African American or Hispanic, and with a high school diploma. 
When it comes to succeeding, though, individual backgrounds and personal 
attributes are less significant. The most important factors associated with suc-
cessful completion of the business creation process are related to knowing the 
industry and aggressively pursuing the opportunity.

In cross-national comparisons, the U.S. prevalence rates for “total entre-
preneurial activity” are the highest on the chart. The United States is more 
than holding its own with respect to the emergence of growth-oriented entre-
preneurs, according to this assessment.

The Regulatory Flexibility Act  
in Fiscal Year 2007
Enacted in 1980, the Regulatory Flexibility Act (RFA) requires federal agen-
cies to determine the impact of their rules on small entities, consider alternatives 
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. 
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Advocacy efforts helped result in FY 2007 savings to small entities of $2.6 
billion in regulatory costs. These figures are just one important measure of the 
effectiveness of the law’s implementation, but they do not capture the total-
ity 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 implementation of Section 610 of the RFA, which requires 
review of the cumulative burden of regulations, the Office of Advocacy intro-
duced the Regulatory Review and Reform (r3) initiative in 2007. 

Since 2002 in response to Advocacy’s model state legislation initiative, 
23 states had implemented regulatory flexibility by executive order or legisla-
tion as of 2007. All told, including those with previously passed provisions, 
42 states had full or partial regulatory flexibility initiatives in effect. Thirteen 
states introduced regulatory flexibility legislation in 2007. Bills were signed 
into law in Arkansas, Hawaii, Maine, Tennessee, Texas, and Washington. 
The importance of state regulatory flexibility for small businesses is demon-
strated in a real-life example from Puerto Rico, which has an active regulatory 
flexibility statute. There, businesses and government worked together, revising 
onerous regulations to allow ice manufacturers to legally place their logo on an 
ice bag and still allow enough visible surface to ensure the cleanliness of the 
bag’s contents.
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1  The State of  
Small BuSineSS 

Synopsis
Small businesses faced growing challenges in the economy of 2007. The year 
began with solid growth in the second and third quarters, but ended with fourth 
quarter GDP down an annualized 0.2 percent. Housing starts fell, gas prices 
increased, and sagging consumer optimism was reflected in fewer purchases. 

The economy nevertheless generated 1.1 million net new jobs, largely in 
the service sectors, offsetting lost employment in manufacturing and construc-
tion. First quarter 2007 data showed that 74 percent of the new jobs were in 
small firms with fewer than 500 employees and 20 percent were in firms with 
fewer than 20 employees. By the third quarter, however, all firm sizes were 
shedding jobs. 

a bright spot in 2007 was a better market for exports as the value of the 
dollar dropped against other currencies (see Chapter 4 for details). 

The number of small firms continued to increase, but self-employment trends 
were mixed: average monthly incorporated self-employment increased between 
2006 and 2007, while unincorporated self-employment declined. The highest 
rates of increase in self-employment over the 2000–2006 period were seen among 
Hispanics and in the younger and older ends of the working age spectrum.

The Kauffman index of entrepreneurial activity found the highest rates of 
entrepreneurial activity occurring in the construction and services sectors and 
regionally in the midwest and West. 

macroeconomic trends
Small businesses provide half of the nation’s nonfarm, private real gross 
domestic product (GDP), and half of all americans work for a small firm. 
Despite the considerable contributions made by entrepreneurs, much of the 
current economic data do not take into account firm size factors. as a result, 
to get a sense of the state of the economy for small business, it is necessary to 
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examine larger macroeconomic trends. in general, smaller firms weather the 
same economic storms as their larger counterparts, and in 2007, many small 
business owners faced significant anxieties as the economy slowed. There were 
also some new opportunities—especially in the export markets—which were 
open to both large and small firms.

The u.S. economy experienced solid growth in the second and third quar-
ters of 2007, but it ended the year with real GDP down an annualized 0.2 
percent. The overall growth rate of real GDP was 2.0 percent, lower than in 
the previous four years (Table 1.1). One culprit for the slower increases in real 
GDP is the downturn in the housing market, which continues to have ripple 
effects throughout the economy. Housing starts have increased rapidly since 
1990, peaking at 2.3 million homes on an annualized basis at the beginning 
of 2006 (Figure 1.1). after that, housing starts plummeted to 1 million homes 
by December 2007—a 56.4 percent decline. in 2007, real gross private fixed 
investment fell 5.4 percent, with real private residential fixed investment fall-
ing 17.9 percent and the nonresidential component up 4.9 percent. 

a secondary drain on the american economy was the dramatic increase 
in the price of gasoline (Figure 1.2). Petroleum prices hovered between $19 
and $35 for much of the beginning of the decade, bottoming out at $19.33 per 
barrel in December 2001. after 2004, the figure trended upward. The average 
price for a barrel of West texas crude oil in 2007 was $72.36; the December 
2007 average was $91.73. toward the end of the year, the price passed $100 a 
barrel and then dropped down.1 

Higher gasoline prices affected the economy in two ways. First, the 
increases had an impact on the american psyche. americans have an affin-
ity for their automobiles and they pay close attention to the price they pay 
at the pump. The daily commute is a way of life, and sharp increases in the 
cost of gasoline cut into the bottom line for many people. in political terms, 
it is a pocketbook issue. moreover, economists argue that the demand for 
gasoline is inelastic in the short term: most americans have few options 
other than to pay the higher price. advocacy research has shown that small 
businesses are disproportionately affected by rising energy costs, especially 

  1 The rise continued into 2008, surpassing $145 per barrel by July before falling 60 percent. 
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Table 1.1 Real Gross Domestic Product and Components, 2001–2007

Annual data Quarterly data (2007)

2001 2002 2003 2004 2005 2006 2007 Q1 Q2 Q3 Q4

Real gross domestic product*

Level  
(trillions of dollars)

Annual change 
(percentage)

9.89

0.8

10.05

1.6

10.30

2.5

10.68

3.6

10.99

2.9

11.29

2.8

11.52

2.0

11.36

0.0

11.49

4.8

11.63

4.8

11.62

-0.2

Real personal consumption expenditures*

Level  
(trillions of dollars)

Annual change 
(percentage)

6.91

2.5

7.10

2.7

7.30

2.8

7.56

3.6

7.79

3.0

8.03

3.0

8.25

2.8

8.20

3.9

8.24

2.0

8.28

2.0

8.30

1.0

Real government consumption and gross investment*

Level  
(trillions of dollars)

Annual change 
(percentage)

1.78

3.4

1.86

4.4

1.90

2.5

1.93

1.4

1.94

0.4

1.97

1.7

2.01

2.1

1.99

0.9

2.01

3.9

2.03

3.8

2.03

0.8

Real gross private fixed investment*

Level  
(trillions of dollars)

Annual change 
(percentage)

1.60

-7.9

1.56

-2.6

1.61

3.6

1.77

9.7

1.87

5.8

1.91

2.1

1.81

-5.4

1.80

-9.6

1.82

6.2

1.84

3.5

1.78

-11.9

Real exports of goods and services*

Level  
(trillions of dollars)

Annual change 
(percentage)

1.04

-5.4

1.01

-2.3

1.03

1.3

1.13

9.7

1.20

7.0

1.30

9.1

1.41

8.4

1.36

0.6

1.39

8.8

1.47

23.0

1.48

4.4

Real imports of goods and services*

Level  
(trillions of dollars)

Annual change 
(percentage)

1.44

-2.7

1.48

3.4

1.55

4.1

1.72

11.3

1.82

5.9

1.93

6.0

1.97

2.2

1.98

7.7

1.96

-3.7

1.98

3.1

1.97

-2.3

* Chained 2000 dollars. 

Note: Seasonally adjusted. 

Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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Figure 1.2 Price of West Texas Crude Oil per Barrel, 2000–2007 (dollars)

Figure 1.1 New Privately Held Housing Units Started, 1990–2007 (thousands)

Source: Dow Jones & Company, Inc.

Note: Seasonally adjusted annual rate

Source: U.S. Department of Commerce
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in the manufacturing and commercial sectors of the economy.2 This effect 
tends to show up on confidence surveys. 

Overall optimism in the economy has fallen dramatically. The national 
Federation of independent Business (nFiB) small business optimism index 
averaged 96.7 in 2007, down from 98.9 in 2006 (Table 1.2). This measure 
averaged 104.6 in 2004—a sign of growing output for the small business sec-
tor; index readings under 100 usually indicate sluggishness in the sector. The 
monthly nFiB surveys also illustrated a declining willingness to expand, hire 
new workers, or invest in new capital equipment in 2007 (Table 1.2). The 
university of michigan’s consumer sentiment survey mirrored these results.

With rising pessimism and concerns about housing and energy, the 
american consumer has curtailed spending to a degree, although not drasti-
cally. Growth in real personal consumption expenditures averaged a moderate 
2.8 percent in 2007, down from the high growth rate of 3.6 percent in 2004. 
Growth in american consumption slowed with each quarter in 2007 to an 
annual growth rate of 1.0 percent in real personal consumption in the fourth 
quarter (Table 1.1).

exporting has been among the stronger factors in the economy recently. 
aided by a weaker dollar, american goods and services were significantly 
cheaper and more competitive than in previous years. The u.S. trade deficit, at 
$560 billion, was down in 2007; real exports rose 8.4 percent, with real imports 
increasing 2.2 percent (Table 1.1). The export sector experienced solid growth 
each year from 2004 to 2007, and was up nearly 38 percent over the period. 
This economic climate offers real opportunities for small businesses to engage 
in international trade.3 manufacturing output was mixed in 2007. industrial 
production, as measured by the Federal Reserve Board, rose from an average of 
109.6 in 2006 to 111.4 in 2007, an increase of 1.6 percent (Table 1.2). Growth 
in industrial production stalled in the second half of 2007, remaining around 
112.0 from July to December. a separate indicator, the institute for Supply 
management (iSm) purchasing managers’ index for manufacturing, declined 
by 3.8 percent from 2006 to 2007. The iSm measure grew steadily from 49.3 
in January to 53.4 in June, but declined from July on; it was 48.4 in December. 

  2 a. Ballman, 2008, Characterization and analysis of small business energy costs, prepared for the u.S. 
Small Business administration, Office of advocacy, under contract no. SBaHQ-06-m-0475, at 
http://www.sba.gov/advo/research/rs322tot.pdf. 

  3 See Chapter 4.
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The iSm manufacturing index is unique in that any measurement under 50 sig-
nifies that the manufacturing sector is experiencing declining output. 

These findings are mirrored in employment statistics. The goods-producing 
sector struggled in 2007. The manufacturing sector lost 261,000 jobs, continuing 
a long-term trend of falling employment (and increased productivity) in man-
ufacturing. manufacturing employed 20.3 percent fewer workers in 2007 than 
in 1997 (Table 1.4). The construction sector, where 86.1 percent of businesses 
are considered small, declined over the course of 2006 and into 2007 (Table 
1.5). in previous years, construction growth had been strong, but the bursting 
of the housing bubble meant that the economy lost 232,000 construction jobs 
in 2007, after picking up nearly 1 million jobs between December 2002 and 
December 2006.

The u.S. economy did generate 1.1 million net new jobs in 2007, with ser-
vice sector employment more than offsetting declines in the goods-producing 
sector. each of the major service sector industries saw employment gains in 
2007, with the exception of information and financial activities (Tables 1.4 and 
1.5). The fastest growth in employment between 2006 and 2007 was seen in 
education and health services, leisure and hospitality, professional and busi-
ness services, and wholesale trade. These industries, except wholesale trade, 
also experienced rapid growth over the 1997 to 2007 period, with 30.1 percent 
more jobs in education and health services, for example. Financial activities, 
other services, and government also had double-digit employment growth over 
the period.

Self-employment trends were mixed in 2007. average monthly incorpo-
rated self-employment rose from 5.5 million in 2006 to 5.8 million in 2007, 
while unincorporated self-employment averages fell from 10.6 million to 10.4 
million (Table 1.2). month to month, unincorporated self-employment was 
volatile, growing from 10.2 million in January 2007 to 10.8 million in June, 
then falling to 9.9 million by year’s end. longer-term trends showed steady 
growth in both incorporated self-employment, which grew from an average of 
4.6 million in 2002 to 5.8 million in 2007, and unincorporated self-employ-
ment, which rose from 9.9 million in 2002 to 10.4 million in 2007.4 

Private sector wages and salaries grew 3.4 percent from 2006 to 2007, and 
private sector benefits rose 2.4 percent (Table 1.3). 

  4 See Quarterly indicators, http://www.sba.gov/advo/research/sbei.html.
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inflationary trends in the economy were modest in 2007, especially core 
inflation, which excludes energy and food costs (Table 1.2). Consumer prices 
were 2.9 percent higher in 2007 than in 2006; core inflation was 2.3 percent 
higher. Producer prices, however, were up significantly—7.9 percent—sug-
gesting that businesses have grappled with higher costs of production, much 
of which they have not yet passed on to the consumer. Behind many of these 
statistics, of course, was the rapid run-up in the cost of petroleum.

nonetheless, with consumer prices rising between 2 and 3 percent, the 
Federal Reserve was free to lower interest rates aggressively to spur economic 
growth. The prime rate—the rate on which many other interest rates, such as 
credit cards and some mortgages, are based—was 8.25 percent for much of 
2007. after successive monetary policy actions from September 2007 onward, it 
was 7.25 percent on December 31, 2007, and 5.00 percent on april 30, 2008.5 
Through aggressive action, the Federal Reserve was intent on averting a recession 
(or shortening it, if it was already under way).6,7 Consumers and small businesses, 
therefore, ended the year with much lower borrowing costs, and policymakers 
expected this to help stimulate economic activity. as long as inflationary pres-
sures remained under control, interest rates were expected to remain low.

Fiscal policymakers were proactive and began discussing methods of stimu-
lating the slowing economy. The economic Stimulus act of 2008, signed by 
President Bush on February 13, 2008, was proposed and debated in the execu-
tive and legislative branches—in a sign of bipartisan cooperation—in the final 
months of 2007. Thus, if the economy ended the year in a recession, fiscal policy 
action was timed to help blunt its effects. as part of the stimulus package, many 
americans received tax rebates, and small businesses were able to expense a 
larger portion of their capital expenses in the year of the expenditure ($250,000 
compared with $125,000 previously). in addition, these firms received a 50 per-
cent bonus depreciation allowance in 2007. These provisions were expected to 
increase real GDP in 2008, particularly in the second half of the year; however, 
the recession continued.

5 While this chapter is primarily about 2007, for completeness the policy actions that began in late 2007 
and ended in early 2008 are discussed.

6 in early 2008, the Federal Reserve took even more dramatic actions when it helped engineer the takeover 
of Bear Stearns by J.P. morgan Chase and introduced new monetary policy tools for investment banks. 

7 The national Bureau of economic Research (nBeR) is the official arbiter for dating u.S. recessions. 
nBeR has declared that a recession began in December 2007.
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Small Business trends
in the first quarter of 2007, 74 percent of the net new jobs were in small firms 
with fewer than 500 employees, and 22 percent were in firms with fewer than 
20 employees, suggesting that most of the net new jobs were in the smaller 
number of firms with 20 to 499 employees, according to Bureau of labor 
Statistics data (Table A.12 in Appendix A).8 Third quarter data show declining 
net employment change in all firm size classes.9

For comparison purposes, the Office of advocacy also estimates the num-
ber of small firms for 2007 using Statistics of u.S. Business data from the u.S. 
Census Bureau. an estimated 6.1 million employers and 21.1 million nonem-
ployers operated in the united States in 2007 (Table A.1). The employer num-
ber is the product of an estimated 637,100 employer firm births and 560.300 
employer terminations on top of the previous year’s total (Table A.2). in the 
most recent data available from the u.S. Census Bureau (2005), nearly 80 
percent of the net new jobs came from small businesses with fewer than 500 
employees (Table A.10). 

a look at the characteristics of the self-employed using the march 2007 
supplement to the Current Population Survey suggests that men are more 
likely to be self-employed than women by a two-to-one margin, and 88 per-
cent of the self-employed are White (Table A.13). Women’s self-employment 
grew 10.6 percent between 2000 and 2006. minorities continue to make great 
strides in business ownership. Hispanics saw a 91.3 percent increase in the 
number of self-employed between 2000 and 2006, and Black self-employment 
was up 27.6 percent. asian and american indian self-employment grew by 
12.7 percent over the period.

age and education have become major determinants of self-employment 
as well. Younger and older americans have seen large gains in self-employment 
in this decade: the number of self-employed individuals under 25 years of age 
or between 55 and 64 years old increased 30.9 and 44.6 percent, respectively, 
between 2000 and 2006. Being one’s own boss has become an attractive option 
for more young people; and more “lifestyle” entrepreneurs are starting busi-
nesses as they reach the upper end of the age spectrum. By 2006, 12.1 percent 

8 Quarterly net job change data by firm size as measured by the Business employment Dynamics database 
from the Bureau of labor Statistics are shown for 1992–2006 in appendix a.

9 as of mid-2008, fourth quarter data for 2007 had not yet been released.
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more people claimed to be self-employed and 65 years old or older, although 
this rate is below the 15.1 percent national increase in self-employment over 
the period. The fastest growth in the self-employed by level of educational 
attainment was among those with a bachelor’s degree (26.2 percent) or with a 
master’s or higher degree (24.6 percent).

Self-employment figures are further analyzed in the annual Kauffman 
index of entrepreneurial activity, prepared by Robert W. Fairlie for the 
ewing marion Kauffman Foundation.10 in 2007, an average of 0.30 percent of 
the adult population created a new business each month, up slightly from 0.29 
percent in 2006. This ratio has remained stable, ranging between 0.29 and 0.30 
percent of the population since 2002. Between 2006 and 2007, men’s entre-
preneurial activity increased significantly, from 0.35 to 0.41 percent of their 
population and that of Hispanic americans grew from 0.33 to 0.44 percent. 
immigrant entrepreneurship also increased and now stands at 0.46 percent of 
the immigrant population—significantly higher than the 0.27 percent ratio for 
the native-born population. By industry, the highest rates of entrepreneurial 
activity were in construction (1.23 percent) and services (0.41 percent).

to assess small business owner opinion, nFiB surveys its membership 
each month on various economic indicators related to their businesses. in 
2007, these owners were more pessimistic about the economy and less willing 
to expand, hire, or invest in their firms as the year progressed. an interesting 
side note is these owners’ assessment of their “single most important problem.” 
For much of this decade, their answer was simple—the cost and availability 
of health insurance; but in 2007, while insurance remained a top issue, the 
most important issue was taxes. Rounding out the top issues were the quality 
of the labor force, government regulations and red tape, and poor sales. These 
responses were consistent throughout the year. 

State macroeconomic trends
Some state economies have done better than others in the past year. Hawaii, 
idaho, nebraska, South Dakota, utah, Virginia, and Wyoming had average 
unemployment rates of 3 percent or less in 2007, and another dozen states 
had rates between 3.1 and 4.0 percent (Table 1.6). each of these states, in 
essence, was operating at “full employment.” in comparison, three states 

10 See http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1124683. 
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had unemployment rates of 6 percent or higher—alaska, michigan, and 
mississippi—suggesting weakness in their job market. new mexico saw the 
largest decline in its average unemployment rate, which fell from 4.3 percent 
in 2006 to 3.5 percent in 2007, and three states—Florida, minnesota, and 
nevada—experienced 0.6 percentage point gains in their average unemploy-
ment rate during that period. 

a different survey that analyzes establishment data finds that only three 
states lost employment between 2006 and 2007—michigan, new Jersey, and 
Vermont (Table 1.6). Of the remaining states, utah had the highest growth 
rate in employment, 3.6 percent.

aside from employment statistics, the most common tool for assessing a 
state’s economic health is overall output measured in real GDP (Table 1.6).11 
While several states had minimal or flat growth over the 2006-2007 period, 
only two had negative change in real GDP—Delaware and michigan. Some 
of the states with the strongest growth in real GDP may surprise some, as they 
are not always seen as “high-growth” states. Real GDP growth of 3 percent 
or higher was seen in the District of Columbia, Hawaii, montana, new York, 
north Dakota, Oklahoma, Oregon, texas, utah, and Washington. The state 
with the fastest growing real GDP between 2006 and 2007 was utah, at 5.3 
percent—more than 2½ times the national average.

not surprisingly, states with more output growth also experienced rapid 
increases in personal income. louisiana’s personal income per capita rose the 
fastest—9.2 percent—likely related to its recovery from the august–September 
2005 Hurricanes Katrina and Rita, from which the entire Gulf region continues 
to recover.

These findings mirror those of other studies on firm creation. The 
Kauffman index of entrepreneurial activity found more entrepreneurship 
taking place in the midwest and West, with the highest entrepreneurial 
activity rates in idaho, the District of Columbia, arizona, tennessee, and 
louisiana. in general, researchers have tended to show more small business 
creation in the South and West (where the population is also increasing more 
rapidly), but states with high levels of innovative capacity also do well. The 
Office of advocacy has studied the linkage between innovation and entre-
preneurship for several years and concluded that regions that devote more 

11 These figures are not seasonally adjusted, making comparisons with national GDP figures in table 1.1 
difficult.



22 The Small Business Economy

T
ab

le
 1

.6
 V

ar
io

us
 S

ta
te

-l
ev

el
 M

ac
ro

ec
o

no
m

ic
 In

d
ic

at
o

rs
, 2

00
6–

20
07

U
ne

m
p

lo
ym

en
t 

ra
te

N
um

b
er

 o
f 

em
p

lo
ye

d
  

(t
ho

us
an

d
s)

R
ea

l G
D

P
 b

y 
st

at
e 

 
(b

ill
io

ns
 o

f 
ch

ai
ne

d
 2

00
0 

d
o

lla
rs

)
P

er
 c

ap
it

a 
p

er
so

na
l i

nc
o

m
e 

(d
o

lla
rs

)

20
06

20
07

P
er

ce
nt

ch
an

g
e

20
06

20
07

P
er

ce
nt

 
ch

an
g

e
20

06
20

07
P

er
ce

nt
ch

an
g

e
20

06
20

07
P

er
ce

nt
 

ch
an

g
e

U
ni

te
d

 S
ta

te
s

4.
6

4.
6

--
14

4,
42

7
14

6,
04

7
1.

1
11

,2
40

.1
11

,4
67

.5
2.

0
36

,7
14

38
,6

11
5.

2

A
la

ba
m

a
3.

5
3.

5
--

2,
08

2
2,

10
6

1.
2

13
4.

6
13

7.
0

1.
8

30
,8

94
32

,4
04

4.
9

A
la

sk
a

6.
5

6.
2

-0
.3

32
8

33
1

1.
0

30
.5

30
.6

0.
3

38
,1

38
40

,3
52

5.
8

A
riz

on
a

4.
1

3.
8

-0
.3

2,
84

8
2,

91
4

2.
3

20
9.

6
21

3.
3

1.
8

31
,9

36
33

,0
29

3.
4

A
rk

an
sa

s
5.

3
5.

4
0.

1
1,

28
8

1,
29

4
0.

5
77

.6
78

.8
1.

5
28

,4
73

30
,0

60
5.

6

C
al

ifo
rn

ia
4.

9
5.

4
0.

5
17

,0
30

17
,2

09
1.

1
1,

52
6.

2
1,

54
9.

0
1.

5
39

,6
26

41
,5

71
4.

9

C
ol

or
ad

o
4.

3
3.

8
-0

.5
2,

53
6

2,
60

2
2.

6
19

4.
4

19
8.

4
2.

0
39

,4
91

41
,0

42
3.

9

C
on

ne
ct

ic
ut

4.
4

4.
6

0.
2

1,
75

6
1,

78
0

1.
4

17
6.

9
18

1.
8

2.
8

50
,7

62
54

,1
17

6.
6

D
el

aw
ar

e
3.

5
3.

4
-0

.1
42

4
42

8
0.

9
49

.7
48

.9
-1

.6
39

,1
31

40
,6

08
3.

8

D
is

tr
ic

t o
f C

ol
um

bi
a

5.
9

5.
7

-0
.2

30
1

30
7

2.
0

71
.3

74
.4

4.
3

57
,7

46
61

,0
92

5.
8

Fl
or

id
a

3.
4

4.
0

0.
6

8,
63

4
8,

77
9

1.
7

60
9.

8
60

9.
9

0.
0

36
,7

20
38

,4
44

4.
7

G
eo

rg
ia

4.
6

4.
4

-0
.2

4,
51

6
4,

60
3

1.
9

32
7.

3
33

6.
6

2.
8

32
,0

95
33

,4
57

4.
2

H
aw

ai
i

2.
5

2.
6

0.
1

63
2

63
2

--
48

.4
49

.9
3.

0
37

,0
23

39
,2

39
6.

0

Id
ah

o
3.

2
2.

7
-0

.5
71

8
73

4
2.

2
43

.7
44

.7
2.

4
29

,9
20

31
,1

97
4.

3

Ill
in

oi
s

4.
6

5.
0

0.
4

6,
27

3
6,

36
2

1.
4

50
1.

1
50

8.
6

1.
5

38
,4

09
40

,3
22

5.
0

In
di

an
a

4.
9

4.
5

-0
.4

3,
07

3
3,

06
6

0.
2

20
7.

0
20

7.
6

0.
3

32
,2

88
33

,6
16

4.
1

Io
w

a
3.

8
3.

8
--

1,
59

5
1,

59
8

0.
2

10
5.

3
10

7.
0

1.
7

33
,0

38
35

,0
23

6.
0

K
an

sa
s

4.
3

4.
1

-0
.2

1,
40

7
1,

41
9

0.
9

93
.8

96
.5

2.
9

34
,7

99
36

,7
68

5.
7

K
en

tu
ck

y
5.

8
5.

5
-0

.3
1,

91
1

1,
93

2
1.

1
12

5.
9

12
8.

8
2.

3
29

,7
29

31
,1

11
4.

7

Lo
ui

si
an

a
3.

9
3.

8
-0

.1
1,

89
4

1,
92

1
1.

4
14

7.
2

15
1.

0
2.

6
31

,8
21

34
,7

56
9.

2



The State of Small Business 23

M
ai

ne
4.

6
4.

7
0.

1
67

1
67

1
--

39
.4

39
.9

1.
3

32
,0

95
33

,7
22

5.
1

M
ar

yl
an

d
3.

8
3.

6
-0

.2
2,

86
2

2,
87

4
0.

4
21

8.
2

22
2.

5
2.

0
43

,7
88

46
,0

21
5.

1

M
as

sa
ch

us
et

ts
4.

8
4.

5
-0

.3
3,

24
1

3,
25

6
0.

5
29

8.
0

30
5.

4
2.

5
46

,2
99

49
,0

82
6.

0

M
ic

hi
ga

n
6.

9
7.

2
0.

3
4,

72
2

4,
66

0
-1

.3
33

4.
7

33
0.

8
-1

.2
33

,7
88

35
,0

86
3.

8

M
in

ne
so

ta
4.

0
4.

6
0.

6
2,

79
3

2,
79

7
0.

1
21

0.
4

21
4.

9
2.

2
38

,8
59

41
,0

34
5.

6

M
is

si
ss

ip
pi

6.
7

6.
3

-0
.4

1,
21

3
1,

23
2

1.
6

70
.2

71
.4

1.
7

27
,0

28
28

,8
45

6.
7

M
is

so
ur

i
4.

8
5.

0
0.

2
2,

87
1

2,
87

8
0.

2
18

9.
1

19
1.

6
1.

3
32

,7
89

34
,3

89
4.

9

M
on

ta
na

3.
3

3.
1

-0
.2

47
9

48
6

1.
5

26
.1

27
.0

3.
6

30
,7

90
32

,4
58

5.
4

N
eb

ra
sk

a
3.

0
3.

0
--

94
5

95
4

1.
0

64
.4

65
.8

2.
1

34
,4

40
36

,4
71

5.
9

N
ev

ad
a

4.
2

4.
8

0.
6

1,
23

0
1,

27
1

3.
3

10
2.

5
10

3.
2

0.
6

38
,9

94
40

,4
80

3.
8

N
ew

 H
am

ps
hi

re
3.

5
3.

6
0.

1
70

6
71

2
0.

8
49

.2
49

.2
-0

.1
39

,7
53

41
,5

12
4.

4

N
ew

 J
er

se
y

4.
7

4.
2

-0
.5

4,
28

4
4,

27
7

-0
.2

38
6.

9
39

1.
3

1.
1

46
,7

63
49

,1
94

5.
2

N
ew

 M
ex

ic
o

4.
3

3.
5

-0
.8

89
7

91
0

1.
4

59
.3

61
.0

2.
8

29
,9

29
31

,4
74

5.
2

N
ew

 Y
or

k
4.

6
4.

5
-0

.1
9,

05
7

9,
08

7
0.

3
90

6.
6

94
6.

3
4.

4
44

,0
27

47
,3

85
7.

6

N
or

th
 C

ar
ol

in
a

4.
7

4.
7

--
4,

24
8

4,
30

9
1.

4
32

8.
4

33
5.

7
2.

2
32

,2
47

33
,6

36
4.

3

N
or

th
 D

ak
ot

a
3.

2
3.

2
--

35
0

35
4

1.
1

21
.5

22
.2

3.
0

32
,7

63
34

,8
46

6.
4

O
hi

o
5.

4
5.

6
0.

2
5,

62
5

5,
64

0
0.

3
38

8.
9

39
0.

3
0.

4
33

,3
20

34
,8

74
4.

7

O
kl

ah
om

a
4.

1
4.

3
0.

2
1,

64
8

1,
65

8
0.

6
10

2.
5

10
6.

6
4.

0
32

,3
91

34
,1

53
5.

4

O
re

go
n

5.
4

5.
2

-0
.2

1,
80

0
1,

82
7

1.
5

13
9.

2
14

3.
7

3.
2

33
,2

99
34

,7
84

4.
5

P
en

ns
yl

va
ni

a
4.

6
4.

4
-0

.2
6,

00
3

6,
01

3
0.

2
43

0.
4

43
7.

1
1.

6
36

,8
25

38
,7

88
5.

3

R
ho

de
 Is

la
nd

5.
1

5.
0

-0
.1

54
6

54
8

0.
4

38
.6

38
.7

0.
1

37
,5

23
39

,4
63

5.
2

S
ou

th
 C

ar
ol

in
a

6.
4

5.
9

-0
.5

1,
98

2
2,

01
1

1.
5

12
4.

9
12

7.
4

2.
0

29
,7

67
31

,0
13

4.
2

S
ou

th
 D

ak
ot

a
3.

1
3.

0
-0

.1
42

3
42

9
1.

4
27

.7
28

.3
2.

3
32

,0
30

33
,9

05
5.

9

Te
nn

es
se

e
5.

1
4.

7
-0

.4
2,

85
4

2,
89

4
1.

4
20

6.
0

20
7.

7
0.

9
32

,1
72

33
,2

80
3.

4

(c
on

tin
ue

d,
 n

ex
t p

ag
e)



24 The Small Business Economy

Te
xa

s
4.

9
4.

3
-0

.6
10

,8
16

10
,9

93
1.

6
86

7.
8

90
3.

4
4.

1
35

,1
66

37
,1

87
5.

8

U
ta

h
3.

0
2.

7
-0

.3
1,

27
9

1,
32

5
3.

6
82

.3
86

.7
5.

3
29

,4
06

31
,1

89
6.

1

V
er

m
on

t
3.

7
3.

9
0.

2
34

3
34

0
-0

.9
20

.9
21

.2
1.

5
34

,8
71

36
,6

70
5.

2

V
irg

in
ia

3.
0

3.
0

--
3,

87
4

3,
93

1
1.

5
31

4.
9

32
1.

0
1.

9
39

,5
40

41
,3

47
4.

6

W
as

hi
ng

to
n

4.
9

4.
5

-0
.4

3,
17

0
3,

25
3

2.
6

25
0.

4
26

1.
1

4.
3

38
,2

12
40

,4
14

5.
8

W
es

t V
irg

in
ia

4.
7

4.
6

-0
.1

76
8

77
2

0.
5

45
.1

45
.1

0.
1

28
,2

06
29

,5
37

4.
7

W
is

co
ns

in
4.

7
4.

9
0.

2
2,

92
4

2,
93

8
0.

5
19

3.
4

19
5.

4
1.

0
34

,4
05

36
,0

47
4.

8

W
yo

m
in

g
3.

3
3.

0
-0

.3
27

4
27

9
1.

8
20

.7
21

.1
1.

8
40

,6
55

43
,2

26
6.

3

N
ot

e:
 T

he
se

 fi
gu

re
s 

ha
ve

 n
ot

 b
ee

n 
se

as
on

al
ly

 a
dj

us
te

d.
 T

he
se

 2
00

6-
20

07
 d

at
a 

ar
e 

no
t a

va
ila

bl
e 

fo
r 

U
.S

. t
er

rit
or

ie
s.

S
ou

rc
e:

 U
.S

. D
ep

ar
tm

en
t o

f L
ab

or
, B

ur
ea

u 
of

 L
ab

or
 S

ta
tis

tic
s;

 U
.S

. D
ep

ar
tm

en
t o

f C
om

m
er

ce
, B

ur
ea

u 
of

 E
co

no
m

ic
 A

na
ly

si
s.

T
ab

le
 1

.6
 V

ar
io

us
 S

ta
te

-L
ev

el
 M

ac
ro

ec
o

no
m

ic
 In

d
ic

at
o

rs
, 2

00
6–

20
07

 (c
o

nt
in

ue
d

)

U
ne

m
p

lo
ym

en
t 

ra
te

N
um

b
er

 o
f 

em
p

lo
ye

d
  

(t
ho

us
an

d
s)

R
ea

l G
D

P
 b

y 
st

at
e 

 
(b

ill
io

ns
 o

f 
ch

ai
ne

d
 2

00
0 

d
o

lla
rs

)
P

er
 c

ap
it

a 
p

er
so

na
l i

nc
o

m
e 

(d
o

lla
rs

)

20
06

20
07

P
er

ce
nt

ch
an

g
e

20
06

20
07

P
er

ce
nt

 
ch

an
g

e
20

06
20

07
P

er
ce

nt
ch

an
g

e
20

06
20

07
P

er
ce

nt
 

ch
an

g
e



The State of Small Business 25

dollars to research and development and adequately support their “knowledge 
economy” do well in promoting more small business creation.12 

Conclusion
The economic picture for small businesses in 2007 was cloudy, especially in the 
second half of the year. Real gross domestic product slowed considerably, and 
a variety of factors—such as rising oil prices, the downturn in the housing mar-
ket, and credit issues—caused anxiety among business leaders and consumers. 
amid these concerns, international trade provided an enormous opportunity 
for new business markets, as a falling u.S. dollar facilitated a more competitive 
economic environment for american exports.

monthly nFiB surveys found small business owners pessimistic about the 
future and less willing to expand their businesses, hire new workers, or invest 
in new capital and equipment. The Federal Reserve’s Senior loan Officer 
Opinion Survey suggested that they were also less willing to borrow, as small 
firm lending demand was off for the year; small business owner sentiments 
mirrored those of consumers in this regard. The result was an economic slow-
down in which many key players curtailed spending as they waited for the 
economic picture to improve.

employment growth slowed in 2007, especially in the goods-producing 
sectors of construction and manufacturing. The 1.1 million net new jobs that 
were created were from industries in the service sector—education and health 
services, leisure and hospitality, professional and business services, and whole-
sale trade. The self-employment picture was mixed, with men, Hispanics, and 
african americans seeing gains, while the number of self-employed women, 
asians, and american indians grew more slowly.

Policymakers took steps to shorten the economic slowdown to a matter 
of months, not years. actions by President Bush and the Congress to pass an 
economic stimulus package in early 2008 and dramatic declines in interest 
rates and other actions by the Federal Reserve were designed to stimulate 

12 BJK associates, 2002, The influence of R&D expenditures on new firm formation and economic growth, 
prepared for the u.S. Small Business administration, Office of advocacy, under contract no. 
SBaHQ-00-m-0491, at http://www.sba.gov/advo/research/rs222tot.pdf and S. m. Camp, 2005, 
The innovation-entrepreneurship nexus: A national assessment of entrepreneurship and regional economic 
growth, prepared for the u.S. Small Business administration, Office of advocacy, under contract no. 
SBaHQ-03-m-0353, at http://www.sba.gov/advo/research/rs256tot.pdf.
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economic activity and reinstate a sense of economic optimism. as of mid-
2008, it was too early to tell whether these actions served their purpose.

One thing is certain, however. Small businesses will continue to play a 
major role in revitalizing the american economy. Office of advocacy research 
documents the importance of entrepreneurship to innovation and to the pros-
perity of the nation, the states, and economic regions. areas with a healthy 
business climate and a positive entrepreneurial attitude will continue to remain 
competitive globally and to achieve higher levels of economic output, income, 
and employment gains.
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2  Small buSineSS  
financing in 2007 

Synopsis
americans felt the effects of a decelerating housing market and increasing energy 
prices in the u.S. economy and to some extent in the financial markets of 2007.1 
u.S. economic activity held up fairly well, but growth had slowed considerably 
by the third quarter of the year. credit conditions remained supportive for most 
small business financing, but deteriorating conditions led the federal Open 
market committee to lower the federal funds rate after September. Overall, 
small business loan rates in all loan size categories declined.

Total net borrowing grew, although at a slower rate than in the previ-
ous year. The large declines in home mortgage borrowing were offset by 
increased borrowing by governments and especially nonfinancial businessees. 
nonfinancial corporations in particular increased net business borrowing by 
more than 47 percent over 2006 levels, while nonfarm, noncorporate business 
borrowing increased by 16 percent.

analysis of small business lending trends through June 2007 shows stron-
ger activity for small business loans of all sizes in 2007, particularly in the 
$100,000-$1 million category. loans under $100,000 also increased over the 
June 2006–June 2007 period in both the dollar amount and number, as banks 
continued to promote small business credit cards. large lending institutions 
with assets of $10 billion or more continued to dominate the small busi-
ness loan market, accounting for more than half of the value of loans under 
$100,000, as well as two-thirds of total business loans and three-quarters of 
the domestic assets of u.S. depository institutions.

The initial public offering market continued to recover: the number and 
value of new issues were up from 2006. The value of new commitments to ven-
ture capital funds increased almost 25 percent over the previous year and was 
the highest amount raised in six years. more than 57,000 entrepreneurial ven-
tures received angel funding in 2007, up 12 percent over the previous year.

1 note that this chapter is a discussion of the general market for small business financing in 2007 and 
does not refer to the specific types of loans backed by the u.S. Small business administration.
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economic and credit conditions in 2007
The u.S. economy experienced slow and uneven growth in 2007—with growth 
rates of 3.8 and 4.9 percent in the second and third quarters bracketed by very 
slow growth in the first and last quarters of the year. The slowdown in the final 
quarter was substantial, at 0.6 percent, as rising energy prices, deteriorating 
household wealth caused by falling housing prices, and emerging turmoil in the 
credit markets created uncertainty among consumers, businesses, and investors. 
for the year, economic growth was sustained by rising exports (stimulated by the 
declining dollar and by continued strength in business investment) and private 
investment. Real gross domestic product grew at a rate of 2.2 percent in 2007, 
compared with 2.9 percent in 2006. inflation in consumer prices increased, but 
the core inflation rate remained slightly lower than in 2006. 

credit conditions remained supportive for most small business financ-
ing in spite of uncertainty in the capital and credit markets. Rapidly deterio-
rating conditions in the credit markets pressured the federal Open market 
committee (fOmc) to begin easing credit after September by reducing the 
federal funds rate. 

Interest Rate Movements
The year 2007 started with a target federal funds rate of 5.25 percent. as the 
economy decelerated in the fall, the federal Reserve took action to ease the 
availability of credit. To prevent potential financial disruptions in economic 
activities, the fOmc lowered the target federal funds rate by 50 basis points 
at its September meeting, and responded to further credit market deterioration 
by lowering the rate by an additional 25 basis points in both the October and 
December meetings. by the end of the year, the federal funds rate was down by 1 
percentage point—from 5.25 to 4.25 percent. Treasury securities ended the year 
by declining almost 200 basis points below their earlier levels, from 4.96 percent 
to 3.00 percent in December 2007. Trends in corporate bond rates were mixed, 
moving more in line with overall economic activity (Figure 2.1).

Overall, small business loan rates in all loan size categories declined by 
50-60 basis points between february and november 2007—the month in 
which data on small business loan rates were collected and made available by 
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the federal Reserve board2 (Table 2.1). The prime rate, on which rates for 
most small business loans with adjustable rate provisions are based, declined by 
almost 100 basis points from 8.25 percent in august to 7.33 percent at the end 
of the year. because the full effects of falling short-term rates on adjustable-
rate loans were yet to be felt, fixed and adjustable rates showed similar move-
ments between november 2006 and november 2007 (Figure 2.2). 

The nonfinancial Sector’s use of funds in 
capital markets
The economy’s uneven growth was apparent in the capital credit markets in 
2007, as indicated by the use of funds in the nonfinancial sectors—govern-
ment, business, and households. Total net borrowing and lending in the credit 
markets continued to grow from $2.32 trillion in 2006 to $2.34 trillion in 
2007, a slower growth rate—1.1 percent—compared with 3.3 percent in the 
previous year (Table 2.2). large declines in home mortgage borrowing, from 
$988 billion in 2006 to $655 billion in 2007—down 34 percent—were more 
than offset by large increases in borrowing by federal and state governments 
and especially nonfinancial businesses (Table 2.2).

2 Statistical release e.2, Survey of business loan rates, november 2007, commercial and industrial loans 
made by all commercial banks.
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Table 2.1 Loan Rates Charged by Banks by Loan Size, February 2005–February 2007 (percent)

Loan size  
(thousands of 

dollars)
Fixed-rate  
term loans

Variable-rate 
loans  

(2–30 days)

Variable-rate 
loans  

(31–365 days)

November 2007 1.0-99 8.12 7.22 8.09

100-499 7.58 7.03 7.66

500-999 7.19 6.69 6.95

Minimum-risk loans 5.72 5.69 5.23

August 2007 1.0-99 8.70 7.81 8.61

100-499 7.98 7.60 8.09

500-999 7.71 7.37 7.52

Minimum-risk loans 6.86 6.03 6.03

May 2007 1.0-99 8.11 7.96 8.69

100-499 8.08 7.57 8.12

500-999 7.65 7.51 7.62

Minimum-risk loans 8.21 5.84 5.85

February 2007 1.0-99 8.68 7.82 8.81

100-499 8.17 7.69 8.01

500-999 7.91 7.32 7.69

Minimum-risk loans 7.32 5.89 6.64

November 2006 1.0-99 8.76 7.92 8.61

100-499 8.06 7.67 8.00

500-999 7.77 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 7.77

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 7.35

Minimum-risk loans 5.65 4.54 5.77

February 2006 1.0-99 8.43 7.19 8.28

100-499 7.64 7.1 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
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Federal, State and Local Government Borrowing
federal government borrowing increased by $54 billion, or 29 percent to $237 
billion in 2007, as tax revenues slowed (Table 2.2). The increased need for 
financing may have been generated by u.S. Department of the Treasury cash 
management requirements, as the federal budget deficit had declined for the 
fourth consecutive year and was $162 billion in 2007, compared with $248 
billion in 2006.3

borrowing by state and local governments increased by 22 percent, from 
$151 billion in 2006 to an all-time high of $184 billion in 2007. continued 
spending on capital projects and a slowdown in state revenues relative to out-
lays contributed to the rise. 

Borrowing by the Household Sector
Household spending maintained healthy growth, considering the dampening 
of home prices and declines in home equity, which have sliced away a portion 

3 based on the national income account estimates from the federal Reserve bank of St. louis,  
government revenues, spending, and debt, National Economic Trends, may 2008, 16.

500-999 6.39 5.82 5.65

Minimum-risk loans 4.24 4.12 4.15

May 2005 1.0-99 7.48 5.74 7.13

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

Minimum-risk loans 6.58 3.24 4.42

Source: Board of Governors of the Federal Reserve System, Survey of Terms of Lending, Statistical Re-
lease E.2, various issues, and special tabulations prepared by the Federal Reserve Board for the Office of 
Advocacy.

Table 2.1 Loan Rates Charged by Banks by Loan Size, February 2005–February 2007 (percent) 
(continued)

Loan size  
(thousands of 

dollars)
Fixed-rate  
term loans

Variable-rate 
loans  

(2–30 days)

Variable-rate 
loans  

(31–365 days)
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of u.S. household net worth. as a result, the ratio of household wealth to 
disposable income was below that of the previous year. 

lenders, concerned about the creditworthiness of the household sec-
tor, tightened credit standards for many types of loans. nonetheless, except 
for mortgage-related loans, consumer credit remained available to most 
borrowers.4 by the end of 2007, net household borrowing totaled $877 
billion, about 27 percent below the previous year’s level of $1.19 trillion 
(Table 2.2). Total net household borrowing accounted for slightly more 
than one-third of total net borrowing by the nonfinancial sector, compared 
with more than 50 percent over the previous four years.

Business Borrowing
With corporate profits remaining flat, albeit at a high level, and continued 
healthy growth in capital expenditures by nonfinancial businesses, business 
borrowing, especially by corporate businesses, grew significantly in 2007. Total 
business borrowing increased by almost one-third, from $791 billion in 2006 
to $1.0 trillion in 2007 (Table 2.2). 

net business borrowing by nonfinancial corporations increased signifi-
cantly, from $426 billion in 2006 to $627 billion in 2007, and accounted for 
60 percent of total business borrowing (Table 2.3). 

4 federal Reserve board, Monetary policy report to the Congress, february 2008, Part ii.
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nonfarm noncorporate borrowing increased by 16.3 percent, from $347 
billion to $403 billion in 2007 (Table 2.4). net income for nonfarm noncorpo-
rate businesses increased from $1.04 trillion in 2006 to $1.07 trillion in 2007, 
a 2.8 percent gain. 

lending by financial institutions to Small 
businesses
in the first half of the year, the economy held up well and facilitated financing activ-
ity in the business loan markets, as reflected in small business borrowing from lend-
ing institutions. financing remained available to small firms, although borrowing 
costs continued to rise as lenders tightened lending standards on c&i loans to large, 
middle-market, and small firms; lenders later eased some of their lending terms.5 

a slower second half and the crisis in the subprime mortgage and related credit 
markets took a toll on bank earnings. net income for all federal Deposit insurance 
corporation (fDic) institutions declined in the third quarter and plunged in the 
fourth quarter of 2007, from $28.8 billion to $5.8 billion, the lowest level since the 
fourth quarter of 1991, when earnings reported by the banking industry totaled 
$3.2 billion.6 Decreases in noninterest income and gains in securities sales, along 
with increases in loan loss provision and noninterest expenses, resulted in a record 
low for earnings of financial institutions. consequently, tighter lending standards 
were close to or above historical highs for nearly all loan categories, according to 
the Senior loan Officer Opinion Survey.7 

5 federal Reserve board, Senior loan Officer Opinion Survey on bank lending Practices, January/
april 2008, 1.

6 See FDIC Quarterly, Quarterly banking profile, fourth Quarter 2007.

7 federal Reserve board, Senior loan Officer Opinion Survey on bank lending Practices, January/
april 2008, 1.
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Developments in Small and Micro Business Lending8

Small business activity in the loan markets for June 2006-June 2007 was stronger 
than in the previous year (June 2005-June 2006). 9 The total value of small busi-
ness loans outstanding (loans of less than $1 million) made by lending institu-
tions totaled $684.6 billion as of June 2007, up from $634 billion in June 2006, an 
increase of about 8.0 percent, compared with 5.5 percent over the previous period 
(Tables 2.5 and 2.6). increases in both the amount and number came from all small 
business loan sizes, but the number of small business loans of $100,000 to $1 mil-
lion increased the most over the period (Tables 2.5 and 2.7). borrowing by larger 
corporations was moderate, as they increased their use of internally generated funds 
and lessened their need for investment in 2007. increases in the dollar amount of 
business loans over $1 million were smaller than in the previous year: 11.7 percent 
compared with 12.4 percent (Table 2.6). large corporations nevertheless continued 
to account for the largest share of total business borrowing over the period, stem-
ming from needs related to ongoing merger and acquisition activity. 

micro business loans (loans of less than $100,000) were robust over this 
period, with increases in both the dollar amount and number, as major busi-
ness credit card lenders continued to promote small business credit cards. The 
most significant change in micro business lending occurred in the number of 
loans, which was up 13.7 percent over the June 2006-June 2007 period after 
remaining flat in the previous period (Table 2.7). 

Over this period, the smallest loans (those of less than $100,000) 
accounted for the most change in dollar amount. The dollar amount of micro 
business loans increased by 9.4 percent, compared with 7.6 percent for loans of 
$100,000 to under $1 million, and with about 8.0 percent for all small business 
loans under $1 million (Table 2.6). 

The relative importance of banks of various sizes in the small business loan 
markets continues to be affected by bank consolidations. The number of lend-
ing institutions with financial services holding companies and independent 
institutions filing call Reports continued to decline, from 7,563 in June 2006 
to 7,465 in June 2007 (Table 2.8). in particular, the number of lenders with 

8 as discussed in the 2005 edition of The small business economy, lending institutions include commercial 
banks, federal savings banks, and savings and loan associations, but exclude credit unions. 

9 Small business lending is analyzed for the period ending June 2007, as data are available only as of June 
30 each year. banks were required to report lending to small businesses in terms of small loans once a 
year in their June quarterly call Reports. Reports required under the community Reinvestment act 
(cRa) cover small business lending information for the previous calendar year.
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Table 2.5 Dollar Amount and Number of Small Business Loans, June 2005–June 2007,  
by Loan Size (dollars in billions, numbers in millions)

Loan size 2005 2006 2007
Percent change  

June 2006– 
June 2007

Under $100,000 Dollars 138.4 146.0 159.7 9.4

Number 19.02 19.0 21.6 13.7

$100,000 to 
under $1 million

Dollars 462.3 487.9 524.9 7.6

Number 1.98 2.2 2.9 31.8

Under $1 million Dollars 600.8 634.0 684.6 8.0

Number 21.00 21.3 24.5 15.0

Total business 
loans Dollars 1,680.8 1,848.4 2,023.9 9.5

Source: U.S. Small Business Administration, Office of Advocacy, Small Business Lending in the United 
States, various years, and special tabulations of the June 2007 Call Reports (Consolidated Reports of Con-
dition 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 2.6 Percent Change in the Dollar Amount of Business Loans by Loan Size,  
June 2003–June 2007

Loan size June 2003– 
June 2004

June 2004– 
June 2005

June 2005– 
June 2006

June 2006– 
June 2007

Under $100,000 -0.5 1.9 5.5 9.4

$100,000 to under $1 million 7.2 4.8 5.5 7.6

Under $1 million 5.3 4.1 5.5 8.0

$1 million and above 4.6 11.1 12.4 11.7

Source: U.S. Small Business Administration, Office of Advocacy, Small Business Lending in the United 
States, various years, and special tabulations of the June 2007 Call Reports (Consolidated Reports of Con-
dition 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 2.7 Percent Change in the Number of Small Business Loans by Loan Size,  
June 2003–June 2007

Loan size June 2003– 
June 2004

June 2004– 
June 2005

June 2005– 
June 2006

June 2006– 
June 2007

Under $100,000 -11.1 24.8 0 13.7

$100,000 to under $1 million 6.6 5.0 12.8 31.8

Under $1 million -9.4 22.6 1.2 15.0

Source: U.S. Small Business Administration, Office of Advocacy, Small Business Lending in the United 
States, various years, and special tabulations of the June 2007 Call Reports (Consolidated Reports of Con-
dition 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).
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assets of less than $500 million was down by 147.10 The number of the largest 
lending financial holding institutions—those with domestic assets exceeding 
$10 billion—declined from 108 to 106, but they accounted for larger shares of 
total business loans—65.2 percent—and of total assets—75.6 percent. 

These giant lenders dominated the market for micro business loans under 
$100,000, where they accounted for two-thirds of the number of loans, and 58.2 
percent of the loan value in this period (Table 2.8). The value of small loans made 
by these giants increased steadily, from 49.8 percent in 2005 to 58.2 percent in 
2007. The largest lenders’ share of the number of loans has fluctuated. 

The market for larger loans between $100,000 and $1 million issued by 
these giants was somewhat less active. for example, the share of the dollar 
amount outstanding in this category barely increased, in line with the meager 
increase in the total assets share of these large institutions over the June 2006-
June 2007 period (Table 2.8). The share of the number of loans made in this 
category has declined constantly since 2005, from 42.1 percent in 2005 to 37.8 
percent in 2006 to 32.3 percent in 2007. 

Lending by Finance Companies 
The growth of finance companies continued to be dominated by the banking 
industry. nonetheless, the market for business receivables rose moderately in 
2007. finance companies expanded their lending to businesses by 4.3 percent 
in 2007 (Table 2.9). business receivables in 2007 totaled $520 billion, up from 
$498 billion in 2006. The lending patterns of finance companies and the extent 
to which they are lending to small and large businesses continues to be hampered 
by lack of data. consequently, little can be said about these lending patterns.

Small business investment

Equity Borrowing in the Public Issue Markets
Overall, the initial public offering (iPO) market continued to recover (Table 2.10): 
217 new issues were valued at $51 billion in 2007, compared with $46 billion for 

10 The table is derived by combining the files for reporting institutions and consolidated holding compa-
nies—consolidated members of a holding company. many noncommercial bank members of holding 
companies may not be consolidated in the data because of missing iD links. The number of lending 
institutions as of June 2007 was 7,465 including 2,418 non-bHcs and 5,047 bank and other financial 
services holding companies. 
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Table 2.9 Business Loans Outstanding from Finance Companies,  
December 31, 1980–December 31, 2007 

 
 

Total receivables outstanding

Annual change in  
chain-type* price index  

for GDP (percent)

Billions of
dollars

Change from  
previous year 

(percent)

December 31, 2007 519.5 4.3 2.7

December 31, 2006 498.0 3.9 3.2

December 31, 2005 479.2 1.5 3.2

December 31, 2004 471.9 3.2 2.9

December 31, 2003 457.4 0.5 2.1

December 31, 2002 455.3 1.9 1.7

December 31, 2001 447.0 -2.5 2.4

December 31, 2000 458.4 16.3 2.2

December 31, 1999 405.2 16.6 1.4

December 31, 1998 347.5 9.1 1.1

December 31, 1997 318.5 2.9 1.7

December 31, 1996 309.5 2.6 1.9

December 31, 1995 301.6 9.7 2.0

December 31, 1994 274.9 NA 2.1

December 31, 1993 294.6 -2.3 2.3

December 31, 1992 301.3 1.9 2.3

December 31, 1991 295.8 0.9 3.5

December 31, 1990 293.6 14.6 3.9

December 31, 1989 256.0 9.1 3.8

December 31, 1988 234.6 13.9 3.4

December 31, 1987 206.0 19.7 2.7

December 31, 1986 172.1 9.3 2.2

December 31, 1985 157.5 14.3 3.0

December 31, 1984 137.8 21.9 3.8

December 31, 1983 113.4 12.9 3.9

December 31, 1982 100.4 0 6.1

December 31, 1981 100.3 11.1 9.4

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, Table 1.51, various 
issues; U.S. Department of Commerce, Bureau of Economic Analysis, Business Conditions Digest, various 
issues; and idem., Survey of Current Business, various issues.
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Table 2.10 Common Stock Initial Public Offerings by All and Small Issuers, 1997–2007

Common stock

Number Amount 
(millions of dollars)

Average size 
(millions of dollars)

Offerings by all issuers

2007 217 50,693.1 233.4

2006 207 46,176.3 223.1

2005 209 38,238.1 183.0

2004 249 48,185.7 193.5

2003 85 16,087.3 189.3

2002 86 25,716.3 299.0

2001 99 37,526.0 379.1

2000 387 60,871.0 157.3

1999 512 63,017.4 123.1

1998 366 38,075.3 104.0

1997 623 45,785.0 73.5

Offerings by issuers with assets of $25 million or less

2007 15 776.4 51.8

2006 16 960.4 60.0

2005 19 783.8 41.3

2004 32 1,567.1 49.0

2003 8 532.3 66.5

2002 11 420.4 47.6

2001 14 477.2 34.1

2000 56 3,323.9 59.4

1999 207 10,531.0 50.9

1998 128 4,513.7 35.3

1997 241 5,746.1 23.8

Offerings by issuers with assets of $10 million or less

2007 5 92.7 18.5

2006 5 307.0 61.4

2005 7 368.8 52.7

2004 15 661.1 44.1

2003 4 34.8 8.7

2002 5 160.9 32.2

2001 5 54.9 11.0

2000 13 407.2 31.3

1999 87 3,556.9 40.9
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207 new issues in 2006. However, the iPO markets for smaller companies—those 
with assets of less than $25 million and less than $10 million—remained weak. 
The dollar value of iPOs in companies with assets under $25 million declined by 
19.2 percent from $960 million in 2006 to $776 million in 2007, and the number 
declined by one, from 16 to 15, during the same period. investors’ interest in the 
smallest companies—those with assets of less than $10 million—remained below 
levels reached in 2004. five of the smallest iPOs were issued in 2007—the same as 
in 2006—and their value was $92.7 million—$214 million less than in 2006. 

Venture Capital 
in 2007, the number of venture capital funds raising money increased to 248; 
the amount of new commitments raised by these funds totaled $39.7 billion, an 
increase of almost 25 percent over the previous year, and the highest amount 
raised in six years (Table 2.11). Total capital under management declined by 
almost 8 percent from 2006, and was $257 billon in 2007. commitments to 
venture capital funds represented 19 percent of the total private equity capi-
tal commitment in 2007, which is lower than the historical average of 20-30 
percent. The venture capital industry preferred later-stage ventures, which 
received 41.5 percent or $12.4 billion of the $29.9 billion in disbursements 
going to later-stage companies. Venture capital investment in u.S. compa-
nies increased for the fourth consecutive year and more than 3,200 companies 
received funding in 2007. Of this number, 1,279 received a first round of capi-
tal. Venture-backed iPOs performed well in both number and amount, and 
the number of merger and acquisitions exits declined in 2007. 

angel investors continued to provide the equity financing hoped for by 
many new ventures in 2007. according to the center for Venture Research, 

Table 2.10 Common Stock Initial Public Offerings by All and Small Issuers, 1997–2007 (continued)

Common stock

Number Amount 
(millions of dollars)

Average size 
(millions of dollars)

1998 62 2,208.0 35.6

1997 132 2,538.6 19.2

Note: Excludes closed-end funds. Registered offerings data from the Securities and Exchange Commission are no 
longer available: data provided by Securities Data Company are not as inclusive as those registered with the SEC.

Source: Special tabulations prepared for the U.S. Small Business Administration, Office of Advocacy, by 
Thomson Financial Securities Data, May 2008.
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the angel investor market maintained reasonable growth in activity in 2007, 
although investment dollars showed little change from the previous year. 
investments in 2007 totaled $26.0 billion, an increase of 1.8 percent. according 
to the center for Venture Research, the number of entrepreneurial ventures 
that received angel funding in 2007 was 57,120, an increase of 12 percent.

Table 2.11 New Commitments, Disbursements, and Total Capital Pool of the Venture Capital 
Industry, 1982–2007 (billions of dollars)

Commitment Disbursement Initial round Follow-on Capital under 
management

2007 39.7 29.9 7.37 22.51 257.1

2006 31.9 26.6 6.08 20.51 278.7

2005 28.3 23.0 5.75 17.25 265.4

2004 19.8 22.5 4.83 17.64 260.7

2003 11.6 19.8 3.94 15.81 255.2

2002 9.5 22.0 4.37 17.61 256.2

2001 38.8 40.6 7.43 33.20 255.8

2000 105.2 105.0 28.88 76.16 227.8

1999 56.4 54.1 15.95 38.12 145.9

1998 29.9 21.1 7.22 13.91 91.4

1997 19.7 14.9 4.88 10.00 63.6

1996 11.8 11.3 4.33 6.95 49.3

1995 9.9 8.0 4.05 3.98 40.7

1994 8.9 4.1 1.71 2.42 36.1

1993 4.1 3.7 1.41 2.28 32.2

1992 5.3 3.6 1.32 2.25 30.2

1991 2.0 2.2 0.57 1.68 29.3

1990 3.3 2.8 0.85 1.92 31.4

1989 4.9 3.3 0.95 2.34 30.4

1988 4.4 3.3 1.09 2.22 27.0

1987 4.4 3.3 1.00 2.27 24.4

1986 3.8 3.0 0.91 2.11 20.3

1985 4.0 2.8 0.73 2.04 17.2

1984 3.0 3.0 0.87 2.14 13.9

Source: Venture Capital Journal (various issues) and “National Venture Capital Association Yearbook 2008,” 
Prepared by Venture Economics.



46 The Small Business Economy

conclusion
Overall, borrowing in the financial markets was resilient in 2007, despite 
uneven growth in the economy. Declines in home mortgage borrowing were 
offset by large increases in borrowing by federal and state governments and 
nonfinancial businesses. although lenders tightened their lending standards, 
there was no indication that small businesses were constrained by the supply 
of funds. interest rates—including the prime rate, the rate for most small busi-
ness loans—continued to decline by year’s end, as the fOmc dropped the 
target funds rate.

Small business lending remained healthy in both the number and amount 
of loans. larger small business loans accounted for the most growth in the 
number of business loans for the period studied. multi-billion-dollar lending 
institutions continue to dominate small business lending.

The initial public offering and venture capital markets remained weak for 
smaller companies as the market continued to recover.
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3	 federal procurement  
from small firms 

synopsis
america’s more than 27 million small businesses represent 99.7 percent of 
all employer firms, generate 60 to 80 percent of net new jobs annually, and 
create more than one-half of the nonfarm private gross domestic product.1 
as one of the largest single sources of contracting opportunities, the u.s. fed-
eral government reaches out in its procurement of goods and services to small 
and disadvantaged businesses. in fiscal year (fY) 2007, more than $378.5 bil-
lion in contracts were identified as small business-eligible. The small Business 
administration’s (sBa) office of Government contracting (Gc) reports 
that in fY 2007 small businesses received a total of $147 billion in contract 
dollars—$83 billion in direct prime contract awards and about $64 billion in 
subcontracts (up $4 billion from fY 2006).2 

small businesses also hire 40 percent of high technology workers (such as 
scientists, engineers, and computer workers), produce 13 times more patents 
per employee than large patenting firms, and their patents are twice as likely to 
be among the 1 percent most cited.3 By supporting this small business capac-
ity for innovation, the small Business innovation research (sBir) program, 
over its quarter century in existence, has been among the most productive pro-
grams for the nation’s international innovative competitive advantage. sBir 
is among the most important sources of early-stage technology financing. The 
total federal sBir and small Business technology transfer (sttr) pro-
gram funding in fY 2007 was $2.315 billion, and the department of defense 
(dod) accounted for nearly half of the program.4 

1 The small Business administration, office of advocacy, Frequently asked questions may be accessed at 
http://www.sba.gov/advo/stats/sbafaq.pdf. (accessed november 13, 2008.)

2 for more detailed data, see http://www.sba.gov/aboutsba/sbaprograms/goals/index.html. (accessed 
november 13, 2008.)

3 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.

4 see www.dodsbir.net. (accessed november 13, 2008.)
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small Business procurement data
an sBa office of advocacy-sponsored study published in december 2004 
found coding problems with small business contracts related to a number of 
companies found to be other than small in the fY 2002 procurement data.5  
The coding issues could have resulted from errors in the companies’ size iden-
tification or from companies growing to—or having been acquired by—larger 
firms during the course of the contract. efforts by the sBa and the office of 
federal procurement policy (ofpp) to achieve greater transparency in fed-
eral procurement data continue. in a march 9, 2007, memorandum, ofpp 
administrator paul denett required agency chief acquisition officers to estab-
lish agencywide statistically valid procurement data verification and validation 
procedures, as well as a certification of data accuracy and completeness each 
year.6 The sBa procurement scorecard 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.7 agencies are also graded on their compliance with the 
march 2007 ofpp memorandum.

another tool to reduce inaccuracies in the small business count is sBa’s 
recertification regulation, which became effective on June 30, 2007. The regu-
lation requires a small business holding a contract for more than five years to 
recertify its size status after the fifth year and any option extension thereafter.8  
Historically, sBa’s regulations called for determination of small business size 
status when firms submitted their initial offers; firms maintained the initial 
size status for the duration of contracts. 

5 Analysis of type of business coding for the top 1,000 contractors receiving small business awards in FY 2002, 
is available at http://www.sba.gov/advo/research/rs246tot.pdf .

6 see http://www.whitehouse.gov/omb/procurement/memo/fpds_ltr_030907.pdf. (accessed novem-
ber 13, 2008).

7 The scorecard is available at http://www.sba.gov//aboutsba/sbaprograms/goals/index.html. (accessed 
november 13, 2008.) 

8 see http://www.sba.gov/aboutsba/sbaprograms/goals/sBGr_2006_srr.html. (accessed november 
13, 2008.)
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federal contracting with small firms in fY 2007
in fY 2007, the dollar amount in contracts available for small business partici-
pation totaled $378.5 billion, and the percentage awarded to small businesses 
was 22.0 percent (Table 3.1). of  the $378.5 billion total in fY 2007, small 
businesses were the recipients of $83.3 billion in direct prime contract dollars, 
up from the revised $77.7 billion in fY 2006, according to sBa.9 

The electronic subcontracting report system (esrs) is now in full oper-
ation. according to the fY 2007 subcontracting data, small businesses were 
awarded $64 billion in subcontracting dollars.10 in total, the federal govern-
ment and its prime contractors awarded small businesses a total of $147 billion 
in contract dollars in fY 2007.

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). in fY 2007 dod awarded small businesses $55.0 bil-
lion in contract dollars—20.4 percent of the defense department’s $269.3 
billion total of dollars available for small business competition, according to 
the sBa (Table 3.4). of the $83.3 billion awarded to small businesses by all 
federal agencies, 66 percent were in dod awards (Table 3.3). 

The next largest source of federal contracting dollar awards to small busi-
nesses was the department of Veterans affairs, which awarded $3.85 billion 
or 32.8 percent of its total contract dollars to small businesses in fY 2007. 
Third was the department of Homeland security, which awarded $3.83 billion 
or 35.8 percent to small businesses. The department of Housing and urban 
development again sent the largest share of its contracting dollars to small 
firms—63.6 percent of its $881 million total, or $560 million (Table 3.4).

9 for information on the goaling program, see http://www.sba.gov//aboutsba/sbaprograms/goals/
index.html.

10 for information on subcontracting goals and reports, see http://www.sba.gov/aboutsba/sbaprograms/
goals/sBGr_2006_scGr.html.
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Table	3.1	Total	Federal	Prime	Contract	Dollars,	FY	2004–FY	2007

	 Thousands	of	dollars

Fiscal	year Total Small	business Small	business	
share	(percent)

2007 378,507,759 83,274,930 22.00

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).

Source: General Services Administration, Federal Procurement Data System.
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Table	3.2	Shares	of	Total	Federal	Prime	Contract	Dollars	by	Major	Agency	Source,	in	Contract	
Actions	over	$25,000	for	FY	1984–FY	2003,	and	in	Total	for	FY	2004–FY	2007

Fiscal	
year

Total	
(thousands		
of	dollars)

Percent	of	total

DOD DOE NASA HHS VA DHS All	
other

2007* 378,507,759 71.2 6.0 3.4 3.6 3.1 2.8 9.9

2006* 340,212,001 69.1 6.6 3.8 3.5 2.9 4.1 10.0

2005* 320,309,252 69.7 7.3 3.9 2.9 3.1 3.2 9.9

2004* 299,886,098 70.3 7.3 4.2 2.6 2.9 1.5 11.2

2003 292,319,145 67.9 7.2 4.0 2.1 2.3 1.2 15.3

2002 258,125,273 65.1 7.4 4.5 2.1 1.8 — 19.2

2001 248,985,613 58.2 7.5 4.5 — — — 29.8

2000 207,401,363 64.4 8.2 5.3 1.9 1.9 — 18.4

1999 188,846,760 66.4 8.4 5.8 2.3 1.4 — 17.7

1998 184,178,721 64.1 8.2 5.9 — — — 21.8

1997 179,227,203 65.4 8.8 6.2 1.6 1.6 — 16.3

1996 183,489,567 66.5 8.7 6.2 1.3 1.3 — 16.1

1995 185,119,992 64.3 9.1 6.3 1.6 1.4 — 17.2

1994 181,500,339 65.4 9.9 6.3 — — — 18.4

1993 184,426,948 66.7 10.0 6.4 1.2 1.4 — 14.2

1992 183,081,207 66.3 10.1 6.6 1.3 1.3 — 14.3

1991 193,550,425 70.2 9.5 6.1 0.8 0.7 — 12.7

1990 179,286,902 72.0 9.7 6.4 0.3 0.8 — 10.8

1989 172,612,189 75.0 8.8 5.7 0.7 0.9 — 8.9

1988 176,544,042 76.9 8.2 4.9 0.6 1.2 — 8.2

1987 181,750,326 78.6 7.7 4.2 0.5 1.1 — 7.9

1986 183,681,389 79.6 7.3 4.0 0.6 1.0 — 7.4

1985 188,186,597 80.0 7.7 4.0 0.6 0.8 — 6.9

1984 168,100,611 79.3 7.9 4.0 0.6 1.2 — 7.2

*In 2004, the General Services Administration and the Office of Federal Procurement Policy (OFPP) intro-
duced the fourth generation of the FPDS. The FPDS-NG data shown here for FY 2004–FY 2007 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. DOD = Department 
of Defense; DOE = Department of Energy; NASA = National Aeronautics and Space Administration; HHS 
= Department of Health and Human Services; VA = Department of Veterans Affairs; DHS = Department 
of Homeland Security.

—No data available. Also, no data are available prior to 2002 for DHS, which was created that year.

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.
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Small Buisness Innovation Research
The small Business innovation development act requires the federal departments 
and agencies with the largest extramural research and development (r&d) bud-
gets to award a portion of their r&d funds to small businesses.11 ten government 
agencies with extramural research and development obligations 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 foundation. a total of about $23.2 bil-
lion has been awarded to small businesses over the 25 years of the small Business 
innovation research (sBir) program (Table 3.5).12 

The sBir program continues to be successful, not only for small businesses 
and participating federal agencies, but for the american public, which benefits 
from the new products and services developed. a number of important innova-
tions have been developed by small businesses in the program, for example:

•  Time Domain Corporation is a leader in ultra-wideband radio fre-
quency technology. 

•  Impact Technologies’ smart oil sensor (sos) monitors contaminants 
in lubricants such as water, fuel, and soot. 

•  Thermacore is a leader in heat pipe technology, with more than 2 mil-
lion heat pipes using powder metal wicks built into computer processors 
since the sBir innovation. Thermacore’s technology is found in almost 
all laptop computers sold today and has been used successfully to cool 
many other types of electronics, industrial drives, telecommunications 
equipment, and automotive and consumer electronics. customers for 
Thermacore’s innovative heat pipe technology include intel, the maker 
of the pentium ii and iii processors, and compaq.13

11 public law 97-219, public law 102-564.

12 fY 2007 figures for the small Business innovation research program are preliminary.

13 These companies are examples; in no way is their mention here a direct or implied endorsement of 
their products by the u.s. small Business administration. more extensive listings of sBir accom-
plishments may be seen at these websites: 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. 
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Table	3.5	Small	Business	Innovation	Research	Program,	FY	1983	–	FY	2007

	 Phase	I Phase	II
Total	awards		

(millions		
of	dollars)

Fiscal	
year

Number		
of	proposals

Number		
of	awards

Number	of
proposals

Number	of
	awards

Total 481,915 72,255 57,631 28,384 23,228.6

2007* 22,278* 3,909* 2,912* 1,615* 1,777.6*

2006 24,305 3,836 3,267 2,026 2,113.9

2005 26,003 4,300 4,180 1,871 2,029.8

2004 30,766 4,638 3,604 2,013  1,867.4

2003 27,992 4,465 3,267 1,759 1,670.1

2002 22,340 4,243 2,914 1,577 1,434.8

2001 16,666 3,215 2,566 1,533 1,294.4

2000 17,641 3,172 2,533 1,335 1,190.2

1999 19,016 3,334 2,476 1,256 1,096.5

1998 18,775 3,022 2,480 1,320 1,100.0

1997 19,585 3,371 2,420 1,404 1,066.7

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 2,532 1,141 698.0

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

* FY 2007 figures are preliminary.

Note:  Phase I evaluates the scientific and technical merit and feasibility of an idea. Phase II expands on the 
results and further pursues the development of Phase I. Phase III commercializes the results of Phase II and 
requires the use of private or non-SBIR federal funding. The Phase II 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 re-
ports for FY 1983 – FY 2007).
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Procurement from Minority- and Women-owned Businesses
small women-owned businesses’ share of federal procurement dollars was 3.4 
percent in both fY 2006 and fY 2007 (Table 3.6). The actual dollars awarded 
in fY 2007 increased from $11.6 billion in fY 2006 to $12.9 billion in fY 
2007 (Table 3.7). small disadvantaged businesses were awarded $24.9 billion, 
or 6.58 percent of fY 2007 contracting dollars. participants in the sBa 8(a) 
program were awarded 3.6 percent or $13.5 billion of fY 2007 contracting 
dollars.14 in fY 2006 they were awarded 3.7 percent of the total procurement 
dollars or $12.5 billion (Table 3.8).

Veteran and 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 subcontracting dol-
lars 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 
businesses. in fY 2007, service-disabled veteran-owned small businesses won 
$3.81 billion, or 1.01 percent of prime contract awards, up from 0.87 percent 
in fY 2006.

Historically Underutilized Business Zones 
Historically underutilized business zone (HuBZone) small business owners 
were awarded $8.46 billion, or 2.2 percent of the fY 2007 procurement dollars 
toward the statutory HuBZone goal of 5 percent.

14 The 8(a) program, named for section 8(a) of the small Business act, is a business development pro-
gram created to help small disadvantaged businesses compete in the marketplace. The procurement 
aspect of the program allows sBa to accept a competitive procurement offering on behalf of the 8(a) 
program or a sole-source procurement on behalf of an 8(a)-qualified firm for more information about 
the 8(a) program, see http://www.sba.gov/aboutsba/sbaprograms/8abd/. 
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Table	3.6	Prime	Contract	Awards	by	Recipient	Category	(billions	of	dollars)

FY	2005 FY	2006 FY	2007

Dollars Percent Dollars Percent Dollars Percent

Total awards to 
all businesses                                  320.31 100.00 340.21 100.00 378.50 100.00

Small  
businesses 75.00 25.35 77.67 22.82 83.27 22.00

Small disadvan-
taged businesses 
(SDBs)         

20.98 6.55 22.95 6.75 24.9 6.58

8(a) businesses* 11.79 3.68 12.47 3.86 13.46 3.56

HUBZone  
businesses 6.18 1.93 7.16 2.10 8.46 2.24

Women-owned 
small businesses 10.18 3.18 11.61 3.41 12.92 3.41

Service-disabled 
veteran-owned 
small businesses 

1.94 0.6 1.95 0.87 3.81 1.01

*8(a) contracts are a subset of the small disadvantaged business category.

Source: General Services Administration, Federal Procurement Data System.

Conclusion
small businesses continue to be a primary source of new firms, new jobs, and 
innovation, and are the economic backbone of the nation. in fY 2007, the 
federal government and its prime contractors awarded more than $147 billion 
in federal prime contracts and subcontracts to small firms. small businesses 
are eager to compete for a share of the federal procurement marketplace and 
will continue to win their share of federal contract dollars, given a level playing 
field.
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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

Fiscal	year
Thousands	of	dollars 8(a)	share	

(percent)Total 8	(a)	set-aside

2007* 378,507.759 13,462,752 3.6

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 3.7

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 193,550,425 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 2,517,738 1.5

*For FY 2004–FY 2007, 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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4	�profile of small businesses 
and international trade 

synopsis
in 2007 u.s. real exports rose by 7.9 percent—compared with an increase of 
2.2 percent in real Gdp. much of the u.s. surge in exports was attributable to 
the strength of other currencies relative to the u.s. dollar. The increase helped 
to lessen the existing u.s. trade deficit, as real imports, although at a higher 
level, increased at a lower rate of 2.0 percent.

How are small businesses faring in this international trade climate? Clearly, 
there is room for growth. small firms with fewer than 500 employees make up 
97.3 percent of identified u.s. exporting companies. The total known value of 
exports has continued to increase, nearly doubling to $910.5 billion over the 
1996–2006 decade. The small firm share of that value has declined slightly over 
the past decade, from 31.1 percent in 1996 to 28.9 percent in 2006.

What equips small firms for exporting? some international indices pin-
point innovation as a strength of u.s. companies, and studies by the office of 
advocacy have found that small firms can play a pivotal role in innovation. 

The challenges are also there for small firm competitiveness in a global 
marketplace. They include exchange rate risk, strong global competition, a 
variety of regulatory and legal frameworks, and intellectual property concerns, 
among others.

small businesses have often ignored the international marketplace because 
they could. in a globalized economy, more and more small firms will need to 
consider export opportunities as an important key to survival and growth, and 
a variety of tools are available to help them make the transition to world-class 
business success.  

exporting and importing trends
Growth in the u.s. economy has stemmed from what might seem an unlikely 
source in the last few years: rising exports. While real gross domestic product 
(Gdp) grew 2.2 percent between 2006 and 2007, real exports increased 7.9 
percent. The previous three years saw real exports up 9.7, 6.9, and 8.4 percent 
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in 2004, 2005, and 2006, respectively. much of the positive news on export-
ing—especially in 2007, but in the prior years as well–was a result of lower 
exchange rates on the dollar relative to other currencies. The cheaper dollar 
has made u.s. goods and services more competitive. The faster growth in real 
exports than in real imports, which rose just 2.0 percent, helped to improve the 
trade balance in 2007. 

americans still consume $560 billion more in imports than they export—
five times more than 10 years ago. table 4.1 illustrates the growth in real 
exports and imports from 1997 to 2007. for much of that time, real import 
growth outstripped increases in real exports. moreover, trade has become an 
ever larger portion of u.s. real Gdp. real exports have grown from 10.8 
percent of real Gdp in 1997 to 12.2 percent in 2007. The challenge for the 
united states is that real imports have grown even faster as a proportion of real 
Gdp—from 12.0 percent in 1997 to 17.0 percent 10 years later. to shrink the 
trade deficit with the rest of the world, it will be important either to curtail 
the growth of real imports or to encourage rapid increases in real exports or 
both. a cheaper dollar helps, but the solution lies with finding new markets for 
american goods and services. The innovative capacities of many new and small 
firms have an important role to play.

figures 4.1 through 4.4 show trends since 1999 in the international trade 
of goods from the united states. The largest gains have stemmed from non-
automotive sector capital goods (including machinery, computers, and civilian 
aircraft) and industrial supplies and materials (including raw agricultural goods, 
energy products, textiles, chemicals, and metal products). between 1999 and 
2007, american companies increased exports of nonautomotive sector capital 
goods by 52 percent to $114.7 billion, while imports of these goods were up 
61.7 percent to $112.8 billion. exports of u.s. industrial supplies grew 138.4 
percent to $81.8 billion, and imports increased 239.2 percent to $161.0 bil-
lion over the same timeframe. two other sectors also saw increases, but on a 
smaller scale. exports in foods, feeds, and beverages expanded from $11.0 bil-
lion to $22.7 billion, with imports moving from $10.6 billion to $20.9 billion. 
automotive vehicle exports and imports were $32.2 billion and $67.1 billion, 
respectively, in 2007—up from $18.3 billion and $42.6 billion in 1999.

asia and the pacific traded the largest volume of goods with the united 
states. indeed, the biggest story was the rapid rise of imports from asia, from 
$89.8 billion in 1999 to $186.8 billion in 2007. imports from China accounted 
for 46.4 percent of all imports from asia and the pacific in 2007, $86.6 billion. 
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Figure	4.1	Export	of	Goods	by	Category,	1999–2007	(millions	of	dollars,	seasonally	adjusted)

Source: U.S. Department of Commerce, Bureau of Economic Analysis.

Figure	4.2	 Imports	of	Goods	by	Category,	1999–2007	 (millions	of	dollars,	seasonally	adjusted)

Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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exports of goods to asia and China rose 93.6 and 506.5 percent, respectively, 
to $81.1 billion and $16.8 billion. even with the large gains in exports to 
China, the united states had a trade deficit with China of $69.8 billion at the 
end of 2007. other regions also saw their exports and imports rise over the 
period, including europe, Canada, and latin america.

services is one area in which the united states maintained a trade surplus 
as service-based exports and imports grew over the past 10 years (Figure 4.5). 
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Figure	4.3	Geographic	Regions	for	U.S.	Exported	Goods,	1999–2007	(millions of dollars, 
seasonally adjusted)

Source: U.S. Department of Commerce, Bureau of Economic Analysis.

The export of services from the united states averaged $63.9 billion in 1997 
and $116.3 billion in 2007; service-based imports were $41.5 billion and $91.1 
billion in 1997 and 2007, respectively. 

small firms play a vital role in the global marketplace, but their individ-
ual transactions are less likely than those of larger enterprises to garner much 
attention in the media. Collectively, 239,287 small businesses are known 
to have been involved in the export business in 2006, the most recent year 
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Figure	4.4	Geographic	Regions	of	Origin	for	U.S.	Imported	Goods,	1999–2007	(millions of  
dollars, seasonally adjusted)

 Source: U.S. Department of Commerce, Bureau of Economic Analysis.



72 The Small Business Economy

with data by firm size. These companies constitute 97.3 percent of all known 
exporters, and they engage in $263.0 billion in known transactions—28.9 
percent of the total (Table 4.2).1 small business exporters are diverse: one-third 
of small firm exports were in manufacturing, compared with three-fourths of 
all large business exports.

The known number of exporting companies grew steadily over the 1990s, 
peaking in 2000 (Table 4.3 and Figures 4.6 and 4.7). following the recession in 
2001, the number of known exporters fell and then rose gradually over the next 
few years, returning in 2006 to the 2000 level. Wholesalers generated much of 
the recent growth in the number of both all and small known exporters. 

The known value of exports grew from $500.7 billion in 1996 to $910.5 
billion in 2006. small firms have seen their share of the total known value fall 
from 31.1 to 28.9 percent over that time period, reflecting slower small firm 
than large firm export growth. This suggests that small businesses have not 
fully exploited their potential in global exports. The decreasing small business 
share was especially pronounced for wholesalers, whose share of the known 
value of exports declined from 74.1 to 53.6 percent (Figure 4.7).

1 The use of the term “known” implies that not all trade data can be linked to particular firms. for ex-
ample, in profiling exporting companies, the u.s. Census bureau uses “known export value” to mean 
the portion of u.s. total exports that could be matched to specific companies.

Figure	4.5	Exports	and	Imports	of	Services,	1997–2007	(millions of dollars, seasonally adjusted)

Notes: These figures include some goods, such as major equipment, supplies, and petroleum products 
purchased abroad by U.S. military agencies and fuels purchased by airline and steamship operators.

Source: U.S. Department of Commerce, Bureau of Economic Analysis, U.S. international transactions.
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The most recent survey of business owners from the u.s. Census bureau 
provides some information about the characteristics of exporting firms, both 
employers and nonemployers (Table 4.4).2 in 2002, there were 17.4 million 
nonemployer firms (no employees other than the owners), of which 249,010 

2 This table stems from information obtained from special tabulations requested by the office of advo-
cacy. it contains data for both employer and nonemployer firms.

Figure	 4.6	 Small	 Business	 Exporters	 as	 a	 Percentage	 of	 All	 Identified	 Exporting	 Companies,	
1996–2006

Source:	U.S. Census Bureau, Foreign Trade Division, Profile of U.S. exporting companies.
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Figure	4.7	Known	Value	of	Small	Business	Exports	as	a	Percentage	of	the	Total	from	All	Identified	
Exporting	Companies,	1996–2006

Source: U.S. Census Bureau, Foreign Trade Division, Profile of U.S. exporting companies.
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or 1.4 percent identified themselves as exporters. of firms with employees, 
104,680—1.9 percent—were exporters. most of these exporters were very 
small: 86,780, or 82.9 percent of the exporting firms with employees had fewer 
than 20 employees. not surprisingly, revenues increased with employment: 
84.3 percent of employer firms had receipts of $100,000 or higher; in compari-
son, 83.8 percent of nonemployer firms had receipts of less than $100,000. 

employer exporters are more likely to be corporations: nearly 80 percent 
of exporters with employees were organized as corporations in 2002, 10.9 per-
cent as sole proprietorships, and 6.8 percent as partnerships. of nonemployer 
exporters, 84.3 percent were sole proprietors; 11.1 percent were corporations. 

nonemployer exporting companies were younger: 36.1 percent of them 
began in 2000, 2001, or 2002. of the employer businesses, 17.0 percent were 
created after 1999 and 40.2 percent were established before 1990.

exporting firms are engaged in a variety of industries (Table 4.5). among 
employer firms, more than three-fifths of all exporters are in three industries—
manufacturing; wholesale trade; and professional, scientific, and technical 
services. Three-fifths of all exporters with no employees are in five industries—
wholesale trade; retail trade; transportation and warehousing; professional, sci-
entific, and technical services; and other services (except public administration). 

one might expect nonemployers to be engaged as exporters in different 
industries than employers, and in some cases that is true: more manufacturers 
with employees than without are engaged in exporting, for example. in gen-
eral, however, employer and nonemployer firms have the same industries with 
high concentrations of exporters. in addition to manufacturing and wholesale 
trade, industries that export more intensively include agriculture, forestry, fish-
ing, and hunting; transportation and warehousing; and information. employer 
firms also have a high concentration of exporters in the management of com-
panies and enterprises. 

exporting firms are geographically diverse (Table 4.6). according to the 
survey of business owners, states with the highest percentage of exporting 
firms with employees include florida, Washington, California, alaska, Hawaii, 
massachusetts, texas, oregon, Connecticut, and utah. many of these states 
are not surprises given their location and proclivity toward technology and other 
export-based products. states with the lowest percentages of employer firms 
engaged in exporting are mississippi, West Virginia, Kentucky, alabama, and 
arkansas. The top five states for exporting by nonemployer firms are alaska, 
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Table	4.4	Exporter	Characteristics	from	the	U.S.	Census	Bureau’s	Survey	of	Business	Owners,	2002

Employer firms Nonemployer firms
Total 

exportersTotal Exporters
Percent  
of total

Total Exporters
Percent 
of total

United States 5,524,784 104,680 1.89 17,449,871 249,010 1.43 353,690

Employment size of the firm

Nonemployers — — — 17,449,871 249,010 1.43 249,010

0 810,950 12,248 1.51 — — — 12,248

1-4 2,600,314 45,431 1.75 — — — 45,431

5-9 948,715 16,644 1.75 — — — 16,644

10-19 581,596 12,457 2.14 — — — 12,457

20-99 484,857 13,294 2.74 — — — 13,294

100-249 60,773 2,722 4.48 — — — 2,722

250 + 37,579 1,884 5.01 — — — 1,884

Receipts size of the firm

< $10,000 121,053 1,466 1.21 7,574,310 85,660 1.71 87,125

$10,000–
$49,999

534,004 6,700 1.25 6,373,606 87,403 2.28 94,102

$50,000–
$99,999

627,518 8,270 1.32 1,759,931 35,608 3.56 43,878

$100,000–
$249,999

1,283,740 17,063 1.33 1,199,885 25,897 4.27 42,960

$250,000–
$999,999

1,798,618 29,520 1.64 515,480 13,696 7.57 43,215

$1 million– 
$4.9 million

872,916 25,961 2.97 26,659 747 7.02 26,708

$5 million + 286,935 15,702 5.47 — — — 15,702

Legal form of organization

Corporations 3,646,357 83,325 2.29 1,064,442 27,640 2.60 110,966

Partnerships 453,032 7,118 1.57 1,081,892 11,454 1.06 18,573

Sole propri-
etorships

1,093,907 11,410 1.04 15,094,138 209,916 1.39 221,326

Other 331,487 2,931 0.88 191,949 0 0.00 2,931

Year business acquired

Before 1980 1,043,279 19,247 1.84 1,898,691 29,766 1.57 49,013

1980–1989 1,299,177 22,848 1.76 2,802,829 35,527 1.27 58,375
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1990–1998 1,909,397 38,370 2.01 5,560,451 77,456 1.39 115,826

1999 314,952 6,333 2.01 1,175,380 16,323 1.39 22,656

2000 347,760 6,954 2.00 1,537,035 25,925 1.69 32,879

2001 334,637 6,085 1.82 1,785,673 24,325 1.36 30,410

2002 (New 
firm birth)

275,583 4,719 1.71 2,689,812 39,688 1.48 44,407

Owner status

Only one 
owner

2,892,854 45,247 1.56 12,292,989 155,535 1.27 200,782

Family-owned 1,593,906 32,995 2.07 3,976,610 73,647 1.85 106,642

Not family-
owned

1,038,024 28,266 2.72 1,180,272 21,373 1.81 49,639

Notes: Employer firms can have zero employees if they have no one on the payroll on March 12 but have 
had annual payroll at some point in the year. Corporations include those that are tax-exempt.

Source: U.S. Small Business Administration, Office of Advocacy, from special tabulations of U.S. Census Bu-
reau, Survey of Business Owners data (extracted from Table A2a from a working paper by Brian Headd and 
Radwan Saade, Do business definition decisions impact small business research results?, released in 2008). 

Hawaii, Washington, utah, and Wyoming; the bottom five are West Virginia, 
south Carolina, Vermont, Virginia, and north Carolina.

such analysis examines only the number of exporting firms relative to the 
total. another way of examining which states and localities are engaged in 
international trade is to look at the known value of exports by state or met-
ropolitan statistical area (msa) (Tables 4.7 and 4.8). in 2006, texas led the 
nation with $135.5 billion in known exports, followed by California with 
$115.2 billion, Washington with $51.4 billion, new York with $48.5 billion, 
and illinois with $38.9 billion. most of the states with greater export vol-
ume are larger states with large populations. others rise to the top by virtue 
of specific industries. Washington state, for instance, is home to boeing and 
microsoft, two large exporters, and michigan (ranked sixth) is still a major 
producer of automobiles. The detroit msa exported $28.2 billion in trans-
portation equipment (naiCs 336), and the seattle msa sold $1.9 billion in 

Table	4.4	Exporter	Characteristics	from	the	U.S.	Census	Bureau’s	Survey	of	Business	Owners,	2002	
(continued)

Employer firms Nonemployer firms
Total 

exportersTotal Exporters
Percent  
of total

Total Exporters
Percent 
of total
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Table	4.5	Exporting	Firms	by	Major	Industry	from	the	U.S.	Census	Bureau’s	Survey	of	Business	
Owners,	2002

Employer	firms Nonemployer	firms
Total	

exportersTotal Exporters Percent	
of	total Total Exporters Percent	

of	total

United States 5,524,784 104,680 1.89 17,449,871 249,010 1.43 353,690

Agriculture, 
forestry, fishing 
and hunting

29,250 1,570 5.37 220,040 10,209 4.64 11,780

Mining 19,324 523 2.71 82,705 1,743 2.11 2,266

Utilities 6,223 0 0.00 12,673 249 1.96 249

Construction 729,842 3,873 0.53 2,050,481 12,700 0.62 16,573

Manufacturing 310,821 21,669 6.97 290,360 7,968 2.74 29,637

Wholesale trade 347,319 28,787 8.29 363,764 21,913 6.02 50,700

Retail trade 745,872 7,851 1.05 1,838,817 28,636 1.56 36,487

Transportation 
and warehousing

167,865 8,688 5.18 808,961 28,885 3.57 37,574

Information 76,443 2,722 3.56 232,674 5,478 2.35 8,200

Finance and 
insurance

241,120 1,780 0.74 660,248 5,478 0.83 7,258

Real estate 
and rental and 
leasing

266,161 1,466 0.55 1,879,993 12,202 0.65 13,667

Professional, 
scientific, and 
technical services

727,893 13,294 1.83 2,552,734 43,826 1.72 57,120

Management of 
companies and 
enterprises

28,351 1,256 4.43 0 0 — 1,256

Administrative 
and support 
and waste 
management 
and remediation 
services

305,462 3,350 1.10 1,262,583 12,451 0.99 15,800

Educational 
services

65,251 628 0.96 344,473 3,735 1.08 4,363

Health care and 
social assistance

564,299 3,245 0.58 1,456,816 9,960 0.68 13,205

Arts,  
entertainment, 
and recreation

103,824 837 0.81 865,917 12,949 1.50 13,786

Accommodation 
and food services

434,441 3,454 0.80 241,675 1,992 0.82 5,447
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Other services 
(except public 
administration)

392,656 3,873 0.99 2,284,957 28,636 1.25 32,509

Industries not 
classified

29,593 105 0.35 0 0 — 105

Source: U.S. Small Business Administration, Office of Advocacy, from special tabulations of U.S. Census Bu-
reau, Survey of Business Owners data (extracted from Table A2c from a working paper by Brian Headd and 
Radwan Saade, Do business definition decisions impact small business research results? released in 2008). 

Table	4.6	Exporting	Firms	by	State	from	the	U.S.	Census	Bureau’s	Survey	of	Business	Owners,	2002

Employer	firms Nonemployer	firms
Total

exportersTotal Exporters Percent	
of	total Total Exporters Percent	

of	total

United States 5,524,784 104,680 1.89 17,449,871 249,010 1.43 353,690

Alabama 74,827 942 1.26 234,717 2,739 1.17 3,681

Alaska 15,548 419 2.69 46,597 1,743 3.74 2,162

Arizona 94,613 1,780 1.88 286,567 3,735 1.30 5,515

Arkansas 49,988 628 1.26 159,022 1,992 1.25 2,620

California 673,401 19,575 2.91 2,235,357 42,581 1.90 62,156

Colorado 117,062 1,989 1.70 347,920 3,735 1.07 5,724

Connecticut 75,328 1,780 2.36 226,243 2,490 1.10 4,270

Delaware 19,589 419 2.14 43,981 747 1.70 1,166

District of 
Columbia

13,515 314 2.32 33,657 498 1.48 812

Florida 360,179 11,934 3.31 1,179,028 23,407 1.99 35,340

Georgia 158,665 2,826 1.78 515,856 5,976 1.16 8,803

Hawaii 23,517 628 2.67 75,707 2,241 2.96 2,869

Idaho 33,106 628 1.90 88,454 1,245 1.41 1,873

Illinois 244,352 4,397 1.80 713,768 9,213 1.29 13,610

Indiana 109,771 1,675 1.53 324,136 3,486 1.08 5,161

Iowa 62,314 1,047 1.68 174,201 3,237 1.86 4,284

Kansas 58,804 942 1.60 160,574 1,992 1.24 2,934

Kentucky 68,736 837 1.22 231,949 2,490 1.07 3,328

Louisiana 78,420 1,256 1.60 250,336 3,984 1.59 5,240

Maine 33,676 523 1.55 101,734 1,743 1.71 2,266

Table	4.5	Exporting	Firms	by	Major	Industry	from	the	U.S.	Census	Bureau’s	Survey	of	Business	
Owners,	2002 (continued) 

Employer	firms Nonemployer	firms
Total	

exportersTotal Exporters Percent	
of	total Total Exporters Percent	

of	total
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Maryland 104,106 1,780 1.71 339,434 3,984 1.17 5,764

Massachusetts 142,507 3,454 2.42 421,032 5,478 1.30 8,933

Michigan 185,739 3,036 1.63 549,792 6,225 1.13 9,261

Minnesota 113,797 1,989 1.75 330,030 4,482 1.36 6,471

Mississippi 45,630 419 0.92 141,972 1,494 1.05 1,913

Missouri 115,163 1,780 1.55 324,322 3,735 1.15 5,515

Montana 28,248 419 1.48 72,154 747 1.04 1,166

Nebraska 40,224 733 1.82 105,156 1,494 1.42 2,227

Nevada 42,176 733 1.74 127,329 1,992 1.56 2,725

New  
Hampshire

31,760 733 2.31 93,628 996 1.06 1,729

New Jersey 199,426 4,397 2.20 509,411 7,719 1.52 12,116

New Mexico 34,500 628 1.82 102,211 1,245 1.22 1,873

New York 414,480 8,270 2.00 1,292,688 15,688 1.21 23,957

North Carolina 157,986 2,303 1.46 484,611 4,980 1.03 7,283

North Dakota 16,645 209 1.26 40,136 747 1.86 956

Ohio 201,515 3,036 1.51 616,178 6,972 1.13 10,008

Oklahoma 67,427 1,047 1.55 224,183 2,988 1.33 4,035

Oregon 83,217 1,989 2.39 216,288 2,988 1.38 4,977

Pennsylvania 226,585 4,083 1.80 647,670 7,221 1.11 11,304

Rhode Island 24,780 523 2.11 62,666 996 1.59 1,519

South Carolina 75,352 1,151 1.53 217,632 1,992 0.92 3,144

South Dakota 20,158 314 1.56 49,378 747 1.51 1,061

Tennessee 96,113 1,361 1.42 358,253 4,482 1.25 5,843

Texas 363,331 8,688 2.39 1,371,178 19,423 1.42 28,111

Utah 49,192 1,151 2.34 143,811 2,988 2.08 4,140

Vermont 18,485 314 1.70 53,836 498 0.93 812

Virginia 136,042 2,303 1.69 393,478 3,984 1.01 6,287

Washington 135,590 4,187 3.09 331,700 7,719 2.33 11,907

West  
Virginia

30,787 314 1.02 82,300 747 0.91 1,061

Wisconsin 112,589 1,884 1.67 280,652 3,735 1.33 5,619

Wyoming 16,145 209 1.30 36,958 747 2.02 956

Source: U.S. Small Business Administration, Office of Advocacy, from special tabulations of U.S. Census Bu-
reau, Survey of Business Owners data (extracted from Table A2b from a working paper by Brian Headd and 
Radwan Saade, Do business definition decisions impact small business research results? released in 2008). 

Table	4.6	Exporting	Firms	by	State	from	the	U.S.	Census	Bureau’s	Survey	of	Business	Owners,	2002	
(continued)

Employer	firms Nonemployer	firms
Total

exportersTotal Exporters Percent	
of	total Total Exporters Percent	

of	total
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fishing, hunting, and trapping goods (naiCs 114)—presumably salmon and 
other fish and seafood. 

Table	4.7	Known	Value	of	Exports	by	State	and	Some	Territories,	2006	(millions of dollars)

State Export	
value Rank State Export	

value Rank State Export	
value Rank

Alabama $12,896 23 Louisiana $22,590 11 Oklahoma 3,609 39

Alaska 3,841 35 Maine 2,176 45 Oregon 14,290 22

Arizona 16,206 17 Maryland 6,602 31 Pennsylvania 23,494 10

Arkansas 3,829 36 Massachusetts 22,516 12 Puerto Rico 15,018 20

California 115,158 2 Michigan 37,208 6 Rhode Island 1,229 47

Colorado 7,336 30 Minnesota 14,964 21
South  
Carolina

12,793 24

Connecticut 11,058 27 Mississippi 4,356 34
South  
Dakota

998 48

Delaware 3,707 37 Missouri 11,882 26 Tennessee 20,504 14

District of 
Columbia

447 53 Montana 764 49 Texas 135,450 1

Florida 34,194 8 Nebraska 3,370 41 Utah 6,172 32

Georgia 18,051 16 Nevada 4,995 33 Vermont 3,671 38

Hawaii 645 51
New  
Hampshire

2,439 44 Virginia 12,231 25

Idaho 3,576 40 New Jersey 24,131 9 Virgin Islands 605 52

Illinois 38,868 5 New Mexico 2,660 43 Washington 51,354 3

Indiana 20,984 13 New York 48,466 4 West Virginia 3,070 42

Iowa 7,831 29 North Carolina 19,437 15 Wisconsin 15,701 19

Kansas 8,075 28 North Dakota 1,356 46 Wyoming 750 50

Kentucky 16,026 18 Ohio 34,560 7 Unallocated 2,326 —

Note: The known value of exports is defined as the portion of U.S. total exports that could be matched to spe-
cific companies. The total known value for all exports in the U.S. is $910.5 billion; the unallocated amount in-
cludes transactions not reported by state, low-value estimates, Canadian revisions, and timing adjustments.

Source: U.S. Census Bureau, Foreign Trade Division, Profile of U.S. exporting companies.
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Table	4.8	Known	Value	of	Exports	by	Top	10	and	Bottom	10	Metropolitan	Statistical	Areas	
(MSAs),	2006,	including	the	Top	Three	Exporting	Industries	by	3-Digit	NAICS	for	Each	MSA	(mil-
lions	of	dollars)

Top	10	MSAs	by	known	export	value Bottom	10	MSAs	by	known	export	value

MSA Export	
value MSA Export	

value

New York-Northern New Jersey-
Long Island, NY-NJ-PA

66,228.9 Farmington, NM 7.1

  339 – Miscellaneous manufactured 
commodities

12,927.3   333 – Machinery, except electrical 5.4

  325 – Chemicals 11,793.9
  334 – Computer and electronic 
products

0.2

  334 – Computer and electronic 
products

6,384.1   336 – Transportation equipment 0.1

Houston-Sugar Land-Baytown, TX 53,281.0 Lawton, OK 9.7

  325 – Chemicals 18,907.2   333 – Machinery, except electrical 0.7

  324 – Petroleum and coal products 10,106.8   336 – Transportation equipment 0.5

  333 – Machinery, except electrical 10,003.1   332 – Fabricated metal products 0.3

Los Angeles-Long Beach-Santa 
Ana, CA

48,718.1 Gadsden, AL 10.7

  334 – Computer and electronic 
products

11,714.2   333 – Machinery, except electrical 2.8

  336 – Transportation equipment 10,048.7   32A – Manufacturing (321-327) 1.4

  339 – Miscellaneous manufactured 
commodities

3,119.0
  334 – Computer and electronic 
products

1.0

Seattle-Tacoma-Bellevue, WA 46,309.2 San Angelo, TX 11.1

  334 – Computer and electronic 
products

2,290.7   311 – Food and kindred products 1.5

  114 – Fishing, hunting, and trap-
ping

1,901.4   333 – Machinery, except electrical 0.8

  333 – Machinery, except electrical 1,491.5   325 - Chemicals 0.7

Detroit-Warren-Livonia, MI 43,273.5 Cheyenne, WY 12.6

  336 – Transportation equipment 28,196.6   325 - Chemicals 3.3

  333 – Machinery, except electrical 3,865.9   333 – Machinery, except electrical 2.6

  334 – Computer and electronic 
products

2,596.1   321 – Wood products 1.0

Chicago-Naperville-Joliet, IL-IN-WI 29,218.6 Missoula, MT 20.2

  325 – Chemicals 6,139.0   32A – Manufacturing (321-327) 7.0

  334 – Computer and electronic 
products

5,157.9   336 – Transportation equipment 6.6

  333 – Machinery, except electrical 3,406.5   333 – Machinery, except electrical 2.1
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Competitiveness in World markets
behind many of these numbers is the issue of u.s. competitiveness. rising 
exports can be attributed to several factors. first among them, at least recently, 
was the improvement in the terms of trade as the dollar’s value fell relative to 
other currencies from 2000 to 2007 (Figure 4.8). at the beginning of 2000, one 

San Jose-Sunnyvale-Santa Clara, 
CA

28,171.3 Santa Fe, NM 20.3

  334 – Computer and electronic 
products

19,022.0
  334 – Computer and electronic 
products

6.3

  333 – Machinery, except electrical 6,554.5   332 – Fabricated metal products 3.1

  335 – Electrical equipment, appli-
ances, and components

611.8   333 – Machinery, except electrical 1.8

Miami-Fort Lauderdale-Miami Beach, 
FL

23,491.3 St. George, UT 20.7

  334 – Computer and electronic 
products

7,798.7
  334 – Computer and electronic 
products

5.7

  336 – Transportation equipment 3,202.5
  335 - Electrical equipment, appli-
ances, and components

3.1

  333 – Machinery, except electrical 2,952.7   333 – Machinery, except electrical 2.5

Dallas-Fort Worth-Arlington, TX 22,461.6 Palm Coast, FL 25.8

  334 – Computer and electronic 
products

9,582.3   336 – Transportation equipment 9.7

  336 – Transportation equipment 3,475.6   333 – Machinery, except electrical 7.0

  325 – Chemicals 2,289.9   331 – Primary metal manufacturing 5.1

Boston-Cambridge-Quincy, MA-NH 20,267.4 Punta Gorda, FL 28.2

  334 – Computer and electronic 
products

7,628.7
   334 – Computer and electronic 
products

11.0

  325 – Chemicals 3,494.7    333 – Machinery, except electrical 5.7

  333 – Machinery, except electrical 2,454.4    32A – Manufacturing (321-327) 4.9

Notes: The known value of exports from non-MSA (rural) regions equaled $79.7 billion in 2006. In addition, 
$42.6 billion in exports could not be assigned to any MSA based on insufficient data. This ranking does 
not include MSAs where the export value was listed as not applicable in 2006 – Decatur, Illinois, and Tus-
caloosa, Alabama.

Source: U.S. Department of Commerce, International Trade Administration from data obtained by the U.S. 
Census Bureau.

Table	4.8	Known	Value	of	Exports	by	Top	10	and	Bottom	10	Metropolitan	Statistical	Areas	
(MSAs),	2006,	including	the	Top	3	Exporting	Industries	by	3-Digit	NAICS	for	Each	MSA	(millions	
of	dollars)

Top	10	MSAs	by	known	export	value Bottom	10	MSAs	by	known	export	value

MSA Export	
value MSA Export	

value
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euro cost $1.0155; at the end of 2007, americans needed to spend 43.8 per-
cent more to purchase one euro, or $1.4603. over the same period, exchanging 
the u.s. dollar for a Canadian dollar cost 46.4 percent more—with the two 
currencies ending 2007 on par with one another for the first time since 1976. 
likewise, the british pound sold for nearly 22 percent more.

in asia, the story was somewhat different (Figures 4.9 and 4.10). in Japan, 
the exchange rate was more volatile; at one point in 2002, for example, the 
dollar strengthened, peaking at nearly 135 yen to the dollar.3 at the end of 
2007, the dollar purchased roughly 112 yen. meanwhile, the Chinese currency 
remained fixed relative to the dollar until July 2005, with one dollar purchasing 
around 8.2765 yuan (as it was kept within a narrow range). since that time, the 
yuan has floated relative to the dollar. The yuan sold for 7.2946 to the dollar at 
the end of 2007, depreciating the dollar by 13.5 percent. despite these recent 
movements, however, many u.s. policymakers believed that the Chinese cur-
rency remained overvalued relative to the dollar and other currencies. treasury 
secretary Henry paulson, for example, actively engaged Chinese officials to 
win concessions on trade issues, including a more competitive dollar-yuan 
exchange rate for american companies.

The u.s. dollar’s decline relative to other currencies made american exports 
more competitive, while also raising the prices of imports. indeed, the country 

3  note that the dollar would have purchased 357 yen in the early 1970s.

Figure	4.8	Exchange	Rates,	U.S.	Dollar	to	Select	Currencies,	2000–2007

Source: Board of Governors of the Federal Reserve System.
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Figure	4.9	Exchange	Rates,	Japanese	Yen	to	the	U.S.	Dollar,	2000–2007

Source: Board of Governors of the Federal Reserve System.
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experienced a declining net trade deficit in 2007 in large part because of rising 
exports attributed to a more competitive dollar. This weaker dollar meant that 
american purchases of foreign-made goods and services were more expensive. 
because petroleum, one of the largest imports into the united states, is priced 
in dollars, the price of crude oil skyrocketed.4 West texas crude oil futures rose 
from less than $30 per barrel in 2000 to nearly $100 in late 2007 (Figure 4.11) 
and continued to soar in 2008. such drastic price increases for petroleum have 
major implications in driving up both inflation and the nation’s trade deficit; 
in 2006, u.s. imported petroleum was valued at $302.4 billion. 

increasing american productivity is a second factor contributing to the 
rise in u.s. exports. Companies able to use fewer worker hours to manufac-
ture their products are more competitive both locally and globally. much 
has been made of the decline in manufacturing employment over the past 
few decades. in 1980, 19.3 million people worked in the manufacturing sec-
tor. That number fell to 17.2 million in 1995 and 13.8 million at the end 
of 2007. steep declines in manufacturing employment have been offset by 
rises in overall productivity (Figure 4.12). Growth in manufacturing output 
per worker averaged 4.3 percent over the 1997–2007 period and exceeded 6 
percent in 2002 and 2003. overall, nonfarm business productivity growth 

4 among other factors at play in the run-up of crude oil prices were rising global demand, supply-
related capacity problems (some of which were weather-related), and political tensions, especially in 
the middle east.
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averaged 2.6 percent over the period. meanwhile, manufacturing output 
continued to grow, with industrial production up nearly 3 percent annually 
on average between 1997 and 2007 (Figure 4.13).5

The Role of Quality and Innovation in Competitiveness
no discussion of american competitiveness would be complete without some 
mention of quality and innovation. The perceived quality of u.s. products 

5 excluding the recession year of 2001, industrial production grew 3.7 percent over the period.

Figure	4.11	Price	of	a	Barrel	of	West	Texas	Crude	Oil,	2000–2007	(dollars)

Source: St. Louis Federal Reserve Bank using data obtained from Dow Jones & Company.
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Figure	4.10	Exchange	Rates,	Chinese	Yuan	to	the	U.S.	Dollar,	2000–2007

Source: Board of Governors of the Federal Reserve System.
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has improved over recent decades. starting in the early to mid-1980s, u.s. 
companies both large and small began focusing on quality improvements 
necessary in a global marketplace, and along the way, phrases such as “six 
sigma” and “iso 9000” entered the management lexicon. in business schools 
across the country, operations management coursework became an essential 
component for any mba curriculum. 

Figure	4.12	Measures	of	U.S.	Productivity:	Output	Per	Hour	for	All	Persons,	1997–2007	

Source: U.S. Department of Labor, Bureau of Labor Statistics.
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Figure	4.13	Industrial	Production,	1997–2007

Source: Board of Governors of the Federal Reserve System.
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The international organization for standardization (iso) offers standards 
for management systems that function as tools for reaching objectives such as 
the following:

• Providing assurance about quality in supplier-customer relationships;

• Operating in an environmentally friendly manner;

•  Unifying quality, environmental, or information security requirements in 
areas of activity;

• Assisting in the economic progress of developing nations;

• Transferring good managerial practice;

The iso survey, one possible indicator of progress, found that certifications 
to iso standards for quality management (iso 9001:2000) increased by 16 
percent from 2005 to 2006. The united states ranked sixth, with 44,883 certif-
icates. Certification to the more recent standards for the automotive and medi-
cal devices sectors increased by more than 60 percent, and the united states 
ranked second and first, respectively for the numbers of these certificates.6

Quality and innovation go hand in hand, and the united states has invested 
more in research and development than any other nation. R&D Magazine, in 
association with battelle, estimated that u.s. research and development spend-
ing totaled $353 billion in 2007, or 31.4 percent of the total global investment 
in r&d.7 That said, other nations have significantly increased their r&d 
spending. according to the september 2007 issue of the magazine, “much of 
[the growth in r&d spending] continues to be fueled by a rapid expansion of 
r&d in China, whose spending is expected to grow by nearly 24 percent in 
2008 to $216.8 billion—about 18 percent of global spending, up from 14 per-
cent just two years ago.” indeed, overall r&d investments in asia accounted 
for 38.8 percent of the total global investments in r&d, and this figure was 
expected to continue growing.

Various studies continue to document the preeminence of the american 
economy relative to other nations in innovation; these same studies (like the 

6 aCnielsen (2007), The ISO Survey-2006, accessed at http://www.iso.org/iso/survey2006.pdf, June 10, 2008.

7 battelle (2007), Globalization distributes more of the r&d wealth, R&D Magazine, sept., G3, www.
rdmag.com/pdf/rd79Global report.pdf.
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R&D Magazine analysis) show a growing trend toward r&d and entrepre-
neurship around the world.

Indices of Global Competitiveness and Innovation
according to the 2007-2008 edition of the Global Competitiveness Report pub-
lished by the World economic forum, the united states ranked first among 
131 major and emerging economies on a variety of measures of “the set of 
institutions, policies, and factors that set the sustainable current and medium-
term levels of economic prosperity.”8 

to measure competitiveness, the creators of the Global Competitiveness 
index (GCi) group the attributes to be measured in nine “pillars”—institu-
tions, infrastructure, macroeconomy, health and primary education, higher 
education and training, market efficiency, technological readiness, business 
sophistication, and innovation. The nine attributes all matter to some extent in 
every country’s competitiveness, but the relative importance of each depends 
on the country’s stage of development.9 

The GCi divides countries into three developmental stages: factor-driven, 
efficiency-driven, and innovation-driven, each with a successively more 
advanced degree of efficiency in the economy’s operation. in the first, factor-
driven stage, countries compete primarily on their unskilled labor and natural 
resources. at this stage of development, lower productivity is reflected in lower 
wages. Competitiveness at this stage is based on the first four of the nine pillars 
of competitiveness—well-functioning public and private institutions; appro-
priate infrastructure for communications, transport, and other needs; macro-
economic stability; and good health and primary education. 

at the second, efficiency-driven stage, countries are developing more effi-
cient production processes and improving product quality. Competitiveness is 
measured in higher education and training; efficient markets for goods, labor, 
and financing; and an ability to harness the benefits of existing technologies. 

at the innovation-driven stage, countries are competitive only if they can 
produce new and different goods using only the most sophisticated production 
processes and if they innovate. firms at this stage must design cutting-edge 

8 World economic forum, Global Competitiveness Report 2007-2008, http://www.gcr.weforum.org/.

9 World economic forum, “part 1 The competitiveness indexes” in Global Competitiveness Report 2006-
2007 from http://www.gcr.weforum.org/, accessed april 25, 2008, at akgul.bilkent.edu.tr/Wef/2006/
chapter_1_1.pdf .
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technologies to maintain a competitive advantage and sustain higher wages. 
Thus, countries like the united states that compete well at the third develop-
mental stage are agile innovators. 

How is innovation measured? it turns out that innovation requires inno-
vative measures, and a climate that encourages innovation is a complex mix 
of factors. “overall there is consensus that simply promoting and supporting 
large, isolated r&d projects has not proven to be a successful strategy.” The 
GCi report says, “indeed, cumulative small improvements, along with infor-
mal innovation, can have similar growth effects to large r&d projects.” The 
report concludes that rather than focus on national champions, innovation 
policies would be better served to foster an environment that promotes entre-
preneurship and innovation.10 

in 2007, World Business magazine and insead released a Global 
innovation index (Gii). Countries in the Gii were ranked according to various 
factors including human capacity, infrastructure, institutions and policies, tech-
nical sophistication, business markets and capital, competitiveness, and wealth.11 
in this measure too, the united states tops the list, although other studies show 
that its dominance may not last without continued and substantial innovation 
equal to or greater than that of its trade rivals. earlier in 2008, the institute 
for innovation and information productivity released its innovation Confidence 
index for 2007, noting, “despite its reputation for innovation and entrepreneur-
ship, the united states falls approximately midway in the innovation confidence 
index, the same as China, but behind fast-growing economies with young popu-
lations like brazil, india, ireland, and the united arab emirates.”12 

Small and Large Firm Roles in Innovation
small businesses play a large and significant role in u.s. innovation efforts. 
new entrepreneurial firms account for much of the net job creation in the 

10 id., 11.

11 The Global innovation index was prepared by soumitra dutta and simon Caulkin, and it was re-
leased on January 17, 2007. for a complete listing of “The World’s top innovators,” see http://www.
worldbusinesslive.com/search/article/625441/the-worlds-top-innovators/. a brief explanation of 
methodology can be found at: http://www.worldbusinesslive.com/search/article/625442/the-worlds-
top-innovators-index/. 

12 This quote is taken from the press release dated January 22, 2008, which can be found at: http://www.
iii-p.org/news/iiip-080122.html. a free copy of the report, which was written by Jonathan levie, can 
be requested from the institute for innovation and information productivity at http://www.iii-p.org/
research/results.html.
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united states, and one reason often cited is their ability to innovate and find 
new niches for products and services. 

office of advocacy research by scheirer (1986) documents the interactive 
roles of large and small firms in the process of turning new ideas into products 
and processes that increase national productivity: 

large firms tend to be more than mere scaled-up versions of small 
ones: they cut the work up finer, narrow each employee’s responsi-
bility and further reduce the scope of vision. small firm employees, 
understanding more of what is going on, are more able to contribute 
to the improvement of products and processes. in small firms, too, 
each worker’s influence is greater, and suggestions have more chance 
of acceptance. 

according to a growing body of research, small businesses—and the 
economies that best support them—have key roles in generating innovation. 
research by acs, morck, and Yeung (1999) identifies several important roles 
that small firms play in globalization:

•  Small firms may become indispensable partners in team competition. 
large and small firms can create synergies to globalize their market reach 
and mutually enhance their respective firm value.

•  Small firms are more likely than large firms to create radical innovations. 
They are more inclined to search in uncovered corners of the technol-
ogy landscape. Therefore, small and large firms together provide a more 
comprehensive coverage in the supply of innovations.

•  Smaller firms equipped with niche technological innovations are moti-
vated to internationalize on their own. The successful ones become large 
multinational firms possessing the coordination skills and become team 
leaders in globalization.

in a synergistic relationship between large and small firms, the report 
notes, the earnings of smaller firms increase because their innovations are dif-
fused internationally by larger firms, which in turn gain in competitiveness and 
earnings because of the smaller firms’ worthy and profitable innovations.
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baumol (2005) also discussed the important role small firms play in 
innovation. He argued that many large firms tend to innovate in small, incre-
mental steps—securing a patent at each step. tweaks to existing products 
often differ from patents by newer, entrepreneurial ventures in which the 
innovations tend to be “breakthrough” technologies, of which some will suc-
ceed as blockbusters and others will not. These newer ventures are often led 
by “inventor-entrepreneurs,” who take significant risks in the hope that a 
patent will bring tremendous success. 

Kirchhoff and armington (2002) demonstrated a significant increase in 
the number of new firm formations resulting from university research and 
development expenditures. shane (2004) examined the positive contributions 
of university spin-offs to the economy, and CHi research (2003) found that 
small businesses produce 13 to 14 times more patents per employee than their 
larger counterparts, and that these patents are more likely to be cited in other 
patenting applications.

melissa schilling studied firm size and the rates of innovation with 
emphasis on formal social networks through interfirm collaboration.13 Her 
research finds that interfirm relationships are important engines of innova-
tion because they enable firms to pool, exchange, and create new information 
and other resources. results of studies suggest that the structure of networks 
affects innovation and that a rich mix of both large and small firms benefits 
from the structure.

investments in innovation should pay off in the global marketplace, where 
more small businesses have been focusing their attention. export volume has 
been rising for smaller businesses (Table 4.2), and the Global entrepreneurship 
monitor (Gem) in 2007 found that in some Gem countries, “40 percent of 
early-stage entrepreneurs expected 25 percent or more of their customers to 
come from outside the country.”14 it is clear from this analysis that more and 
more businesses around the world are counting on international trade to nur-
ture and grow their businesses.

13 see, for example, u.s. small business administration, office of advocacy, Entrepreneurship in the 21st 
Century: Conference Proceedings, march 26, 2004, 17.

14 bosma et al., 2008. see figure 25 and page 7 of the executive summary for more details. The Gem 
2007 report can be found online at http://www3.babson.edu/esHip/research-publications/upload/
Gem_2008_executive_report.pdf. note that the source of this quote is from 1997, but no newer 
statistic could be found for this chapter.
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supporting small business exports
small businesses interested in trading their wares overseas have many options, 
and policymakers have aggressively championed new markets for american 
products and services. 

Free Trade Agreements
free trade agreements (ftas) are designed to create trade benefits for both 
the united states and its trading partners. issues addressed in an fta can 
include provisions as diverse as lowering barriers to trade, such as customs 
administration, encouraging innovation by protecting intellectual property 
rights, providing access to services and financial services, promoting invest-
ment, creating transparency and fairness in procurement, improving regula-
tion, clarifying rules, establishing dispute resolution processes, and adopting 
international standards.15

The united states has negotiated and signed numerous trade agreements 
around the world. The north american free trade agreement (nafta) 
between the united states, Canada, and mexico became effective in 1994. 
in an effort to expand nafta within the Western Hemisphere, president 
bush negotiated with seven countries as part of the Central american– 
dominican republic–united states free trade agreement (Cafta-dr). 
The Cafta-dr countries include the united states, Costa rica, dominican 
republic, el salvador, Guatemala, Honduras, and nicaragua. The u.s. 
Congress approved Cafta-dr in 2005, and it was subsequently approved 
by all of the other signatories except Costa rica.16

in addition to regional agreements, the united states has negotiated bilat-
eral agreements with a number of nations including australia (effective 2005), 
bahrain (2006), Chile (2004), israel (1985), Jordan (2001), morocco (2006), 
and singapore (2004). other agreements were negotiated but awaited approval 
as of 2008 by both parties’ governments, including those with Colombia, oman, 
panama, and south Korea. The peru trade agreement, approved by the united 
states in 2007, awaited approval by the government of peru. as of mid-2008, 
the u.s. trade representative was negotiating agreements with ecuador (part 
of the andean free trade agreement, which includes Colombia and peru); 

15 trade promotion Coordinating Committee, The 2007 National Export Strategy, 2007, 31. 

16 as of mid-2008, Cafta-dr was awaiting approval by the legislature of Costa rica.
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the free trade area of the americas; the south african Customs union 
(which includes botswana, lesotho, namibia, south africa, and swaziland); 
Thailand; and the united arab emirates. The united states has participated 
in the World trade organization’s numerous rounds of negotiations to lessen 
trade barriers worldwide; however, the latest round of negotiations stalled over 
various issues, including agriculture supports and other subsidies.17 

table 4.9 shows u.s. exports to nations with existing free trade agree-
ments (ftas) from 2001 to 2006, with exports from small and medium-sized 
enterprises (smes) broken out for each. for all fta countries, u.s. exports 
swelled from $258.0 billion in 2001 to $364.4 billion in 2006—up 41.2 per-
cent. sme exports to those same nations went from $73.6 billion to $90.6 
billion—up 23.2 percent. trade to the nafta-participating countries of 
Canada and mexico grew from $216.6 billion to $296.7 billion, and sme 
exports to those nations rose 15.6 percent to $69.6 billion.

The data indicate that u.s. small businesses (and their larger counterparts) 
have benefited from increased trade with these nations. The percentage of total 
u.s. exports attributable to smes varies widely by fta country, with sme 
sales ranging from 19.1 percent of all exports to singapore, to 64.6 percent 
of exports to nicaragua. Generally, a larger proportion of exports to smaller 
nations stem from small businesses, and many smaller nations have given 
smes their largest percentage gains over the six-year period. for example, 
u.s. exports to morocco have risen 228.8 percent overall, and sme exports to 
morocco have grown 116.7 percent. While the data do not suggest that these 
gains were entirely attributable to the free trade agreements, the potential mar-
kets for american exports are large, with opportunities for u.s. firms. 

The u.s. government created the trade promotion Coordinating 
Committee (tpCC) in 1990, and further strengthened it in the export 
enhancement act of 1992. president Clinton further outlined the role 
of the tpCC with executive order 12870 in 1993. This executive order 
stated that the tpCC’s overall purpose is “to provide a unifying framework 
to coordinate the export promotion and export financing activities of the 
united states Government and to develop a governmentwide strategic plan 
for carrying out such programs.” The secretary of the u.s. department of 
Commerce chairs the tpCC, which prepares an annual report outlining the 

17 up-to-date detailed information on u.s.-negotiated trade agreements can be found at http://www.
export.gov/fta.
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national export strategy.18 The u.s. small business administration is rep-
resented on the tpCC, along with representatives from a number of other 
government agencies dedicated to international business and development.

Business Assistance for International Trade
a number of federal government resources are available to assist prospective 
small businesses interested in international trade:

•  U.S. export assistance centers (USEACs). authorized by the export 
enhancement act of 1992, these centers provide “how-to” information 
and counseling for companies wishing to export. Visitors will find resources 
from federal agencies, including the u.s. small business administration, 
the u.s. department of Commerce, the u.s. export-import bank, and 
others, as well as other private and public sector partners.19

•  Entrepreneurial development centers. The sba partners with a num-
ber of centers around the country for the purpose of providing counsel-
ing and other services for new and existing small business owners. These 
include small business development centers (which receive local and state 
matching funds), women’s business centers, and the sCore program 
(which offers the expertise of volunteer retired executives). While their 
primary mission is not to offer exporting advice, many do provide ser-
vices for would-be exporting companies.20 

•  International Trade Administration programs. The u.s. department of 
Commerce’s international trade administration (ita) offers a number 
of services to assist american companies wishing to export. a web portal, 
http://www.export.gov, provides data and links to a variety of support pro-
grams. The u.s. Commercial service division of ita provides personal 
assistance from trade specialists on industry-specific and foreign market 
information; these counselors are available at useaCs and in locations 

18 see The national export strategy, 2007 at: http://trade.gov/media/publications/pdf/nes2007final.pdf. 

19 see http://www.sba.gov/aboutsba/sbaprograms/internationaltrade/useac/index.html. 

20 to find one of these centers or to learn more about these programs, see the following websites: small 
business development centers (sbdCs), http://www.sba.gov/aboutsba/sbaprograms/sbdc/index.html; 
women’s business centers, http://www.sba.gov/aboutsba/sbaprograms/onlinewbc/index.html; and 
sCore, http://www.score.org/index.html. 
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around the world.21 local business leaders volunteer their time to assist 
with the intricacies of international trade through the ita-sponsored u.s. 
district export councils. These volunteers work closely with the Commercial 
service and the useaCs, and often work collectively.22 

•  U.S. Export-Import Bank. The export-import bank (ex-im bank) 
provides export credit insurance for protection against foreign creditors 
not paying their obligations for commercial or political reasons, to help 
alleviate some of the risk associated with international trade. according 
to its mission statement on its website,23 it “does not compete with pri-
vate sector lenders but provides export financing products that fill gaps in 
trade financing.” The ex-im bank also offers working capital and various 
loan guarantees. The small business portal, http://www.exim.gov/smallbiz/
index.html, provides information on how the ex-im bank can assist.

•  Foreign Agricultural Service. small businesses interested in exporting 
agricultural products can seek counseling from the u.s. department of 
agriculture’s foreign agricultural service (fas), which has representa-
tives in embassies and consulates around the world. sector specialists 
monitor foreign markets and the demand for various agricultural goods. 
fas “works to improve foreign market access for u.s. products, build 
new markets, improve the competitive position of u.s. agriculture in 
the global marketplace, and provide food aid and technical assistance to 
foreign countries.”24

small businesses with an interest in international trade can also explore 
programs at the state and local level, as many local government economic 
development agencies support exporting activities. Various private and non-
profit groups also support exporting.25

21 for a listing of available trade specialists from the u.s. Commercial service, see http://www.export.
gov/eac/index.asp. 

22 see http://www.us-dec.com/html/home.html for more information.

23 see http://www.exim.gov/about/mission.cfm. 

24 see http://www.fas.usda.gov/aboutfas.asp. 

25 examples include the american association of exporters and importers (http://www.aaei.org/), the 
small business exporters association (http://www.sbea.org/), and various trade associations.
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Challenges and Opportunities
small businesses have often ignored the global marketplace. demand for their 
products and services was sufficient in local markets, and there was no need 
to complicate matters by trading with foreign customers. size has often been 
a challenge for many smaller firms, as small business owners could not afford 
to devote an employee’s time to pursuing foreign deals. palmetto Consulting 
(2004) examined this issue for the office of advocacy among a group of south 
Carolina businesses, and found that small businesses were generally not very 
proactive in exploring export markets. businesses that did engage in interna-
tional trade often did so based on “customer inquiries, rather than as a result 
of a carefully planned strategic initiative.” some small businesses also became 
involved in exporting as subcontractors to major contractors.

american businesses have long sought opportunities where they could 
find them. for those able to sell their goods and services to new markets, 
international trade can provide both opportunities and challenges. The 
opportunities are straightforward. in 2006, small businesses accounted for 
28.9 percent of the $910.5 billion in known exports. overseas markets can 
provide new customers for small business owners, and entrepreneurs have yet 
to tap their full potential for growth in the export arena. 

international trade, though, is not without risks. While it should not limit 
the willingness of a small business to explore new markets, the following is a 
partial discussion of some challenges for entrepreneurs exporting or importing 
their products and services.

Exchange Rate Risk. fluctuating exchange rates are the most obvious 
challenge for any business engaged in international trade. Volatility in the 
terms of trade can affect the profitability of any transaction with a foreign 
customer. recently, american companies have benefited from improved 
terms of trade, as the u.s. dollar has depreciated relative to foreign curren-
cies. american goods and services are consequently cheaper and the overall 
trade deficit has improved, but small businesses willing to sell their wares 
overseas need to adjust for the opposite scenario as well. feinberg (2008) 
showed through analysis of u.s. Census data that small manufacturers are 
less able than larger businesses to weather times with an appreciating u.s. 
dollar; that study showed that many manufacturers, especially in low-tech-
nology industries, were unable to survive. There are ways to hedge exchange 
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rate risk, and small businesses can adjust their pricing to compete effectively 
while also building in expectations for volatility in the terms of trade.

Global Competition. as friedman (2005) notes, the world is growing 
“flatter” and americans face competitors on a number of fronts, both at home 
and abroad. much has been written on this topic, as the debate over globaliza-
tion continues to garner attention in academic, media, and political circles. The 
u.s. government has worked to increase the ability of americans to compete 
overseas by lowering trade barriers; government can also help ensure that trade 
laws are enforced.

recently, the national association of manufacturers (nam) released 
studies on the structural costs of manufacturing in the united states com-
pared with its trading partners (leonard 2003, 2006). leonard found that 
u.s. manufacturers pay 31.7 percent more in nonproduction costs relative to 
the nation’s nine largest trading partners. much of the difference is accounted 
for in higher costs for tax and regulatory compliance, energy expenditures, 
health and retirement benefits, and tort litigation.26 u.s. businesses can effec-
tively compete if they continue to meet the needs of their customers, rely on 
cutting-edge technology and innovation, and keep their businesses flexible and 
entrepreneurial (including exploring new markets through exporting).27

one way american companies have been able to reduce their costs is by 
outsourcing some processes and tasks abroad. by producing some inputs else-
where at lower cost, firms can more effectively compete on price while focusing 
domestic production efforts in other areas. to the extent that this practice may 
be seen as “outsourcing jobs,” it is controversial and not without real costs. 
but arguments can be made on both sides: foreign companies often outsource 
work to the united states as well—a practice known here as “insourcing”—
and proponents of offshoring—the relocation of business processes from one 
country to another—suggest that it is a necessary strategy for firm survival in 
a global marketplace.28

26 see http://www.nam.org/costs for both studies. 

27 The national association of manufacturers published a separate report in 2006 by rsm mcGla-
drey, The future success of small and medium manufacturers: Challenges and policy issues, which outlines 
15 best practices for u.s. manufacturers to compete in the global marketplace. see http://www.nam.
org/s_nam/bin.asp?Cid=202515&did=236457&doC=file.pdf. 

28 stratedge (2008) examined this issue for the office of advocacy in their forthcoming paper, Offshor-
ing and U.S. small manufacturers.
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Regulatory and Legal Framework. american firms wishing to do busi-
ness overseas must comply with paperwork and regulatory requirements in 
each country—a major issue for firms. research by djankov, freund, and 
pham (2007) for the World bank suggests that administrative barriers dampen 
exports. in their analysis, an average country’s exports are reduced by 1 percent 
for each additional day of delay out of the country because of trade barriers. 
The lesson is clear: ease of trading means increased exports. but opportunities 
for trade do not always coincide with low trade barriers, so would-be exporters 
are well advised to seek proper advice. Government assistance can be found 
through the u.s. export assistance centers and other resources. The internet 
provides some general information. business.gov—a portal maintained by the 
u.s. small business administration—displays basic tips for new exporters.29

Intellectual Property Concerns. according to analysis by mogee (2003), 
small businesses are less likely to seek patent protection than their larger coun-
terparts, making it more difficult to protect their innovations overseas. The 
u.s. Commerce department’s international trade administration offers 
assistance to businesses experiencing challenges in intellectual property pro-
tection abroad. a website, http://www.stopfakes.gov, provides information 
on piracy and possible remedies. General complaints about trade barriers or 
“unfair situations,” including intellectual property theft, can be directed to 
the trade Compliance Center at the international trade administration; see 
http://tcc.export.gov.

Other Risks. most american trade flows to nations with little economic or 
political risk. The top five countries for u.s. exported goods are Canada, mexico, 
China, Japan, and the united Kingdom, according to the most recent trade sta-
tistics. nevertheless, american businesses will pursue opportunities wherever 
they exist, including in nations where the economic and political situation is 
less stable. small businesses need to be aware of the risks when entering into 
international trade deals, especially if there is a chance of political turmoil that 
may result in a loss of investment. lesser risks include changes in the tax and 
regulatory environment that may affect the overall profitability of exporting to or 
importing from a country. 

29 see http://www.business.gov/guides/import-export/exporting.html.
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Conclusion
u.s. exports have been a bright spot in an economy that has been otherwise 
volatile. international trade represents a major opportunity for american busi-
nesses, both large and small. This chapter has outlined the growth in exports 
in recent years, including information on exporting companies. The decline in 
the value of the u.s. dollar has been one factor contributing to increased u.s. 
competitiveness. another factor has been a measured increase in the perceived 
quality of american goods and services in the world. innovation has been vital to 
creating new enterprises and products to better compete in a global marketplace. 
recognizing this, other nations continue to invest in research and development 
in a global environment that will require sustained american growth and com-
petitiveness in the years ahead.

despite intense global competition, american businesses have always risen 
to the challenge, and they have long been able to compete with their foreign 
counterparts. small business innovation and new firm formation are ways of 
ensuring that u.s. products and services remain on the cutting edge. The ability 
of u.s. companies to promote themselves in new markets around the world is 
also key. free trade agreements can help bring down barriers to entry for u.s. 
goods and services, and a wide variety of government services are available to 
would-be exporters and importers. 

along with the challenges of global competition and doing business in a 
foreign country, there are tremendous rewards for small (and large) firms will-
ing to take a risk on international trade. With small businesses selling nearly 
$263 billion in known exports in 2006–up 68.7 percent from 1996–it is clear 
that more entrepreneurs have recognized and taken advantage of the potential 
contribution of overseas markets to their bottom line.   
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5  small business training  
and development

synopsis
investment in training increases labor productivity, which contributes substan-
tially to the growth of the u.s. economy. small businesses have been both the 
primary job generators in the u.s. economy and major trainers of the american 
work force. 1 They provide 60 to 80 percent of net new jobs, employ about two 
out of three workers in their first jobs, and have trained much of the baby boom 
generation, as well as millions of younger workers and women returning to the 
labor force. investment in training for aspiring entrepreneurs and owners of 
existing small businesses promotes productivity as well as job growth.

overall, training in small firms is more general, informal, and flexible than 
training in large firms. Workers in small firms receive less employer-provided 
formal on-the-job training than those trained in large businesses, but are more 
likely to acquire training from other sources, such as business, technical, or 
vocational school programs, or two-year or community college programs, and 
to pay for training themselves. The more general and diverse training received 
by small firm workers enables them to adjust more readily to the changing 
needs of the economy, thereby increasing the overall flexibility and mobility of 
the labor market.

because small firms are the first employers of a large proportion of work-
ers, they are more likely to hire workers with less education. many small busi-
nesses spend substantial resources to train workers informally and must focus 
considerable attention on teaching basic, even remedial, work habits, such as 
timely and regular attendance, working a full day or a full week, cooperating as 
a team, and basic computer skills. 

as the u.s. population ages, the labor force will grow more slowly during 
the next decade. The older labor force is projected to grow more than five times 

1 an earlier analysis of training and firm size using the Census bureau’s survey of income and program 
participation (sipp) data can be found in Jules lichtenstein (1988). Job training in small and large 
firms. in Small business in the American economy. Washington, d.C.: u.s. small business administra-
tion, office of advocacy, 73-116.
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faster than the overall labor force, which will become much more racially and 
ethnically diverse.2

in addition to a shrinking, more diverse, and aging labor force, other 
changes expected over the next decade include increased demand for workers 
skilled in highly technical fields, and more competitive world markets. such 
change will require businesses of all sizes to strengthen their training pro-
grams. small businesses have proven their willingness to employ and invest 
in unskilled workers. preliminary evidence indicates, however, that employer-
provided training has declined in both small and large firms from the mid-
1990s through 2004. encouraging employers to sponsor more worker training 
is critical to dealing with skill shortfalls, implementing new technology, and 
keeping pace with foreign competition.

small firms can remain competitive with large firms by retaining flexibility 
in their training programs. They are better able than large firms to adapt work-
ers’ prior education and training experiences to their needs. They provide a 
flexible environment in which an increasingly diverse work force can acquire a 
wide range of training that will be essential to meeting labor market demands 
of the 21st century. all firms will need to adapt to changes in the way workers 
are trained, using tools such as outsourcing of the design and delivery of train-
ing, e-learning, and the internet and other innovative training and informa-
tion technologies.

promoting business formation and entrepreneurship through training 
opportunities aimed at aspiring and existing business owners will become 
especially important for the future economy and work force. small businesses 
play an important role in the development of new business technologies, prod-
ucts, and services. For an aging work force as well, business ownership and 
self-employment are important options that provide the adaptability needed 
in a rapidly changing economic environment.

2 mitra toossi (2007). employment outlook: 2006-16: labor force projections to 2016: more workers 
in their golden years. Monthly Labor Review (november), 33–52.



Small Business Training and Development 109

introduction

The Importance of Small Business
small businesses have been the primary job generator in the u.s. economy, 
creating 60 to 80 percent of the net new jobs annually from 1994 to 2004. in 
the most recent year with data (2004), small firms accounted for all the net 
new jobs, and firms with fewer than 500 employees had a net gain of 1.86 
million new jobs.3 one factor in this growth has been the steady increase 
in the labor force as the large cohort of americans born between the late 
1940s and early 1960s came of age. another factor was the shift of employ-
ment away from goods-producing industries toward the service and emerg-
ing technology-driven sectors. as employers of many of the new workers 
moving into the labor force, small firms have helped to transform the basic 
structure of u.s. industry. 

about two out of every three new workers get their first jobs in small 
firms.4 This means that small enterprises train and develop much of the work 
force. They have trained not only much of the “baby boom” generation, but 
many others who have never worked before, including millions of today’s teen-
agers and women returning to the labor force after raising families. today’s 
economy requires higher levels of education and skills from american workers 
than at any previous period, and the fastest growing jobs, especially in high-
tech industries, will be filled by “knowledge workers” equipped with special-
ized skills gained through post-secondary education and training. 

in training, as in many areas, large firms and establishments have certain 
cost advantages. a key reason for the greater level of training provided by large 
firms is economies of scale associated with the provision of formal training.5 
another is the existence of internal labor markets in large firms and the greater 
opportunity for intra-firm job mobility, especially among multi-establishment 

3 u.s. small business administration, office of advocacy, Frequently asked questions http://app1.sba.
gov/faqs/faqindex.cfm?areaid=24. (accessed november 13, 2008.)

4 bradley r. schiller (1981). Human capital transfers from small to large businesses. Washington, d.C.: 
u.s. small business administration, office of advocacy, prepared under award no. sb-1a-00067-1. 
more recent data on this issue are not available, based on a thorough literature review.

5 dan a. black, brett J. noel, and Zheng Wang (1999). on-the-job training, establishment size, and 
firm size: evidence for economies of scale in the production of human capital. Social Economic Journal, 
66 (1), 83.
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firms.6 on the other hand, while small firms provide less training on average, 
the payoffs that workers receive are greater in small firms. Wages grow faster 
in the first two years of employment in small firms than in large firms.7

The training offered in small firms tends to be more general, informal, and 
flexible than that provided by large firms. many small firms may have little 
incentive to offer expensive training to new hires: workers can and often do 
take the benefits of training with them when they leave for other, often larger, 
firms. nevertheless, small businesses frequently pay a great deal to hire and 
train their employees.

large firms hire more skilled workers at the outset, and they provide more 
specific, formal training.8 However, small firms may provide as much total train-
ing—formal and informal—as large firms, and when on-the-job training is pro-
vided in small firms, it may be as extensive as that provided in large firms. 

opportunities for learning job skills—whether through formal or informal 
training programs—are an important benefit present in practically all work 
activities. The level of training available is linked to its costs. employers must 
make tradeoffs between wages and nonwage benefits, such as health insurance 
and pensions, and training.

to remain competitive with large firms in the marketplace, small firms 
need to retain the flexibility to adjust their compensation packages—including 
wages and fringe benefits, as well as training costs—to the changing labor 
market. This flexibility will be particularly important in the future as the labor 
force ages and its growth declines. 

The Changing Labor Force 
slow labor force growth will have a profound impact on both small and large 
businesses. in the future, firms may find they must raise wages, hire workers 
with lower levels of education, or substitute technology for workers. it will 
become more difficult to hire large numbers of new workers as a strategy for 

6  ibid., 82.

7 mark C. berger, John barron, and dan a. black (2001). Value of worker training programs to small 
business. Washington, dC: u.s. small business administration, office of advocacy, prepared under 
contract no. sbaHQ-99-r-0018, september 27, 2–3.

8 some also argue that another explanation for the difference in the provision of training is that large 
employers have a greater opportunity to provide informal training through coworkers. larger firms 
also may experience lower informal training costs if they can substitute coworkers for managers when 
providing informal training. ibid., 83.
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adapting to the changing economy, as has been done in the past. The labor 
force participation of youths 16 to 24 years old has been on a declining trend 
since the end of the 1980s.9

What kinds of skills, education, and training will be most needed, in light 
of the changing u.s. economy and labor force? some have argued that future 
demands will be greatest in highly professional and low-paid service jobs. 
others have argued that the demand will be the most significant for jobs in 
the middle of the labor market—those that require more than a high school 
diploma, but less than a four-year degree.10

projections indicate there will be fewer high-wage unskilled jobs in the 
united states over the next decade. The number of jobs will continue declin-
ing in manufacturing and other industries where unskilled workers have tra-
ditionally found entry-level employment, while the number of skilled jobs in 
services will increase dramatically. The only goods-producing sector expected 
to exhibit positive employment growth between 2006 and 2016 is the con-
struction sector. service-providing sectors, on the other hand, are expected to 
generate nearly all of the employment gains from 2006 to 2016.11 High wages 
will be more closely tied to technological knowledge or skills that give workers 
an edge in the world market. upward mobility through the labor market will 
depend on education and skill levels. in addition, on-the-job training, whether 
formal or not, will be extremely important.12 

Worker Characteristics and business size
small businesses employ about half of u.s. workers. of 115.1 million non-
farm private sector workers in 2004, small firms with fewer than 500 work-
ers employed 58.6 million and large firms employed 56.5 million. Firms with 
fewer than 20 employees employed 21.2 million, and firms with 100 employ-
ees, 41.8 million. although small firms create 60 to 80 percent of net new jobs, 

9 toossi, 34.

10 Harry J. Holzer and robert i. lerman (2007). America’s forgotten middle-skill jobs: Education and train-
ing requirements in the next decade and beyond. Washington, dC: Workforce alliance, november, 3.

11 toossi, 35.

12 richard W. Judy and Carol d’amico (1999), Workforce 2020: Work and workers in the 21st century. 
indianapolis, indiana: Hudson institute, august, 133–134.
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their share of employment remains steady, since some firms grow into large 
firms as they create jobs.13

The training needs of firms are directly related to the characteristics of the 
work force. small firms employ a different mix of workers than large firms. 

typically, small business employees are more likely to be younger, entry-
level workers. many young workers find their first jobs in small firms and will 
continue to do so in the future.14 analysis of data from the Census bureau’s 
2004 survey of income and program participation (sipp) reveals that almost 
22 percent of workers in small firms with fewer than 100 employees are 15 to 
24 years old, compared with less than 18 percent in large firms (Table 5.1). 
older workers aged 65 and over also are more likely to be hired by small firms 
with fewer than 100 employees.15 small firms are also more likely to hire White 
than black workers, and workers in small firms are more likely to be unmarried 
than workers in large firms.

small firms are more likely to employ Hispanic workers than their large 
business counterparts. almost 17 percent of workers in firms with fewer than 
100 employees are of Hispanic origin, compared with 12.3 percent of workers 
in firms with 100 or more employees (Table 5.1). The labor force participa-
tion rate of Hispanics has increased substantially in the past several decades 
and this group is projected to maintain its strong participation rates over the 
2006–2016 period.16

another key characteristic of workers is education, which provides the back-
ground necessary for most jobs.17 educational attainment, especially beyond 
high school, is a key predictor of success in the labor market. better schooling 
will be a necessity as jobs become increasingly technical. eleven percent of all 
wage-and-salary workers—more than 12 million—lack a high school diploma, 
while more than 23 percent have at least four years of college (Table 5.1). on 

13 u.s. small business administration, office of advocacy, Frequently asked questions, op.cit.

14 various factors can affect first entry into the job market. For example, 16- to 24-year-olds are more 
vulnerable than other age groups during recessions. They tend to stay in school longer during economic 
downturns and are more vulnerable than other groups during economic downturns. toossi, op. cit., 34.

15 recent Current population survey data indicate that more than two-thirds of workers aged 65 and 
over are employed in firms with fewer than 500 employees. These firms also employ almost 57 percent 
of all workers aged 55–64. see chapter 1.

16 toossi, op. cit. 35.

17 There is no clear distinction between education and training. education is frequently associated with gen-
eral skills, while training is often connected with the acquisition of skills for a particular job or occupation.
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Table 5.1 Demographic Characteristics of Wage-and-salary Workers by Firm Size, 2004 (percent 
except as noted)

Total,  
all firms

Employment size of firm

1–24 25–99 <100 100+

Wage-and-salary 
workers1 

(thousands)
111,441 27,091 14,862 41,954 69,482

Percent 100.0 24.3 13.3 37.6 62.3

Age

  15–24 19.2 23.1 19.1 21.7 17.6

  25–34 23.4 23.1 24.9 23.7 23.1

  35–44 23.9 22.4 23.1 22.6 24.7

  45–54 20.4 18.1 20.7 19.0 21.2

  55–64 10.4 9.6 9.7 9.6 10.9

  65+ 2.8 3.7 2.5 3.3 2.4

  Total 100.0 100.0 100.0 100.0 100.0

Gender

  Male 53.4 54.6 55.1 54.8 52.6

  Female 46.6 45.4 44.9 45.2 47.4

  Total 100.0 100.0 100.0 100.0 100.0

Race

  White 80.9 86.0 85.6 85.8 80.0

  Black 12.3 7.9 8.6 8.1 13.0

  Other 6.8 6.1 5.8 6.0 7.0

  Total 100.0 100.0 100.0 100.0 100.0

Origin

  Hispanic 14.0 17.1 16.0 16.7 12.3

  Non-Hispanic 86.0 82.9 84.0 83.3 87.7

  Total 100.0 100.0 100.0 100.0 100.0

Marital status

  Married,spouse 
  present

51.7 48.7 51.5 49.7 64.4

  Other 48.3 51.3 48.5 50.3 35.6

  Total 100.0 100.0 100.0 100.0 100.0

Veteran status

  Veteran 8.2 6.7 7.5 7.0 8.8

  Nonveteran 91.8 93.3 92.5 93.0 91.2
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average, workers in small businesses have less education than workers in large 
firms. more than 15 percent of small firm workers have not graduated from high 
school, compared with 8.5 percent of workers in large firms.

small businesses will also be hiring more women, older individuals, blacks, 
Hispanics, other minorities, and immigrants in the future, as these groups will 
be a larger share of the population and labor force. to the extent that the 
workers they employ may be less prepared for the workplace by prior educa-
tion, training, or experience, small employers will need to invest more in train-
ing and education. 

small firms are also more likely to hire part-time and intermittent work-
ers (Table 5.2). Women represent a significant proportion of these part-time 
workers. more than 21 percent of workers in small firms work part-time, com-
pared with 14.6 percent of workers in large firms with 100 or more employ-
ees. Workers in small firms are also more likely to have lower wages and not 
to be covered by a union contract than their counterparts in large firms. to 
adjust to these major labor force changes, it is important for small businesses 
to retain their ability to adjust the mix of wage and nonwage costs—including 
training—to match changing labor force and economic conditions.

Table 5.1 Demographic Characteristics of Wage-and-salary Workers by Firm Size, 2004 (percent 
except as noted) (continued)

Total,  
all firms

Employment size of firm

1-24 25-99 <100 100+

  Total 100.0 100.0 100.0 100.0 100.0

Education

  <12 years 11.0 17.0 12.0 15.2 8.5

  12–15 years 65.5 65.5 65.6 65.5 65.4

  16 years or more 23.5 17.6 22.4 19.3 26.0

  Total 100.0 100.0 100.0 100.0 100.0

1 Includes all private sector wage-and-salary workers except unpaid family workers.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.
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Table 5.2 Economic Characteristics of Wage-and-salary Workers by Firm Size, 2004 
(percent except as noted)

Total, all 
firms

Employment size of firm

1–24 25–99 >100 100+

Wage-and-salary workers1

(thousands)
111,441 27,091 14,862 41,954 69,482

Percent 100.0 24.3 13.3 37.6 62.3

Industry

  Goods2 23.8 25.0 27.4 25.9 22.5

  Services 76.2 75.0 72.6 74.1 77.5

  Total 100.0 100.0 100.0 100.0 100.0

Covered by union contract

  Yes 8.5 2.3 6.0 3.6 11.5

  No 91.5 97.7 94.0 96.4 88.5

  Total 100.0 100.0 100.0 100.0 100.0

Hours worked

  Full-time3 80.5 75.4 83.9 78.5 85.4

  Part-time 19.5 24.6 16.1 21.5 14.6

  Total 100.0 100.0 100.0 100.0 100.0

Paid by the hour

  Yes 61.0 62.0 61.1 61.7 60.5

  No 39.0 38.0 38.9 38.3 39.5

  Total 100.0 100.0 100.0 100.0 100.0

Hourly wage

  Less than $5.00 2.8 2.7 3.5 3.0 1.7

  $5.01–$10.00 53.7 58.1 49.6 55.1 45.5

  $10.01–$28.504 43.4 39.2 46.9 41.9 52.8

 Total 100.0 100.0 100.0 100.0 100.0

1 Includes all private sector wage-and-salary workers, except unpaid family workers.
2 Includes agriculture, mining, construction, and manufacturing.
3 Worked 35+ hours per week.
4 Hourly wages top-coded at $28.50 by Census Bureau.

Source: U.S. Small Business Administration, Office of Advocacy, Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.
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Key training issues
training in small versus large firms can be examined along several key dimen-
sions. basic issues and questions related to worker training include: 

•  What types of training are these workers given (for example, general 
versus specific, formal versus informal)?

•  How much training do workers in these firms receive?

•  Who is receiving training?

•  Where does this training take place (for example, on the job or off the 
job)?

•  Who pays for the training?

•  Do workers use the training they receive?

training is not limited to wage-and-salary workers—aspiring entrepre-
neurs and owners of existing businesses also participate in formal training 
activities.18 in addition, business owners gain key business ownership skills 
from previous employment or previous business ownership.19 The 2004 sipp 
topical module asks business owners about their formal training activities dur-
ing the past year and the past 10 years. Therefore it is possible to address the 
basic question, how much training do business owners receive?

18 see robert W. Fairlie (2001). Economic growth among disadvantaged business owners. Washington, 
d.C.: u.s. small business administration, office of advocacy, prepared under contract sbaHQ-
00-m-0596. For example, business training is provided by sba through the small business develop-
ment Center (sbdC), small business training network, and service Corps of retired executives 
(sCore) programs. numerous training activities for business owners are provided at the state and 
local levels.

19 For example, the skills that veteran business owners gained from previous employment and/or previ-
ous business ownership included managing employees, dealing with customers, marketing products or 
services, managing tax laws, and anticipating business trends. see Waldman associates and reda 
international (2004). Entrepreneurship and business ownership in the veteran population. Washington, 
d.C.: u.s. small business administration, office of advocacy, prepared under contract sbaHQ-
00-r-0029, november. 58.
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types of training

Defining and Measuring Training
training can be classified and described in many different ways.20 The analysis in 
this chapter is based on data from the 2004 sipp education and training History 
topical module. The 2004 sipp is a national survey of approximately 45,000 
households (including about 100,000 individuals) conducted by the Census 
bureau. The sipp includes a core survey as well as topical modules that focus 
on areas of special interest. The education and training History topical mod-
ule administered in Wave 2 (June to september 2004) provides information on 
work-related training. The module defines training along two basic dimensions, 
and measures training during the previous year that 1) helps persons search or be 
trained for a new job, and 2) helps improve skills in a person’s current job.21

in addition to these two dimensions defined by sipp, there are many other 
ways to sort and measure training. For example, basic ways to classify training 
include whether training is general or specific, formal or informal, and who 
pays for or sponsors it—employers, government, individuals, family members, 
or others. obviously, there may be some overlap among these categories.22 

20 training is difficult to describe because of conceptual problems in defining and measuring it and because 
of a lack of good sources of data. no statistics are published regularly by the federal government on 
training. data on training by firm size are even more difficult to obtain. However, some information 
is available from the bureau of the Census, 2004 survey of income and program participation (sipp) 
and the national longitudinal surveys of labor market experience (nls) commissioned by the labor 
department, and employer surveys. other surveys that provide limited firm size information include 
the 1997 national employer survey, the 1995 survey of employer-provided training, and the 1995 
national Household education survey. sipp includes information about individuals who participated 
in a training program and the size of the firms the individuals worked for (firm size categories include 
1–24, 25–99, and 100+ employees), provided they held a job in the four-month period preceding the 
interview month. see the appendix in this chapter for a fuller discussion of the sipp. sipp also provides 
information on whether an individual worked at a single- or multiple-establishment firm.

21 both types of training are included in the definition of “formal” training in this chapter. employer-provided 
training is defined as training paid for by a current or previous employer. sipp training questions pertain 
only to individuals aged 15–65; therefore it is not possible to analyze the oldest workers—those aged 66+.

22 The definitions of training in this chapter are consistent with those in a recent u.s. department of 
labor-funded study. in this recent study “employer-provided training” based on 1996 sipp data is 
defined in terms of the two sipp dimensions as 1) training that helps persons search for or be trained 
for a new job,, and 2) training that helps improve skills in a person’s current job. if a current or previ-
ous employer sponsored or paid for either of these two types of most recent training, this information 
is included in a measure of employer-provided training. robert i. lerman, signe-mary mcKernan, 
and stephanie riegg (2004). The scope of employer-provided training in the united states: Who, 
what, where, and how much? in Christopher J. o’leary, robert straits, and stephen a. Wandner. 
Job training policy in the United States. Kalamazoo, michigan: W.e. upjohn institute for employment 
research, 2004, 212. 
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training types provided to Workers in small 
and large Firms

General Versus Specific Training
measuring general versus specific training is not necessarily straightforward: 
there are differences of opinion on what constitutes each type of training. For 
example, according to recent research, computer training could be considered 
general training.23 others might consider this specific training.24

past research has found that workers in large firms receive relatively large 
amounts of specific training.25 small firms, on the other hand, tend to use less 
capital-intensive technologies than large firms, and they do not realize the 
same benefits from specific training. because they provide more general train-
ing for their workers, small businesses can more readily shift their production 
of goods and services across alternative product lines.

small firms frequently hire workers with less training or more general train-
ing than do large firms. more adaptable capital and labor enable small firms to 
adjust more easily, not only to the volume, but also to the mix of output. 

analysis of 2004 sipp data indicates that a higher proportion of all workers 
received training for new specific job skills (for example, how to use equipment, 
machinery, or technical processes ) than basic skills (such as office software, work 
habits, or management practice)—56.0 percent versus 38.2 percent (Table 5.3). 
There was virtually no difference between small and large firms in the levels 
of these kinds of training. sipp data on a range of job skill training purposes 
indicate differences between workers in small and large firms only with respect 
to training designed to introduce company policies and training designed to pre-
pare a worker for a position outside the organization (Table 5A.1). 

The interaction between specific and general skills is another reason firms 
provide training. The ability to benefit from general training (use of a specific 
piece of software) may increase when the worker knows the goals of the firm 

23 robert i. lerman, signe-mary mcKernan, and stephanie riegg (1999). Employer-provided training 
and public policy. Washington, dC: The urban institute, december 20, 6.

24 results from the bureau of labor statistics training survey indicated that computer training was a 
commonly received type of job skills training and that computer training was both formal and in-
formal. bureau of labor statistics (1996). 1995 survey of employer-provided training—employee 
results. u.s. department of labor, BLS News, usdl 96-515, december 19.

25  berger, barron, and black, op. cit., 3.
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(specific training). The greater the workers’ general skills, the more valuable 
their specific training is to the employer, who can in turn recoup some of the 
benefits of this specific training.26

Workers receiving general training usually have lower wages and higher 
mobility. That is, firm-specific training encourages firms to pay more and 
workers to stay longer because the training costs may be higher and borne 
jointly by the worker and the firm, and the skills may be less transferable than 
those resulting from general training.27

Workers learn skills in a variety of business functions and operations in 
small firms. Workers trained in a broad range of skills can adjust more easily to 
both displacements and voluntary job changes than workers with very specific 
skill training. Thus, small firms provide the general training and broad-based 
exposure that promotes human capital development and assists flexibility and 
mobility in the job market.

Formal versus Informal Training
another basic dimension of training is whether it is provided through 
“formal” training programs—such as on-the-job training, apprenticeship, 
or vocational training—or whether it is provided through more informal 
methods. informal training occurs through observation, trial and error, and 

26 ibid., 32.

27 Council of economic advisors (1988). Economic report of the president..Washington, d.C.: u.s. gov-
ernment printing office, February, 170.

Table 5.3 Training1 for Basic Job Skills Versus New Specific Work Skills Received by Wage-and-
salary Workers2 During the Past Year by Firm Size, 2004 (percent)

Training design Total, all firms
Small firms

(<100 employees)
Large firms

(100+ employees)

Basic skills3 38.2 37.6 38.5

New specific job skills4 56.0 56.8 55.8

1 Includes only training to improve job skills in current job during the past year.
2 Private sector wage-and-salary workers aged 15–65, excluding unpaid family workers.
3 Examples include training related to office software, work habits, or management practice.
4 Examples include training on how to use equipment, machinery, or technical processes.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Department of Commerce, Bureau of the Census, Survey of Income and Program Participation (2004), 
Wave 2.
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participation in everyday work activities. it is likely to be more general and 
less firm-specific than formal training.

The vast majority of training studies focus on formal training because it is 
easier to measure. Yet failure to include informal training in any measure of 
job training may understate the training received by workers in small firms. in 
fact, most training occurs through informal mechanisms. The bureau of labor 
statistics estimates that 70 percent of all training hours were spent receiving 
informal training, while the remaining 30 percent were in formal training and 
that about 65 percent of all training costs for wage-and-salary workers went 
for informal training.28 

research has found that employees of firms with at least 100 workers 
were about twice as likely as their smaller firm counterparts to receive formal 
training. The cost advantages to large establishments in the use of advanced 
technologies are similar to the cost advantages from the provision of formal 
training.29 Whatever type of training occurs increases a worker’s productivity; 
this can be expected to be reflected in higher earnings. large firms pay higher 
wages, on average—an indication that they are able to hire more capable or 
better prepared workers to begin with.

research has found that new hires in large firms are likely to receive more 
formal training than new hires in small firms. However, smaller firms do pro-
vide more training to new hires with less education or experience.30

Sources of Formal Training
a wide range of formal training opportunities and alternatives is avail-
able to both employees and employers. Formal training programs include 
apprenticeships;31 military training; correspondence courses; specific training 

28 Harley Frazis, maury gittleman, michael Horrigan, and mary Joyce (1998). results from the 1995 
survey of employer-provided training. Monthly Labor Review 121 (6):3–13. This survey provides 
information on both formal and informal training from private establishments with 50 or more em-
ployees.

29  black, noel, and Wang. op. cit., 83.

30  berger, barron, and black, op. cit.

31 apprenticeship training, that is, training that combines on-the-job training with classroom instruction, is 
not widely used in the united states—less than three-tenths of 1 percent of the work force is trained this 
way. Where it is used it has been shown to be an effective training method. apprentice-trained workers 
are more likely to earn more money, work more hours, and rise to supervisory status than are workers 
who have learned a trade through other methods. robert J. gitter (1994). apprenticeship-trained work-
ers: united states and great britain. Monthly Labor Review, vol. 111, no. 4 (april), 38–43.
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received at business, commercial, and vocational schools or at junior and com-
munity colleges, four-year colleges, and graduate schools; government-spon-
sored training programs; and company training in existing or previous jobs.

Workers typically participate in various combinations of formal training 
throughout their careers. different types of training are typically obtained at 
different locations—on the job or off the job—and involve different payers as 
well as costs. training can be paid for by employers, the employees themselves, 
various public or private entities, or a combination. sorting out these complex 
sets of relationships can be difficult (see Table 5.12).

vocational education provides both specific skills for some occupations 
and the general background needed for many jobs. some studies show that 
vocational education graduates are more likely to work in small than large 
firms and that such training tends to raise productivity and reduce training 
costs more in small firms than in large firms.32 The 2004 sipp data indicate, 
however, that workers in small firms are less likely than their counterparts in 
large firms to have a vocational certificate—almost 35 percent versus 41 per-
cent, respectively (Table 5A.2). 

The Federal Government’s Role in Formal Training Programs
The federal government’s support for training has taken a variety of forms, from 
registering apprenticeship programs to providing funding or tax incentives for 
training individuals who meet certain income or employment eligibility crite-
ria. Federal efforts first focused on supporting in-school vocational education 
70 years ago in the late 1930s, when apprenticeship programs were being reg-
istered. in the 1960s the manpower development and training act (mdta) 
targeted job training to low-income and welfare recipient populations.33 in a 
more comprehensive approach in the 1970s, employment and training pro-
grams were established in an attempt to alleviate poverty and unemployment 
by providing direct funding for programs that hire and train the economically 
disadvantaged. The thrust of employment policy during this decade was decen-
tralization—the transfer of authority from the federal government to states 
and localities. The Comprehensive employment and training act (Ceta) 

32  John H. bishop, On-the-job training in small business, op. cit., 19.

33  Christopher J. o’leary, robert a. straits, and stephen a. Wandner (2004). Job training policy in the 
United States. Kalamazoo, michigan: W.e. upjohn institute for employment research, 9.
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established the concept of local control in targeting job training to the eco-
nomically disadvantaged, welfare recipients, and disadvantaged youth.

The Job training partnership act (Jtpa) of 1983, which replaced 
Ceta, targeted federal funding to employers who provide job training. it 
transferred much of the federal government’s responsibilities to state and local 
governments and local private industry. This program made training avail-
able to economically disadvantaged adults and youth, and dislocated work-
ers. Jtpa required that private industry councils (piCs) be established within 
each service delivery area. members of piCs were volunteers selected by local 
elected officials from among private-sector representatives nominated by busi-
ness organizations such as local chambers of commerce and small businesses, 
including minority enterprises. other members represented educational agen-
cies, community-based organizations, economic development agencies, and 
public employment services. piCs had a major role in setting and implement-
ing training policies at the state and local levels. small businesses were heavily 
involved in establishing these policies and providing the actual training, and 
firms were well represented on the local piCs. nearly three-fourths of the piC 
chairpersons worked for companies employing 500 or fewer workers, and half 
represented firms with 100 or fewer employees.34

in the mid-1990s the focus shifted from training to job placement/job 
search assistance as a result of policy changes such as the one-stop career cen-
ter (osCC) movement, in which states were offered grants to start these cen-
ters. a key component of the osCC initiative was “universal access” to Jtpa 
and employment service programs within the osCCs. The gap that emerged 
between the universal access emphasis and declining real funding for all pro-
grams resulted in a changing mix of services and a decrease in training assistance. 
The emphasis was on job placement as a means to self-sufficiency. The personal 
responsibility and Work opportunity reconciliation act (prWora) of 1996 
and the Workforce investment act (Wia) of 1998 illustrate this change. The 
former reformed the nation’s welfare laws. The latter reformed federal job train-
ing programs to make them customer-focused by helping individuals access tools 
to manage their careers, and helping employers find skilled workers.35 

34  national Commission for employment policy (1987). The Job Training Partnership Act. Washington, 
d.C.: national Commission for employment policy, september, 39–41.

35 o’leary, straits, and Wandner, op. cit., 10.



Small Business Training and Development 123

major innovations in Wia included 1) codification of one-stop career cen-
ters; 2) individual training accounts that are vouchers for job seekers; and 3) uni-
versal access to core employment services, but more restricted access to intensive 
services and training.36 entrepreneurial training is one of 11 kinds of training 
specified under the Wia program, although such training has been limited.

The States’ Role in Formal Training Programs
most publicly subsidized job training is provided by the federal government. 
u.s. labor secretary elaine Chao said of her department in 2008 that “We 
should really be called the department of job training,” noting that 90 percent 
of the department’s budget is devoted to training.37 recently, several states 
have subsidized worker training to try to retain businesses and increase busi-
ness competitiveness. The shift from manufacturing to services has left many 
states with outdated manufacturing infrastructure and workers who lack skills 
relevant to the available job opportunities and therefore have diminished 
employment prospects.38

states have assisted worker training programs in several different ways. 
These include reserving Wia funding for state administrative purposes (one 
allowable expense is worker training), state funding of customized training for 
economic development, the use of general appropriations for training, and offer-
ing training tax credits for firms. The self-employment assistance program, 
aimed at helping the unemployed start businesses, was enacted in 1993 but 
has remained small, mostly because states cannot use the unemployment 
insurance (ui) trust Fund for training or startup costs, and Wia funding 
has not been provided for these purposes.39 according to one estimate, states 
spent almost $720 million in 2006 on worker training, with the largest source 
of funds to subsidize training coming from surcharges on firms’ or employees’ 
unemployment insurance tax liabilities or from interest accrued on state ui 
trust funds.40

36 o’leary, straits, and Wandner, op. cit., 11.

37 brendan miniter (2008). “i see opportunities in this country a little differently.” The weekend inter-
view with elaine l. Chao. The Wall Street Journal (July 12–13).

38 Kevin Hollenbeck (2008). Is there a role for public support of incumbent worker on-the-job training? up-
John institute staff Working paper no. 08-138 (January), 2.

39 The unemployment trust Fund cannot be used for training. about 40 states have circumvented this 
through an offset tax or state general revenue.

40 ibid., 5–7.
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How Much Training is Occurring in Small Firms Compared 
with Large Firms?
data from the 2004 sipp indicate that more than 21 million private sector 
wage-and-salary workers (19.6 percent of the total private sector work force) 
received formal training to improve skills on their current jobs or to help search 
or train for a new job in the previous year (Table 5.4).41 almost 85 percent of 
this training was to improve skills on current jobs, and there were significant 
differences in the levels of this training received by workers in small (10.8 per-
cent) versus large firms (20.0 percent).

overall, more than 37 million workers indicated they had received training 
to improve job skills or to help search or train for a new job over the previous 
10 years (Table 5.4).42 Workers in small firms with fewer than 100 employees 
were much less likely than their large firm counterparts to receive formal train-
ing. more than 23 percent of workers in large firms received training (for a 
new or current job), compared with 13.3 percent of workers in small firms. 
of large firm workers, 38.9 percent indicated they had received training over 
the previous 10 years, compared with 26.6 percent of workers in small firms. 
Workers in multi-establishment firms are more likely to receive training than 
workers in single-establishment firms (Table 5A.3).

almost 9 million baby boomers (almost 21 percent of the private sector 
boomer workforce) received training to improve skills on their current job or to 
help search for a new job during the previous year (Table 5A.4).43 in addition, 
almost 17 million baby boomers indicated they received such training over the 
previous 10 years.

41 training can take place at different times on a particular job. For example, a new hire or employee can 
receive training either soon after being hired or years later. The types of training provided can be very 
different depending on when it occurs. 

42 researchers have addressed the question of when training occurs by examining both whether training 
has ever occurred during an individual’s career and whether training has occurred on a particular job, 
either current or prior. unfortunately, data are not always available to pinpoint the job at which the 
training actually occurs. The 1984 sipp classified training by when it occurred: during the work career, 
1980 or later, and on the current job. u.s. small business administration, office of advocacy, Small 
business in the American economy, op. cit., 89.

43 baby boomers are defined here as individuals born between 1946 and 1964.
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Table 5.4 Work-related Training Experience1 of Wage-and-salary Workers Employed in 2004, by 
Firm Size 

Firm size

Total, 
 all firms

Small
(<100 employees)

Large
(100+ employees)

Total number of wage-and-salary workers2 

(thousands)
108,840 40,757 68,077

All training1 during the last 10 years

  Thousands of workers 37,306 10,837 26,468

  Percent 34.3 26.6 38.9

All training1 on current job in the past year

  Thousands of workers 21,304 5,428 15,876

  Percent 19.6 13.3 23.3

Training to help search or train for a new job

  Thousands of workers 3,319 1,037 2,282

  Percent 3.0 2.5 3.4

Training to improve skills on current job

  Thousands of workers 17,985 4,390 13,594

  Percent 16.5 10.8 20.0

1 Includes workers who received either: 1) training to help search/train for a new job, or 2) training to improve 
skills in the current job. Workers were aged 15–65 at the end of the reference period.
2 Includes all private-sector wage-and-salary workers aged 15–65 except unpaid family workers.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.

trends in training in small and large Firms
are small and large firms increasing the amount of training they sponsor in 
response to the rising need for skilled workers? Has the incidence of employer-
provided training for workers in small and large firms changed over time? 
evidence from the 1996, 2001, and 2004 sipp surveys shows decreases in 
employer-provided training over the nine-year period (1996 to 2004).44 The 
percentage of private sector workers aged 15–65 who received training paid for 
by their employer fell from 25.3 percent in 1996 to about 16 percent in 2004 
(Table 5.5, Figure 5.1). training for workers in small firms with fewer than 100 

44 The sipp provides an accurate measure of training over time by using the same universe and questions 
in each survey. 
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employees dropped 6.1 percentage points; for large firm workers it fell 11.6 
percentage points over the period.

This trend appears to have reversed the growth in training that was evident 
prior to 1996. a recent study, using sipp data to measure the percentage of 
workers receiving training from 1984 to 1996, found that those who received 
employer-provided training rose from 6 percent of workers aged 18–64 in the 
1984 sipp, to 20 percent in the 1996 sipp—with the largest increase occur-
ring between 1993 and 1996.45 

45  lerman, mcKernan, and riegg. The scope of employer-provided training in the United States, op. cit., 223.

Table 5.5 Trends in Employer-Provided Training During Past Year for Wage-and-salary Workers 
by Firm Size: 2004–1996

Year
Total, all 

firms

Employment size of firm

1–24 25–99 <100 100+

2004

Number of workers1 

(thousands)
108,840 26,228 14,528 40,757 68,077

Training in the  
previous year2  

(thousands)
17,347 2,022 1,897 3,919 13,427

Percent 15.9 7.7 13.1 9.6 19.7

2001

Number of workers1 

(thousands)
107,081 24,416 14,663 39,079 67,959

Training in the  
previous year2  

(thousands)
23,348 2,806 2,463 5,270 18,060

Percent 21.8 11.5 16.8 13.5 26.6

1996

 Number of workers1 

(thousands)
99,157 24,280 13,769 38,050 61,030

Training in the  
previous year2 

(thousands)
25,113 3,297 2,675 5,972 19,122

Percent 25.3 13.6 19.4 15.7 31.3

1 Includes all private sector wage-and-salary workers aged 15–65 except unpaid family workers.
2 Includes workers who received training paid for by an employer to either: 1) help search for or train for a 
new job, or 2) improve skills in current job during the past year.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.
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Intensity and Length of Training
it is difficult to generalize about the intensity of workers’ training, because the few 
surveys that provide measures produce very different results.46 some measures of 
the intensity of training indicate that workers in large firms receive significantly 
more training than their counterparts in small firms. one such intensity mea-
sure is hours of training per week. Workers in small firms with fewer than 100 
workers were as likely as their large firm counterparts to have lengthy training. 
according to sipp data, about 88 percent of workers in both small and large 
firms who had job skill training on their current job in the past year, had train-
ing that lasted a week or less (Table 5.6). While the proportion of workers with 
some training is positively related to firm size, the amount of training measured 
by duration is unrelated to firm size. about 12 percent of workers in both small 
and large firms had training that lasted more than one week. 

on some measures, workers in small firms received more training than 
workers in large firms. Workers in small firms with fewer than 100 employees 
trained to improve job skills on their current job during the previous year had 
lengthier training, measured in the total number of weeks, than workers in 
large firms (Table 5A.5). 

46  robert i. lerman, signe-mary mcKernan, and stephanie riegg (1999). Employer-provided training 
and public policy. Washington, dC: The urban institute, december 20, 35.
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The amount of training received varies by worker characteristics. There 
is some evidence that employer-provided training is disproportionately 
reaching more advantaged (that is, well-educated, higher-earning) workers. 
However, the intensity of training is generally higher for young, part-time, 
and less experienced workers.47

Location of Training: On or Off the Job
training can be obtained at a variety of locations. The most basic distinction is 
whether it occurs at work—that is, on the job—or at another location outside 
the workplace—off site or off the job. First-time workers, by definition, have 
not acquired on-the-job training, but may have participated in off-site training 
in a vocational or other context. 

47 robert i. lerman, signe-mary mcKernan, and stephanie riegg, Employer-provided training and pub-
lic policy. op. cit., 35–36.

Table 5.6 Average Length of Training Received During the Previous Year for Wage-and-salary 
Workers1, 2004 (percent, except as noted)

Industry
Total,

all firms

Firm size

Small 
(<100 employees)

Large 
(100+ employees)

Total wage-and-salary workers (thousands) 108,840 40,757 68,077

Training to help search or train for new job  
during previous year (thousands of workers)

3,319 1,037 2,282

  Less than 1 full day 27.1 25.9 27.7

  1 day to 1 week 34.3 36.7 33.2

  More than 1 week 31.9 31.4 32.2

  Currently in training 6.6 6.0 6.9

  Total 100 100 100

Training in previous year to improve skills 
in current job (thousands of workers) 

17,709 4,332 13,377

  Less than 1 full day 36.7 36.0 36.9

  1 day to 1 week 51.3 51.8 51.2

  More than 1 week 9.1 9.0 9.1

  Currently in training 2.9 3.2 2.8

  Total 100 100 100

1 Includes all private sector wage-and-salary workers aged 15–65 except unpaid family workers.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.
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as noted earlier, the proportion of all workers who have participated in a 
training program on or off the job to improve job skills on their current or most 
recent job during the past year is higher among employees of large firms (20.0 
percent) than small (10.8 percent).

in 2004, of workers who participated in training on their current or most 
recent job during the previous year, almost 57.8 percent indicated that this 
most recent training experience was on the job and 38.8 percent indicated it 
was off the job (Table.5.7 and Figure 5.2). small firm workers are more likely 
to have obtained recent training to improve job skills off the job (53.4 percent), 
while those in large firms are more likely to have been trained at work (62.5 
percent). it may be that small firms find it more economical to hire workers 
who have invested in training outside the workplace. This probably also reflects 

Table 5.7 Location of Training/Trainer to Improve Job Skills in Current Job During Past Year, of 
Wage-and-salary Workers1 in 2004, by Firm Size 

Total

Firm size

Small  
(<100 employees)

Large  
(100+ employees)

Total wage-and-salary workers2  
(thousands)

108,840 40,757 68,077

Training to improve job skills on current job 

  Thousands of workers 17,985 4,390 13,594

  Percent of total wage-and-salary  
  workers2 16.5 10.8 20.0

Training location3

  Percent on the job 57.8 43.2 62.5

  Percent off the job 38.8 53.4 34.1

  Percent other 3.4 3.3 3.4

Location of trainer providing  
on-the-job training3

  Percent insider taught 72.8 61.2 75.4

  Percent outsider taught 27.2 38.8 24.6

1 Includes workers who received training to improve skills in current job and were aged 15–65 at end of 
reference period.
2 Includes all private sector wage-and-salary workers (except unpaid family workers) aged 15–65.
3 Percent of total private total private sector wage-and-salary workers (except unpaid family workers) aged 
15–65 who received training to improve skills in current job during past year.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.
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the fact that small businesses employ younger workers who are more likely to 
have taken vocational training at schools and other institutions.

small and large firms obtain on-the-job training resources from differ-
ent sources. large firms are much more likely to rely on internal training and 
teaching resources than small firms. more than 75 percent of workers who 
received large firm on-the-job training indicated they were insider-taught, 
compared with 61.2 percent of workers in small firms (Table 5.7). large firms 
are much more likely than small firms to have the in-house resources to meet 
their on-the-job training needs and are probably less likely to outsource.

Sources of Job Search or New Job Training
Workers in small firms who have received job search or new job training are 
more likely than their large firm counterparts to have participated in every 
other type of training except employer-provided on-the-job training, includ-
ing attending business, technical, or vocational schools; two-year or commu-
nity colleges; four-year college or university programs; correspondence courses, 
sheltered workshops or vocational rehabilitation center programs (Table 5.8 
and Figure 5.3). Clearly, the traditional school system, as well as the more 
specialized schools and programs, are more important sources of job train-
ing for workers in small firms. This illustrates the diverse and flexible manner 
in which workers in small firms acquire training and adapt to changing job 
requirements.
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Table 5.8 Source of Training for Job Search or New Job During the Previous Year for Wage-
and-Salary Workers1 Employed in 2004, by Firm Size (percent except as noted)

Total, all 
firms

Employment size of firm

1–24 25–99 <100 100+

Workers with training for job search/
new job in previous year (thousands)

3,151 586 382 968 2,182

Source of training

Business, technical, or  
vocational school

13.9 18.8 14.0 16.9 12.6

High school 3.4 5.7 0.7 3.7 3.2

Two-year or community college 5.4 6.2 7.4 6.7 4.9

Four-year college or university 3.5 2.9 5.7 4.0 3.2

At current or previous employer 42.8 29.1 43.7 34.9 46.3

Correspondence course 1.7 3.0 0.9 2.2 1.5

Sheltered workshop 2.3 3.8 1.9 3.0 2.0

Vocational rehabilitation center 3.3 5.1 2.6 4.1 2.9

Other 23.8 25.4 23.2 24.5 23.4

Total 100.0 100.0 100.0 100.0 100.0

1 Includes all private sector wage-and-salary workers aged 15–65 except unpaid family workers.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.

Figure 5.3 Source of Training for Job Search or New Job During Past Year for Wage-and-salary 
Workers by Firm Size, 2004

Source: U.S. Census Bureau, Survey of Income and Program Participation, Education and Training History 
Topical Module. 2004. Wave 2. 
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Training and Worker Characteristics
Worker characteristics appear to be related to a worker’s participation in train-
ing and to the location at which that worker receives training. Firm size is an 
especially influential factor. For example, with few exceptions, workers in large 
firms, regardless of their demographic and economic characteristics, are more 
likely to receive training (at any location) than their small firm counterparts 
(Tables 5.9 and 5.10).48 overall, workers who participate in training are more 
likely to be

•  of prime working age (25 to 54 years old) rather than older (55 to 65 
years old) or younger (under 25),

•  female rather than male,49 

•  married rather than divorced or unmarried,

•  white rather than Black and non-Hispanic rather than Hispanic,

•  college educated rather than high school dropouts, 

•  in the service industries rather than goods-producing industries,

•  full-time rather than part-time,

•  salaried rather than hourly wage, and 

•  highly paid rather than low-paid.

When training location is considered, workers in small and large firms 
differ in their participation by several characteristics. For example, blacks are 
more likely than Whites to receive on-the-job training in small firms, while 
the reverse is true in large firms. also, in large firms, workers covered by a 
union contract are more likely than uncovered workers to receive training that 
is not located at the workplace.

The location of the training received by workers in small and large firms dif-
fers by major industrial sector. in large firms, service sector workers are more likely 

48 The only exceptions are found in union coverage and hourly wages above $5.00.

49  This is a reversal of the finding from 1984 sipp data showing men more likely to receive training than 
women. Small business in the American economy (1988), op. cit., 101. it is important to note that there 
are several differences in training questions asked in the 1984 and 2004 sipp modules.  
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Table 5.9 Job Training1 During Past Year by Location, Worker Demographic Characteristics and 
Firm Size, 2004 (percent)

Total, 
all 

firms

Total,  
all training

On the job Other2

Small
firms

Large
firms

All 
firms

Small
firms

Large
firms

All 
firms

Small
firms

Large
firms

All workers3 19.2 13.0 22.9 10.8 5.5 14.0 8.4 7.5 8.9

Age

  16–24 13.0 9.7 15.5 8.4 5.6 10.5 4.6 4.0 5.0

  25–34 22.0 14.9 26.5 12.4 6.2 16.3 9.6 8.7 10.2

  35–44 20.4 13.9 24.0 11.0 5.3 14.1 9.4 8.7 9.8

  45–54 20.7 13.5 24.5 11.4 5.0 14.8 9.3 8.6 9.7

  55–65 18.3 12.8 21.3 9.9 5.1 12.5 8.4 7.7 8.7

Gender

  Male 17.5 11.0 21.5 10.0 4.8 13.2 7.5 6.3 13.2

  Female 21.1 15.4 24.4 11.7 6.4 14.8 9.4 9.0 14.8

Race

  White 19.3 13.1 23.3 10.6 5.4 14.0 8.7 7.8 9.2

  Black 17.4 11.9 19.4 10.6 6.3 12.2 6.8 5.6 7.2

  Other 20.6 13.0 24.4 12.8 6.2 16.1 7.8 6.8 8.3

Origin

  Hispanic 11.1 6.3 15.0 6.8 3.1 9.9 4.2 3.2 5.0

  Non-Hispanic 20.5 14.4 24.0 11.4 6.0 14.5 9.1 8.4 9.5

Marital status

  Married, 
  spouse present

20.5 14.1 24.1 11.0 5.3 14.3 9.5 8.9 9.8

  Other 17.7 11.9 21.5 10.5 5.7 13.6 7.2 6.2 7.9

Veteran status

  Veteran 20.6 14.1 23.4 11.2 4.8 13.9 9.4 9.3 9.4

  Nonveteran 19.4 13.2 23.2 10.9 5.6 14.1 8.5 7.6 9.0

Education

  <12 years 6.1 4.5 8.0 4.1 2.5 5.8 2.1 2.0 2.1

  12–16 years 17.8 12.6 21.0 10.4 5.6 13.3 7.4 7.0 7.6

  16+ years 29.0 21.2 32.4 14.9 7.6 18.2 14.1 13.6 14.3

1 Includes workers who during the previous year received training from a current or previous employer that 
was intended to 1) help search for or train for a new job, or 2) improve skills in a current job.
2 Includes off-the-job training plus “other” category.
3 Includes all private sector wage-and-salary workers aged 15–65 except unpaid family workers.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.
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to participate in training off the job than are goods-producing workers. Workers 
in small goods-producing sector firms are less likely to receive training away from 
work than those employed in small firms in the service sector. When specific 
industries are examined, workers in large firms are more likely than workers in 

Table 5.10 Job Training1 During Past Year by Location, Economic Characteristics of Workers 
and Firm Size, 2004 (percent)

Total, 
all 

firms

Total,  
all training

On the job Other2

Small
firms

Large
firms

All 
firms

Small
firms

Large
firms

All 
firms

Small
firms

Large
firms

All workers3 19.2 13.0 22.9 10.8 5.5 14.0 8.4 7.5 8.9

Industry

  Goods4 15.5 8.8 20.2 9.0 3.9 12.6 6.5 4.9 7.6

  Services 20.3 14.5 23.6 11.3 6.0 14.4 9.0 8.4 9.3

Covered by  
union contract

  Yes 19.4 15.5 20.1 12.6 4.9 14.0 6.8 10.6 6.1

  No 19.1 12.9 23.2 10.6 5.5 14.0 8.5 7.4 9.3

Hours worked

  Full-time5 20.9 14.1 24.6 11.8 5.9 15.0 9.1 8.2 9.5

  Part-time 13.6 9.8 16.8 7.8 4.4 10.7 5.8 5.4 6.1

Paid by hour

  Yes 15.4 10.7 18.3 9.3 5.1 11.9 6.1 5.6 6.4

  No 25.0 16.7 29.8 13.0 6.1 17.0 12.0 10.6 12.8

Hourly wage rates

  Less than $5.00 10.3 6.9 14.1 6.7 4.2 9.4 3.6 2.7 4.7

  $5.00–$9.99 11.1 8.7 12.8 6.6 4.5 8.1 4.5 4.2 4.7

  $10.00–$28.506 20.0 13.6 23.1 12.2 5.9 15.3 7.8 7.8 7.8

1 Includes workers who during the previous year received training from a current or previous employer that 
was intended to 1) help search for or train for a new job, or 2) improve skills in a current job.
2 Include off-the-job training plus “other” category.
3 Includes all private sector wage-and-salary workers aged 15–65, except unpaid family workers.
4 Includes agriculture, mining, construction, and manufacturing.
5 Worked 35+ hours/week.
6 Hourly wage top-coded at $28.50 by Census Bureau.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.
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small firms to have had training to improve job skills in the past year regardless of 
the industry in which they work (Table 5.11).50

Training Costs and Who Pays 
little is known about many key aspects of training, including costs and who 
pays them. estimates of total training costs for u.s. workers range from $20 
billion to $100 billion per year depending on the types of training included, the 
source of training funds, and the number of workers involved. according to 
one estimate, the private sector invests approximately $50 billion to $60 billion 
a year in training.51

50 black et al. found that large firms provide more of both on- and off-site formal training, but large 
establishments provide more on-site formal training and less off-site formal training. These results can 
be reconciled if it is the case that several small establishments are part of larger firms. in this case, small 
establishments can be sending employees off-site for specific training at other locations within the firm.

51 analysis of employer-sponsored training in the united states. Training (december 2006): 20–32. 
Cited in Kevin Hollenbeck, 4.

Table 5.11 Job Skill Training Experience During Past Year of Wage-and-salary Workers1  
Employed in 2004, by Industry and Firm Size (percent)

Industry Total, all firms

Firm size

Small
(<100 employees)

Large
(100+ employees)

Agriculture 4.6 3.9 6.6

Mining 19.1 12.4 21.2

Construction 9.6 7.4 14.8

Manufacturing 16.2 7.3 19.0

Transportation, information, and 
public utilities

16.0 10.2 19.5

Wholesale trade 12.4 8.7 13.9

Retail trade 19.5 8.5 23.0

Finance, insurance, and real 
estate

25.6 15.5 29.6

Services 17.4 12.9 20.7

All industries 16.5 10.8 20.0

1 Includes all private sector workers aged 15–65, except unpaid family workers.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.
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The costs and benefits of on-the-job training are shared by the employer 
and the employee to varying degrees, depending on whether the training is 
general or firm-specific. The worker pays for general training, usually in the 
form of lower wages. The cost of firm-specific training is usually paid jointly 
by the worker and the firm. 

ninety-five percent of on-the-job job skill training is paid for by employers: 90 
percent in small firms and 96.1 percent in large firms (Table 5.12 and Figure 5.4). 
a lower percentage (88.2 percent) of on-the-job training for a job search or a new 
job is paid for by employers: 80.8 percent in small firms and 90.7 percent in large 
firms. Where such programs are not covered by employers, they are usually paid 
for by either the individual or the government.

large employers are more likely than small employers to finance training 
away from the work site. individuals who work in small firms are more likely to 
have paid for their off-site training themselves (or to have had help from fam-
ily members). more than 80 percent of workers in large firms report that their 

Table 5.12 Payment Sources for On-the-job Training Received in Past Year for Wage-and-salary 
Workers Employed in 2004, by Firm Size (percent except as noted)

Total, 
all firms

Firm size

Small 
(<100 employees)

Large
(100+ employees)

Total employees (thousands)1 108,840 40,757 68,077

Employees receiving training to 
improve skills on current or most 
recent job (thousands)

17,985 4,390 13,594

Total employees with on-the-job 
training (thousands)

9,874 1,708 8,166

  Paid for by employer 95.0 90.0 96.1

  Not paid for by employer 5.0 10.0 3.9

  Total 100.0 100.0 100.0

Employees receiving training for job 
search or for new job (thousands)

3,319 1,037 2,282

Total employees with on-the job 
training (thousands)

1,189 273 916

  Paid for by employer 88.2 80.8 90.7

  Not paid for by employer 11.8 19.2 9.3

  Total 100.0 100.0 100.0

1 Includes all private sector wage-and-salary workers aged 15–65 except unpaid family workers.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.
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employers paid for off-site job skills training for their current job, compared 
with 73.2 percent of workers in small firms (Table 5.13 and Figure 5.5). more 
than 17 percent of small firm workers indicate this training was self-financed, 
compared with 14.6 percent of workers in large firms. This probably reflects 
the acquisition of firm-specific training by workers in large firms. 

self- or family financing is the most common payment source for job 
search or new job training, funding 37.4 percent of this training. Workers in 
small businesses are more likely to finance this type of training themselves or 
with family help than workers in large firms—44.5 percent versus 33.1 per-
cent, respectively. one-quarter of this training is government-financed, and 
workers in large firms are more likely to have their training paid for by the gov-
ernment (federal, state, or local) than workers in small firms (27.3 percent and 
21.1 percent, respectively). employers paid for 29.5 percent of this training: 
26.2 percent for workers in small firms and 31.5 percent for their counterparts 
in large firms.

Frequently, the training provided by previous employers is responsible for 
the reduced training costs and higher productivity of new hires who have many 
years of previous relevant job experience. small firms, which employ many 
first-time workers, provide much of this early experience and training. large 
firms incur relatively high recruiting costs to ensure that the workers they hire 
have the qualities they are looking for.

Figure 5.4 Payment Sources for On-the-job Training Received in Past Year by Wage-and-salary 
Workers Employed in 2004, by Firm Size

Source: U.S. Small Business Administration, Office of Advocacy. Unpublished data from the U.S. Census 
Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.
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use of training received
another important consideration is the use of the training received by employ-
ees on a new or current job. evidence from sipp indicates that a high percent-
age of workers in both small and large firms used the training they received to 
search or train for a new job or to improve skills on their current job during 
the course of the previous year. a higher proportion of workers (more than 91 
percent) indicate they used their training to improve skills on their current job 

Table 5.13 Payment Sources for Off-site Training Received in Past Year for Wage-and-salary 
Workers Employed in 2004, by Firm Size (percent except as noted)

Total, 
all firms

Firm size

Small  
(<100 employees)

Large 
(100+ employees)

Total employees (thousands)1 108,840 40,757 68,077

Total employees receiving training to 
improve skills on current or most recent 
job (thousands)

17,985 4,390 13,594

Off-site training in previous year  
(thousands)

6,980 2,346 4,633

  Paid for by employer2 77.9 73.2 80.3

  Paid for by government3 2.8 3.2 2.6

  Self or family 15.5 17.5 14.6

  Other 3.8 6.1 2.6

  Total 100.0 100.0 100.0

Total employees receiving training for job 
search or for new job (thousands)

3,319 1,037 2,282

Off-site training in previous year (thousands) 1,055 393 661

  Paid for by employer2 29.5 26.2 31.5

  Paid for by government3 25.0 21.1 27.3

  Self or family 37.4 44.5 33.1

  Other 8.1 8.1 8.1

  Total 100.0 100.0 100.0

1 Includes all private sector wage-and-salary workers aged 15–65, except unpaid family workers.
2 Current or previous employer.
3 Federal, state, or local government program.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.
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rather than for a job search or to function in a new job (about 80 percent of 
workers in both small and large firms) (Table 5.14).

Figure 5.5 Payment Sources for Off-Site Training Received in Past Year by Wage-and-salary 
Workers Employed in 2004 by Firm Size

Source: U.S. Small Business Administration, Office of Advocacy. Unpublished data from the U.S. Census 
Bureau, DataFerrett, SIPP (2004), Wave 2.
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Table 5.14 Wage-and-salary Workers1 Employed in 2004 Who Used Training to Search For/Train 
for New Job or On Current Job, by Firm Size (percent)

Total,  
All firms

Firm size

Small 
(<100 employees)

Large 
 (100+ employees)

Help search or train for new job

Yes 80.4 78.9 80.9

No 19.6 21.1 19.1

Total 100.0 100.0 100.0

Improve skills on current job 

Yes 92.0 91.3 92.2

No 8.0 8.7 7.8

Total 100.0 100.0 100.0

1 Includes all private sector wage-and-salary workers aged 15–65 except unpaid family workers.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.
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business owners and training
business owners as well as workers receive training to improve skills or help 
them search or train for new jobs. The 2004 sipp data indicate there were 
almost 18 million business owners aged 15–65 (Table 5.15). almost one-third 
of these owners had received training in the last 10 years. almost 15 percent 
had received training to improve their job skills during the past year.

Conclusions 
small firms are the first employers of most of the work force. more than large 
firms, they hire younger, less educated, part-time, and less skilled workers. 
small firms have hired much of the baby boom generation and are more likely 
to hire older workers; they have been primary employers of women entering 
the work force for the first time. The workers who find their first jobs in small 
firms are a diverse group, but they include many of those less prepared by 
prior education, experience, or economic background to meet the changing 
demands of the workplace of the 21st century. 

preliminary evidence indicates a decline in employer-provided training 
from 1996 to 2004. This may be the result of many factors, including a changing 

Table 5.15 Business Ownership1 and Training by Type of Training, 2004 

All business 
owners

Corporations
Type of proprietorship

Partnership Alone

All business owners  
(thousands)

17,754 5,280 1,774 8,893

Training in last 10 years 
(thousands)

5,749 1,650 578 2,943

Percent 32.4 29.8 31.7 31.6

Training for job search/new 
job (thousands)

457 88 45 261

Percent 2.6 1.6 2.5 2.8

Training to improve job skills 
(thousands)

2,602 768 268 1,383

Percent 14.7 13.9 14.7 14.9

1 All persons aged 15–65 at the end of the reference period who had one business during the reference 
period.
Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.
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work force and the competition for scarce resources in a firm’s total compensa-
tion package. other benefits may have higher priority for both employees and 
employers. The levels of training available are linked to costs. employers must 
make tradeoffs between wages and nonwage benefits, including training.

expected demographic and economic changes over the next decade will 
require a better educated work force and more flexibility in training. a smaller 
pool of workers will place an additional burden on firms, especially small firms, 
to offer training to workers with marginal skills. a more diverse and aging 
workforce will present challenges for training programs that are flexible and 
adaptable to a range of needs.

improved technology and telecommunications can help meet these needs 
through e-learning, internet-based options, and other innovative approaches. 
rapid shifts in the industries generating new jobs mean that workers will need 
to constantly upgrade their skills to make them productive in a fast-paced 
environment. more technologically literate, trained workers will be needed 
as firms increasingly employ complex and advanced production techniques to 
compete in the global marketplace.

all of these trends will place new demands on educators and businesses 
to improve the training of the nation’s work force. small firms, which already 
invest heavily in training of new and re-entering workers, will continue to play 
an important role in flexible skill development. training for aspiring entre-
preneurs and owners of existing small businesses is also important to foster a 
wide range of ownership skills that promote business success and facilitate job 
creation in the u.s. economy.

Workers obtain training in small firms that is general and flexible, allow-
ing them to adapt to changing economic conditions and technologies. While 
they receive less formal job-specific instruction, they take away enough train-
ing—formal and informal—to increase their incomes by the same proportion 
as workers with similar backgrounds in large firms. small firms provide—and 
bear the direct and indirect costs of—much of the initial training that makes 
workers productive in america’s businesses, large and small.
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appendix
The survey of income and program participation (sipp) conducted by the 
bureau of the Census is designed to collect information about cash and non-
cash income, assets and liabilities, and taxes paid, as well as a wide variety of 
labor market data.

From these data, better estimates of income, poverty, and wealth can be 
derived. sipp provides data to address a wide range of policy questions cover-
ing issues related to household and individual well-being and training. The 
data on training used in this chapter are from Wave 2 sipp interviews con-
ducted between June and september 2004. The sipp sample consists of about 
45,000 household units (including roughly 100,000 individuals) selected to 
represent the noninstitutional population of the united states.

a distinguishing feature of sipp is that it is a longitudinal survey. each 
sipp panel is divided into four rotation groups. one rotation group is inter-
viewed during the first four weeks of each month. one cycle or wave of inter-
viewing of the four rotation groups requires four months; thus each household, 
of which there are about 10,000 in the 2004 panel, is interviewed three times 
a year. The reference period is the four-month period preceding the interview 
month.

of particular importance for this chapter is the education and training 
History topical module administered in sipp Wave 2 (June to september 
2004), which includes information about individuals participating in a training 
program. it also contains information on the size of the firm that individuals 
worked for, provided they held a job during the reference period. This makes it 
possible to link information on training program participation to the informa-
tion on firm size.

The education and training History topical module provides information 
on work-related training apart from high school or college. The module asks 
specifically about two kinds of training: 1) training that helps persons search or 
be trained for a new job, and 2) training that helps improve skills in a person’s 
current job. both types of training are analyzed in this chapter and considered 
“formal” training. next, the survey asks how many training activities of each 
type, lasting one hour or more, were received by the worker in the past 12 
months. only then is the respondent asked who sponsored or paid for their 
most recent training. if the current or previous employer sponsored or paid for 
this training, it is considered employer-provided training.
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two sets of questions are asked about training: a first set related to either 
kind of work-related training received in the previous 10 years, and a second and 
more extensive set that pertains to an individual’s training in the previous year.

For the second set of questions, information is also available about the 
length of training and who paid for it. only the data describing a respondent’s 
training in the previous year are examined in this chapter. sipp offers more 
information about training in the previous year than about earlier training pro-
grams; training in the previous year is more likely to have been received on an 
individual’s current job.

information about participation in training programs at work is relevant 
to this chapter because it provides insight into the amount of training offered 
by firms of different sizes. However, information about where people who 
participate in an off-site training program find employment is also of inter-
est, because it permits analysis of how the labor market allocates such per-
sons among firms. The training data from sipp provide insight into the issues 
of whether small or large firms offer more in-house training programs, who 
obtains such training, and where individuals who participate in training pro-
grams outside the workplace find employment.

in sipp Wave 2, respondents were asked “did [you] ever receive train-
ing designed to help [you] find a job, improve skills, or learn a new job?” 
Follow-up questions for these responding “yes” were “do [you] use this train-
ing on [your] [most recent] job” and “where did [you] receive this training?” 
numerous training programs are referred to, including those at work and those 
at a previous job.

The data leave some ambiguity about when training actually took place 
because respondents are not explicitly asked if their most recent training pro-
gram experience occurred while they were working for their current employer. 
The error is probably small, however, because individuals tend to receive train-
ing soon after being hired at a firm and the sipp data provide information 
about an individual’s most recent training experience. The same ambiguity 
exists for business owners.
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Table 5A.1 Purpose of Job Skills Training Received During Past Year by Wage-and-salary  
Workers by Firm Size, 2004 (percent)

Training design Total, all firms
Small firms 

(<100 employees)
Large firms 

(100+ employees)

Basic skills 38.2 37.6 38.5

New specific job skills 56.0 56.8 55.8

Upgrade skills/knowledge 78.1 78.8 77.8

Introduce company policies 35.9 29.9 37.9

Prepare for another job inside 
the organization

22.6 22.7 22.5

Prepare for another job outside 
the organization

12.7 16.0 11.7

Something else 13.5 16.6 12.5

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.

Table 5A.2 Education Level and Vocational Certification of Wage-and-salary Workers1 by Firm 
Size, 2004 (percent)

Total, all firms
Small firms

(<100 employees)
Large firms

(100+ employees)

No vocational certificate 56.1 61.0 53.2

Vocational certificate

  < High school education 27.2 23.2 29.6

  High school diploma 0.6 0.7 0.5

  < One year of college,  
  no degree

6.5 6.9 6.3

  One+ years of college,  
  no degree

1.6 1.5 1.6

  Associate degree, or  
  higher degree

2.8 2.5 3.0

  Total, vocational certificate 38.7 34.8 41.1

Other 5.2 4.2 5.7

Total 100 100 100

1 Includes all private sector wage-and-salary workers, except unpaid family workers.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.
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Table 5A.4 Work-related Training Experience1 of Baby Boomer Wage-and-salary Workers  
Employed in 2004 by Firm Size 

Total,  
all firms

Firm size

Small 
(<100 employees)

Large 
(100+ employees)

Total wage-and-salary workers2 (thousands) 42,911 15,021 27,889

All training1 during the last 10 years 

  Thousands 16,641 4,587 12,053

  Percent 38.8 30.5 43.2

All training1 on current job in past year

  Thousands 8,970 2,180 6,790

  Percent 20.9 14.5 24.3

Help search or train for new job 

  Thousands 1,014 321 692

  Percent 2.4 2.1 2.5

Improve skills on current job 

  Thousands 7,956 1,858 6,097

  Percent 18.5 12.4 21.9

1 Includes baby boomer workers who received either: 1) training to help search/train for new job, or 2) train-
ing to improve skills in current job and were aged 40–58 at end of reference period.
2 Includes all private sector baby boomer wage-and-salary workers aged 40–58, except unpaid family 
workers.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.

Table 5A.5 Weeks of Job Training for Wage-and-salary Workers1 by Type of Training and 
Firm Size, 2004 (percent)

Total, all firms
Small firms

(<100 employees)
Large firms

(100+ employees)

Training to improve skills in current 
job by firm employment size (weeks)

1–4 59.9 46.0 64.4

5–10 18.2 20.9 17.4

11+ 21.8 33.1 18.2

Training to help search/train for new 
job by firm employment size (weeks)

1–4 47.5 44.5 48.8

5–10 17.6 22.4 15.5

11+ 35.0 33.2 35.8

1 Includes all private sector wage-and-salary workers, except unpaid family workers.

Source: U.S. Small Business Administration, Office of Advocacy. Tabulations of unpublished data from the 
U.S. Census Bureau, DataFerrett, Survey of Income and Program Participation (2004), Wave 2.



A Tax Policy Update for America’s Small Businesses 147

6	�A tAx policy updAte for  
AmericA’s smAll businesses

synopsis
taxes are perennially listed as a significant concern of America’s small business 
community. 1 entrepreneurs face a complex and ever-changing web of federal, 
state, and local (and sometimes international) tax rules and burdens. significant 
advances in data availability and econometric methods have spawned a large 
and growing body of literature on the effects of tax policies on small business 
activity. The bulk of prior research effort has been focused on tax rates, while 
public discourse is focused on nonrate tax policies such as depreciation rules, 
health insurance deductibility, and when state governments have the right to 
tax multi-state businesses. 

This report is intended to shed greater light on several prominent federal, 
state, and local tax issues faced by small businesses today. First, a discussion of 
federal tax issues focuses on the individual income tax, the alternative mini-
mum tax (Amt), the corporate income tax, and the estate tax. policy issues 
at the federal level include the possible extension of the 2001 and 2003 federal 
income tax rate cuts, possible solutions to the burgeoning Amt filing popula-
tion, and whether to change the tax treatment of small business investment 
(through depreciation rules), health insurance costs, and carried interest.  

turning to state and local tax issues next, the author discusses several key 
nonrate tax issues that are receiving increasing attention by policymakers but 
have not been as intensively studied by researchers:

•  the small business implications of recent changes in state business taxa-
tion (namely, the taxation of variants of gross receipts instead of net busi-
ness profit as a way to tax business activity), 

1 This chapter was written by Associate professor of economics donald bruce, ph.d., university of 
tennessee, Knoxville, tn 37996, dbruce@utk.edu, (865)974-6088. professor bruce expresses grati-
tude to Will Hamblen, Kate Harper, and Zach richards for the very helpful research assistance they 
provided in the preparation of this report.
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•  efforts by state and local governments to streamline sales tax rules in 
order to eventually be able to tax multi-state (and especially online) com-
merce more efficiently, 

•  state efforts to “decouple” from federal tax rules, and 

•  key changes in the legal landscape such as recent rulings regarding the 
uses of tax breaks to lure business activity and the determination of nexus 
for multi-state tax purposes. 

The context for this discussion is the latest evidence of the total state and 
local business tax burden, recognizing that small businesses pay much more 
than the income and payroll taxes that have received so much attention in the 
economics literature.

The report’s closing section focuses on a few emerging themes that will 
place additional pressure on federal, state, and local tax systems and will thus 
have implications for small businesses. specifically, the discussion looks at 
issues related to the aging of America’s population, the rapidly expanding 
technology of tax planning through legal and illegal means, and the coming 
growth of environmentally conscious tax policies, as well as how those trends 
will couple with pre-existing pressures to force discussion of fundamental tax 
reform in 2009. 

Throughout, the report considers the economic, demographic, and politi-
cal forces that have given rise to recent tax policy changes and current tax policy 
debates. The nation’s federal, state, and local governments all face continuing 
pressure on all of these fronts, and it will be important to establish the appro-
priate policy context for each of the specific tax issues under consideration. 
For the purposes of this report, the author sets aside issues with respect to the 
size of the tax pie and focuses instead on the issues involved in the structure 
of federal, state, and local tax systems. in this vein, it is critical to be able to 
discuss possible changes to the tax landscape without worrying as much about 
the revenue impacts.

Federal tax issues Faced by small businesses
perhaps the most prominent topics in federal taxation today are whether to 
make the 2001 and 2003 income tax rate cuts permanent, the future of the 
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alternative minimum tax (Amt), and the future of estate taxation. These are 
discussed in the sections that follow, along with several other federal tax issues 
that might have implications for small businesses in the coming years.

Individual Income Tax Issues 
The broad reductions in marginal tax rates that were implemented in 2001 
and 2003 are set to expire at the end of 2010 when the law reverts to 2001 
tax law, barring new policy action. This is a particularly critical issue for small 
businesses, the majority of which pay federal taxes through the individual (not 
corporate) income tax.2 potentially affected firms include sole proprietorships, 
partnerships, s corporations, and other pass-through entities. coupled with 
the increase in tax rates on regular income (and corresponding tax bracket 
adjustments) will be a reversion from the favorable tax rate applied to quali-
fied dividend income to regular income tax rates. This will increase the cost of 
raising equity capital and distort business decisions (for example, by reducing 
the incentive for profits to be redistributed to shareholders and increasing the 
incentive to hold profits as retained earnings). 

As with the tax rates on ordinary and dividend income, attractive tax pro-
visions for certain capital gains are set to expire or be scaled back at the end 
of 2010. Additionally, asset classes will be modified based on holding periods, 
potentially necessitating additional recordkeeping and adding to overall tax 
code complexity or compliance costs faced by small businesses.  The higher tax 
rates themselves could potentially reduce the returns to some small business 
investments and also reduce the available pool of startup capital. At the same 
time, the higher capital gains tax rates will provide a benefit to small businesses 
in the form of an increase in the marginal value of the exclusion for qualified 
small business stock. 

The extent to which these tax cuts will be allowed to expire is certain to be 
a matter of significant public discussion in the coming years. Fiscal pressures 
suggest that the odds of all of the tax cuts being made permanent are quickly 
falling. With this in mind, it is important to consider the implications of a 
pending tax rate increase. While earlier research tended to find a positive cor-
relation between tax rates and entrepreneurial activity, the most recent work 
suggests that higher tax rates reduce entrepreneurial activity. indeed, results 
from the study by bruce and Gurley (2005) suggest that tax rate increases on 

2 bruce and Gurley-calvez  (2008) show that corporate entities have filed a smaller share of all business 
tax returns over time, with the corporate share falling to only about 8 percent by 2002.
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the order of what might happen at the end of 2010 could have very large nega-
tive impacts on the level of entrepreneurial activity in the economy.

Another individual tax issue faced by small businesses is the deductibility 
of health insurance costs. While full deductibility is now possible under the 
individual income tax, full deductibility under the payroll tax is not permitted. 
This differential treatment drives a wedge between the cost of health insur-
ance faced by small businesses and that faced by wage workers, who enjoy 
full deductibility under both taxes. recent research has found that greater 
deductibility of health insurance premiums can enhance small business survival 
(Gurley-calvez, 2006).

Among the potentially expiring tax provisions of interest to small busi-
nesses is the tax credit for pension plan startup costs. This credit, which equals 
half of the first $1,000 of eligible costs associated with starting and adminis-
tering a qualified pension plan for the plan’s first three years, is available to 
firms with fewer than 100 employees that received at least $5,000 in compen-
sation in the prior year. Further, the credit is available to all qualifying small 
firms regardless of whether they file individual or corporate income tax returns.  
The expiration of this credit at the end of 2010 will reduce the incentive for 
small businesses to establish retirement plans for their employees, and will thus 
reduce those firms’ ability to attract high-quality workers.

The tax treatment of carried interest is an issue that has received atten-
tion in recent years. carried interest is a claim that the general partner of 
a private investment fund has on a share of the fund’s returns above some 
minimum rate of return. These returns, along with annual management fees, 
are paid to the general partner and distributed to individual managers in 
return for managing the fund’s assets and for contributing a small portion of 
the fund’s initial capital. 

on average, management fees and carried interest constitute two-thirds 
and one-third, respectively, of total payments to the general partner. per cur-
rent federal code, the individual partners of the general partner are taxed on 
these payments rather than the general partner itself. The fees are treated as 
wage-and-salary income and are subject to ordinary income tax rates (up to a 
current maximum rate of 35 percent). The carried interest is treated as invest-
ment income, however, and subject to long-term capital gains rates (up to a 
current maximum of 15 percent). 

The debate surrounding carried interest involves whether this tax dif-
ferential is warranted. The most extensive proposals call for taxing carried 
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interest as regular income. changing the way in which carried interest is 
taxed could affect businesses in a few key ways. First, it could alter effective 
corporate income tax rates. since corporate profits are taxed at the firm and 
individual level, higher rates on carried interest will increase the degree of 
double taxation on a fund’s profits that are from businesses that pay cor-
porate income taxes. raising rates (through the expiration of the 2001 and 
2003 tax cuts or some other reform) will raise effective corporate income 
tax rates, increasing the degree of double taxation. second, it may decrease 
productive small business activity to the extent that private equity firms are 
involved in their creation and funding.

Alternative Minimum Tax
The Amt was established in 1969 when it became known that a small num-
ber of very wealthy individuals were not paying any federal income taxes. if 
a taxpayer’s tax liability is found to be too low relative to their income, they 
might incur Amt liability now in addition to any regular income tax liabil-
ity. unfortunately, the income threshold for Amt liability is not indexed for 
inflation. combined with the 2001 and 2003 tax cuts (which reduced most 
individuals’ tax liabilities relative to their income), this nonindexation has 
caused growth in the number of taxpayers potentially subject to the Amt. 
researchers at the tax policy center estimate that more than 23 million tax-
payers will have been affected by the Amt in 2007.3

since 2001, congress has regularly raised the Amt exemption amount 
on a temporary basis in an effort to stave off this growing problem. The cost 
of this annual “patch” rises each year, suggesting that a permanent solution 
will eventually become necessary. outright repeal of the Amt will be a very 
expensive proposition, so it is more likely that an Amt reform will preserve 
its basic structure and intent, while possibly  indexing for inflation. small busi-
nesses will want to keep track of Amt reform discussions, as any change in 
Amt policy can lead to higher or lower overall marginal tax rates.

Corporate Income Tax Issues
The small business implications of corporate income tax policies are much 
more significant at the state level, as discussed below. some important fed-

3 see burman, Gale, leiserson, and rohaly (2007).
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eral issues are worth mentioning here. These are particularly important for 
incorporated small businesses that pay federal corporate income taxes. First, 
changes in expensing rules for business investment are in constant flux given 
policymakers’ taste for using depreciation rules as a primary vehicle for eco-
nomic stimulus. While a certain dollar amount of qualified business assets may 
be expensed, that amount has changed over time, and short-term increases 
in it have been greatly reduced. indeed, small businesses paying their taxes 
through the individual income tax face a similar set of confusing and ever-
changing depreciation rules.

increases in expensing allowances and bonus depreciation allow businesses, 
and especially small businesses whose investment falls below the phase-out 
amounts, to either make new investments or to make investments earlier. it is 
not clear from the available research, however, whether the changing deprecia-
tion rules have meaningful impacts on the overall level of business investment 
or on the distribution of investment among small and large businesses, rather 
than just on the timing of investment. This will be a particularly important 
topic for future empirical analysis of business decisions.

like the individual income tax, the federal corporate income tax has a 
corresponding alternative minimum tax. unlike the individual Amt, the cor-
porate Amt has not been adjusted for inflation in recent years. This is perhaps 
because of the starkly different public perception of a rising corporate Amt-
filing population.4 As the corporate Amt-filing population grows over time, 
small and mid-sized corporations may be most affected since they are most 
likely to be just below the filing threshold now. This only increases the overall 
effective marginal tax rate on corporate income, and carries the usual effects on 
the cost of raising capital. it also potentially reduces the incentive to incorpo-
rate among noncorporate entities. This boils down to a tradeoff between the 
individual income tax and the Amt and corporate equivalents.

Estate Tax Issues 
The gradual repeal of the federal estate tax that was set in motion in 2001 
received prominent attention and support from the small business commu-
nity. opponents of estate taxation pointed to its effects on family businesses, 

4 Following the first year of operation, during which all corporations are exempt from the corporate 
Amt, firms may face Amt liability if their average annual gross receipts exceed $5 million over the 
first three tax years and $7.5 million for the next three tax years.
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recounting stories of firms that were dissolved, rather than passed down to 
heirs, in order to pay the estate tax. it is well known that the full repeal of the 
estate tax in 2010 will be fully reversed in 2011 unless the law is changed to 
make the repeal permanent (or to preserve some elements of the repeal).

The qualified family-owned business interest (QFobi) exemption will 
come back into play with the reversion to 2001 law in 2011, assuming no pol-
icy changes. Those with eligible business assets will enjoy lower estate taxes on 
the same amount of wealth than those without eligible assets. This may have 
several important effects on small business activity. First, it might encourage 
taxpayers to shift assets into business form, or to avoid liquidating existing 
businesses, when possible. it might also encourage the overvaluation of busi-
ness assets, the removal of nonbusiness assets from the estate, or the use of 
costly additional estate planning resources. This tax differential between asset 
types might lead to a misallocation of capital and employment of heirs by 
requiring businesses to stay in the family. 

state and local tax issues Faced by small 
businesses
before discussing the details of current and pending state and local tax issues 
faced by small businesses, it is important to establish the context within which 
the tax changes are taking place. state and local governments have experi-
enced tremendous pressures in recent years for many reasons, some obvious 
and some less so. The largest component of state and local government spend-
ing is education. recent court cases in many states and federal requirements 
to track student performance have placed restrictions on the size and structure 
of education finance systems.5 several states have had to turn away from the 
property tax as the primary vehicle for funding public schools. in some states, 
a turning away from the property tax has been the result of tax revolts rather 
than legal mandates. 

A second key source of state and local fiscal pressure is health care 
inflation. it is well known that growing health care costs have burdened state 
and local governments responsible for providing health benefits to government 

5 The national Access network reports that 43 states plus the district of columbia have faced some 
form of legal challenge of their school funding systems, and states have lost the majority of those chal-
lenges (http://www.schoolfunding.info/states/state_by_state.php3).
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employees in addition to individuals who qualify for low-income health care 
assistance programs (notably medicaid). policymakers have limited options 
when faced with rising health care costs, so other discretionary spending is 
typically cut or taxes are increased.

increasingly mobile tax bases have increased the importance of tax com-
petition for state and local governments. Thanks to technological advances 
and relatively cheaper transportation options, individuals and businesses are 
better able to “vote with their feet” to reduce their tax burdens. This relates 
to the common criticism that state and local tax systems were designed for an 
economic structure that no longer exists. indeed, the increasing mobility of 
taxable activities has paralleled strong growth in hard-to-tax elements of the 
economy, such as services, electronic commerce, and intangibles.

in the face of these pressures, state and local governments have turned 
toward higher taxes on businesses and outsiders, neither of whom vote (directly, 
at least) for or against state and local policymakers. in some cases, as discussed 
in greater detail below, small businesses might end up bearing a disproportion-
ate share of an increased burden.

Recent Developments in State Corporate Income Tax Policy
Adding to the pressure on state business tax revenues has been a gradual 
decline in the base for the major business tax in most states: taxable corporate 
profits. of course, some of this base erosion has been the result of state and 
local efforts to provide tax incentives to presumably important businesses that 
were recruited into an area. other forces in the base erosion have been aggres-
sive corporate tax planning activities (either to physically move to lower-tax 
jurisdictions or to use accounting and other methods to reduce the share of 
profits that are taxable in a particular state), and federal tax changes (such as 
bonus depreciation) that reduce tax bases for states where the state tax code is 
linked to federal rules.6

The flagging performance of state corporate income taxes in recent years 
has led states to revisit their business tax systems. For most states, this process 
has involved making changes to existing corporate income taxes in order to 
shore up falling bases. in a small number of other states, business tax systems 

6 see Fox (forthcoming) for more on the fiscal pressures facing state business taxes, bruce, deskins, and 
Fox (2007) for more detail on corporate tax planning, and luna and Watts (2007) for more discussion 
of the issue of state-federal corporate tax linkages.
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have been fundamentally changed in such a way as to expand the taxable base 
while lowering the tax rate. each of these changes has potentially important 
implications for small businesses.

efforts to shore up existing corporate income tax systems include such 
things as the assertion of economic nexus (rather than physical presence), 
the adoption of combined reporting requirements, changes in apportion-
ment formulas, and decoupling from key federal tax changes. states have 
attempted many other things to save their corporate tax systems, but the 
focus here is first on these four major approaches, then on more fundamental 
state business tax changes.

Economic Nexus. For a state to collect business income taxes, the busi-
ness involved has to have what is called nexus, or some attachment to the state. 
traditionally, nexus for corporate income tax purposes has been defined by 
public law 86-272, which essentially requires the business to have some form 
of physical presence in the state that wishes to collect the tax. However, two 
recent court cases have called this into question. in both the Lanco and MBNA 
cases, states asserted that the businesses in question had sufficient nexus as 
a result of substantial economic presence, either by license agreements with 
affiliates or by efforts to generate sales in the states.7 These cases were not 
reviewed by the u.s. supreme court, so some states have taken this to imply 
tacit acceptance of economic nexus.

While this issue is perhaps more relevant in the few states that have fun-
damentally changed their business tax systems (see below), the general trend 
away from physical presence nexus toward economic presence has broad impli-
cations for virtually every state and local tax system and certainly for small 
businesses operating or selling goods or services in multiple states. This issue 
will be revisited in the discussion of sales tax challenges below.

in simplest terms, a small business in one state that generates sufficient 
sales in another state may end up generating a new state tax burden if those 
sales satisfy the second state’s definition of economic nexus. This is consis-
tent with the general trend in state business tax systems to expand the tax to 
a broader set of businesses, especially those operating in multiple states that 
might not have had sufficient nexus under p.l. 86-272.

7 Lanco, Inc. v. Director, Div. of Taxation, docket no. A-89-05 (n.J. october 12, 2006), and Tax Comm’r 
of the State of W. Va. v. MBNA America Bank N.A., docket no. 33049 (W.Va. november 21, 2006).
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Combined Reporting Requirements. A similar issue involves business 
actions to spin off certain segments of their operations, or to create passive 
investment companies or other affiliates, to escape business tax liability in cer-
tain states. states have attempted to counter this trend by adopting so-called 
combined (or unitary) reporting requirements, under which all related entities 
in a unitary system must file their business tax returns together. This practice 
has become especially important in recent years, with nearly half of all states 
enacting combined reporting requirements.8

combined reporting requirements have the obvious effect of pulling cer-
tain out-of-state entities into (or back into) state business tax systems. it is not 
clear how this might affect small businesses, however. on the surface, small 
businesses that were created for the purpose of avoiding state business taxes in 
other states might be folded back into corporate structures, leading to a false 
conclusion that small business activity has suffered. Alternatively, combined 
reporting rules might encourage some corporate entities to reclassify them-
selves as noncorporate entities. 

These two possible responses represent a change not in the level of busi-
ness activity, but only in the organization of it into various types of businesses. 
yet another outcome from combined reporting requirements might be an 
increase in small business activity, as the tax playing field is at least partially 
leveled between larger multi-state corporations and smaller single-state firms. 
indeed, this possibility is borne out in research by bruce and deskins (2006), 
who find that states with combined reporting rules tend to have more small 
business activity. 

Apportionment Formulas. income earned by businesses that operate in 
multiple states (and have nexus in those states) is apportioned among the tax-
ing states for corporate income tax purposes. Historically, most states placed 
equal weight on business payroll, plant and equipment, and sales in determin-
ing the share of the corporation’s total profits that can be taxed by any single 
state. over time, however, many states have elected to place more weight on 
the sales factor. cline and neubig (2007) report that only 11 states now use 
equal weights on all three factors, with 18 states using a 100 percent weight on 
sales and the others using at least a double weight on the sales factor. 

increasing the sales factor weight effectively takes some of the tax burden 
off mostly in-state firms with significant amounts of payroll or plant and equip-

8 see cline and neubig (2007) for more information on the spread of combined reporting.
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ment and places it on firms with less physical presence (in terms of those two 
factors) but more sales in a state. As with the policy actions noted above, this 
is intended at least in part to spread a state’s corporate tax system to a larger 
number of taxpayers. From the state’s perspective, this action can also serve as 
an economic development tool since it can reduce the tax burdens borne by 
many in-state firms. it is not clear which, if either, of these possibilities is most 
relevant for small businesses.

Decoupling from Federal Provisions. it has become increasingly popular 
for the federal government to enact stimulative policies through the corpo-
rate and individual income tax codes. unfortunately for states that are linked 
closely to the federal corporate income tax structure, any federal tax break 
directly becomes a state tax break unless the states act to break that link (i.e., 
to “decouple” from the federal provision). This has become more and more 
common in recent years as states have been reluctant to follow the federal pro-
visions, which often would otherwise result in a loss of state tax revenues.9 

Fundamental State Business Tax Changes
in some states, the problems with corporate income tax systems combined 
with other state budget pressures have led to a fundamental change in the way 
those states attempt to tax business activity. The most extreme cases have been 
seen in ohio, michigan, and texas, where business taxes now resemble gross 
receipts taxes in one way or another. While the more incremental changes to 
existing corporate income taxes might affect small businesses on the margin, 
the shift toward gross receipts taxation could have more dramatic and far-
reaching effects. 

one significant feature of the business taxes in these three states is that 
they now apply to virtually any business entity, not just corporations. sole 
proprietorships, partnerships, and other noncorporate entities now find them-
selves facing state business tax liability in those states in addition to any indi-
vidual (or sales, property, or other) tax liability. Further, the base for these new 
taxes is some variant of gross receipts rather than net income. one potential 
advantage from the states’ perspective is that gross receipts taxes are not neces-
sarily subject to p.l. 86-272 nexus, which—by the assertion of those states—

9 see luna and Watts (2007) for an interesting discussion of the extent to which states have decoupled 
from federal tax provisions in recent years.
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applies only to business income taxes. This further expands the reach of state 
gross receipts taxes to a broader set of largely out-of-state firms.

in the extreme, the new systems can also create tax liabilities for firms 
with net operating losses.10 Further, recent research by rork and Wheeler 
(2008) shows that shifting from a corporate income tax to a gross receipts 
tax can create winners and losers, raising the usual sorts of horizontal and 
vertical equity concerns. Additionally, the fact that states focusing on gross 
receipts taxation are not “playing well with others” in the sense that their 
business taxes are not well aligned with the federal system or those in other 
states makes the overall business tax environment potentially more complex, 
especially for smaller businesses.

Moving Beyond Business Income Taxation
of course, it is important to note that income taxes (either on businesses 
themselves or on individuals) represent a small share of the total state and local 
business tax burden. in the latest of a series of regular reports on the total tax 
burden borne by businesses, phillips, cline, and neubig (2008) estimate that 
property taxes on business property and general sales taxes on business inputs 
are the two most important state and local taxes paid by businesses. These two 
taxes represent 35.1 percent and 22.9 percent, respectively, of the total state 
and local business tax burden. A major sales tax issue could have important 
implications for small businesses.

The Streamlined Sales Tax Project. As with the corporate income tax, 
state and local governments have witnessed significant erosion of the base of 
a relatively more important tax, the general sales tax. shifts in consumption 
away from generally taxable goods toward generally tax-exempt services, the 
continuing process of legislated sales tax exemptions, and the rapid growth 
of remote (and especially electronic) commerce have all played a role in the 
gradual decline of the state and local sales tax base (bruce and Fox, 2000).

states have typically responded by continually raising their sales tax rates 
rather than expanding sales tax bases, as expanding the sales tax base to include 
more services has proven to be politically very difficult in some states. in the 
case of remote commerce, in-state shoppers who buy something out of state 
are legally obligated to remit use tax in an amount equivalent to what the 

10 see pogue (2007) and testa and mattoon (2007) for much more on the pros and cons of state gross 
receipts taxation.
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sales tax would have been had the sale taken place in the state. it comes as no 
surprise that use tax compliance has historically been very low, at least among 
individuals, because of low enforcement.

The recent explosion of catalog and internet sales has cast greater light 
on the use tax issue, and has even led the states to begin working together to 
seriously consider simplification of state and local sales tax systems. states’ 
ability to enforce collection of sales (or use) taxes by an out-of-state seller on 
purchases by in-state consumers is limited, as with the corporate income tax, 
to situations in which the seller has nexus. interestingly, nexus for sales and use 
tax purposes has been gradually refined through a series of court cases to mean 
physical presence in much the same way as p.l. 86-272.11 The courts have left 
the issue open, however, calling on congress to reevaluate the appropriateness 
of a physical presence requirement. The states would like to apply an economic 
presence version of nexus, but have been challenged by congress to simplify 
their sales and use tax systems in exchange for a hearing on this issue.

Answering this challenge, a large number of states have formed the 
streamlined sales tax project (sstp). to date, 18 states are in full compli-
ance with the various provisions included in the resulting streamlined sales 
tax Agreement and another four states are reasonably close to achieving full 
compliance.12 The odds of eventual policy change in the states’ favor are sig-
nificant enough that many large multi-state retailers have begun voluntarily 
collecting and remitting sales taxes on remote sales by residents of participat-
ing sstp states. 

on net, this development is probably a positive one for small business. 
First, local small businesses have been at a competitive disadvantage relative to 
larger out-of-state businesses since sales taxes are almost always due on local 
purchases but can easily be evaded or avoided on many remote purchases. if 
states are successful in leveling the sales tax playing field between in-state and 
remote retailers, that competitive disadvantage will largely disappear. second, 
the broader tax base that would result from such changes might allow state and 
local governments to lower their sales tax rates. This is especially important 
considering that businesses end up paying up to 40 percent of all state and local 
sales taxes (ring, 1999).

11 Quill Corp. v. North Dakota, 504 u.s. 298 (1992).

12 Those provisions include such things as uniform definitions of potentially taxable items and rate sim-
plification within states, among many others.
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State and Local Individual Income Tax Developments
state taxes on individual income continue to play a prominent role in the tax 
portfolios of small businesses, certainly for noncorporate pass-through enti-
ties. While the practice has not become widespread, some states are following 
on trends to expand the reach of corporate income taxes to expand individual 
income taxes to those who earn a substantial share of their income by crossing 
state lines. professional athletes and performing artists have been prominent 
targets of these efforts, but more recent activity suggests that lower-profile 
individuals such as traveling business people might also be targeted. 

in terms of policy developments, perhaps the most important discussion 
involves possible federally mandated standards regarding the number of days 
one physically works in a state before that state can impose income taxation. 
Those standards vary from state to state, with some imposing tax after a single 
day of work and others requiring a minimum of up to 60 days of work before 
tax would be due. While it is unlikely that the environment for individual taxa-
tion will resemble business taxation to the extent that individual income will be 
apportioned among states in which it is earned, small businesses—especially 
those whose owners or employees cross state lines in the pursuit of income—
will certainly want to monitor these proceedings.

State and Local Property Tax Developments
A key component of recent state business tax changes has been a general reduc-
tion in taxes on business property, accompanied by extensive limitations on the 
scope and/or growth of property taxes in virtually every state. indeed, most 
states now have some form of statutory limitation on property taxation.13 on 
the surface, this means lower tax burdens for businesses of all sizes. digging 
more deeply, however, limitations on one source of tax revenue are easily cir-
cumvented by increasing taxes on other sources, namely on one or another 
form of business taxation.

Another issue related to property tax limitations is that property taxes are 
the most important source of local tax revenue. limits on local property tax 
systems, often set in place in the pursuit of more adequate or fair school fund-
ing systems, implicitly place more importance on state-level revenue instru-
ments. of course, the state revenue portfolio includes more taxes on business 

13 national conference of state legislatures (2002).
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activity than are present in local revenue systems, so this trend could lead to 
greater overall business tax burdens at the state and local level.

on another property tax issue, state and local governments have been 
famous for offering generous property (and other) tax breaks to lure mobile 
business activity. However, a recent court case has called the legality of these 
sorts of tax incentives into question.14 perhaps seeing the writing on the wall, 
states seem to be gravitating toward non-tax-incentive programs. The extent 
to which this might affect small businesses is difficult to determine. targeted 
tax breaks inevitably result in higher taxes elsewhere, so a turn away from these 
practices could provide benefits in the form of lower overall taxes for all firms.

looking Ahead: tax issues on the Horizon
The current wave of federal, state, and local fiscal pressures, which is likely to 
continue for some time, is also likely to be exacerbated by several emerging 
trends, including the effects of an aging population, expanding technology for 
tax planning, and the expansion of so-called green taxation.

Consequences of an Aging Population
The gradual aging of the American population poses a familiar set of problems 
for federal, state, and local budgets, and governmental responses to the prob-
lems could have important effects on small businesses. An older population 
will mean more demands on the social security and medicare budgets at the 
federal level. unless policymakers want to reduce benefits for those programs, 
payroll taxes will have to be raised. similarly, the aging population will con-
tinue to place upward pressure on health care costs, thereby increasing the 
costs of running a small business.

At the state and local levels, the aging of the population will have decidedly 
different impacts. older voters may fight harder for tax limitations, especially 
for the property tax, and tax burdens may be shifted further onto businesses. 
states with more balanced tax systems, especially those with stable sales taxes, 
will be able to weather the storm better than states that rely more heavily 
on individual income taxes, because individuals continue to spend money on 
sales-taxable items even as their incomes fall in retirement.

14 Cuno v. DaimlerChrysler, Inc., no. 3:00 cV 7247 (n.d.ohio 10/11/2006).
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The Expanding Technology of Tax Planning
The increasing mobility of tax bases, both domestically across state lines and 
internationally into other countries, will contribute to the ongoing prolifera-
tion of methods for reducing individual and business taxes. confronted by 
this increasing mobility, federal, state, and local governments will have to face 
the tradeoff between competing for mobile bases by lowering tax rates on one 
hand, and raising enough revenue to fund public service obligations on the 
other. local, less mobile tax bases will be asked to bear a larger share of the 
total tax burden unless major changes are made in how multi-jurisdictional 
activities are taxed. This has especially important ramifications for local small 
businesses that are not as easily able to relocate to a lower-tax jurisdiction or 
engage in costly yet sophisticated tax planning.

The Growth of Green Taxation
As oil prices continue to climb and Americans work harder to minimize their 
individual and collective impacts on the environment, it is likely that govern-
ments will join in by enacting new earth-friendly tax systems. under discus-
sion are cap-and-trade systems for pollution permits, carbon taxes that would 
penalize the largest emitters, tax incentives for alternative-fuel vehicles, and 
tax credits for “clean” production, among many others. Policymakers will cer-
tainly be creative as they think about using various tax systems to carry out 
environmental policies. small businesses involved in the green wave will likely 
benefit from the new direction in public policy, while others will be left hold-
ing the bill.

The nation is approaching an important period in tax policy history. The 
significant pressures posed by an aging population, increasingly mobile tax 
bases, and an ever-expanding dialogue on the impact of human activity on the 
environment will combine with the pending expiration of a significant num-
ber of important tax rates and policies to force a discussion of fundamental 
tax reform in 2009. it remains to be seen how that dialogue will affect small 
businesses, but current and potential business owners will certainly want to 
participate in the discussion.
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7	�business creation in the  
united states: entry, 
startup activities, and the 
launch of new ventures

synopsis
new businesses are significant contributors to the growth and productivity 
of the u.s. economy. Their importance warrants ongoing research efforts 
to develop relevant data sources with which to explore the dynamics of the 
business creation process.1 while a number of datasets are representative of 
the u.s. business population, only one—the panel study of entrepreneurial 
dynamics (psed)—defines a nationally representative sample of entrepre-
neurs who are in the process of starting a new business. This dataset permits 
detailed analysis of specific stages of the business creation process from the 
entrepreneur’s initial idea to the successful creation of a functioning new busi-
ness. it permits measurement of the elusive concept of “entrepreneurship” in 
terms of new firm creation—an accepted feature of most working definitions 
of entrepreneurship. 

significant research analyzing the business creation process has been based 
on the psed dataset. results of this research indicate that the extent of busi-
ness creation in the united states is enormous. in 2005, more than 12 million 
individuals were involved in starting more than 7 million ventures. in addi-
tion, the factors affecting entrepreneurial behavior have been found to be more 
complex than previously thought. socio-demographic factors including age, 
gender, and ethnic background appear to have a major impact on who is entre-
preneurial and participates in the business creation process. individuals and 

1 This chapter was prepared by paul d. reynolds, Florida international university, and richard t. 
curtin, university of Michigan, both co-principal investigators on the first and second panel studies 
of entrepreneurial dynamics (psed i and ii). The psed i project was sponsored by the 34 member 
units of the entrepreneurial research consortium, which included the u.s. small business adminis-
tration (sba) office of advocacy, two national science Foundation grants (9809841 and 9905255), 
and the ewing Marion Kauffman Foundation; the primary sponsor of psed ii was the Kauffman 
Foundation with funding from the office of advocacy. analysis and interpretation are those of the 
authors and not of the sba office of advocacy.
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teams develop and implement new firms with diverse procedures. existing evi-
dence indicates there is no one way to successfully start and grow a new firm.

research on factors associated with success of a new firm startup sug-
gests that personal background and socio-demographic attributes of individual 
entrepreneurs or entrepreneurs who work in teams have much less to do with 
business success than what these entrepreneurs actually accomplish in the early 
phases of the business creation process. The creativity and hard work of the 
entrepreneurs in the early phases, rather than their personal backgrounds, are 
key to successfully creating a viable new firm. according to one estimate, the 
amount of uncompensated time entrepreneurs devote to starting new firms 
is enormous—7.7 billion hours in 1999 and 9.9 billion hours in 2005. These 
hours equaled 2.1 percent of total paid work in the united states in 1999 and 
2.7 percent in 2005. This entrepreneurial activity is equal to almost one-half of 
the work hours for all u.s. self-employed workers for those years (20 billion 
hours in 1999 and 18 billion hours in 2005). 

The time required for an entrepreneur to start a business varies widely. 
only one-third of entrepreneurs will actually have a working business within 
the first six years. over the same period, another one-third of these nascent 
entrepreneurs will disengage. yet another one-third of these entrepreneurs 
will not have gotten past the earliest stages of the firm creation process in 
six years.

prior analyses of new firm creation suggest that u.s. business creation 
activity has been stable over the past several decades. entrepreneurship has 
been an integral part of american economic life and a viable personal career 
option. while the united states retains its status as a premier location for 
entrepreneurship activity, new firm creation and innovation, there is evidence 
of growing global competition. For example, international comparisons indi-
cate a significant increase in entrepreneurship and new firm creation in asia—
particularly related to growth-oriented new ventures. if the united states is to 
retain its competitive position, various approaches will be needed to facilitate 
entrepreneurship and new firm creation. These include enhancing the skills 
of individuals and teams of entrepreneurs and helping these innovators move 
beyond the early stages of a business idea to the implementation of a profitable 
new business.
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introduction
business creation began to attract attention in the sixteenth century, when a 
cadre of observers began to write about social and economic phenomena. it 
was noticed that some individuals specialized in organizing the resources—
money, people, suitable locations—for a new venture or initiative. This led 
to the creation of the concept of an ”entrepreneur,” or someone who engages 
in “entrepreneurial” activities. The amount of writing about entrepreneurship 
expanded considerably in the latter part of the twentieth century, reflecting 
widespread recognition of many contributions from entrepreneurial initiatives. 
despite the substantial increase in attention from scholars and policymakers, 
detailed research on the entrepreneurial process itself has been modest. This 
gap has reflected both the amorphous nature of entrepreneurship and the lack 
of procedures for producing representative samples of entrepreneurs to scien-
tifically investigate the business creation process. 

This chapter describes the first systematic studies of business creation that 
utilize samples representative of the u.s. population of nascent entrepreneurs. 
The panel study of entrepreneurial dynamics (psed) research program pro-
vides—for the first time—a detailed description of how modern entrepreneurs 
create new businesses. while this unique national resource is relatively new, 
the research program has been widely imitated and has generated considerable 
analysis,2 which has substantial implications for practitioners and policymak-
ers. This overview summarizes the justification for the research program,3 the 
methodological protocol, and a selection of the major findings.4 

conceptions of entrepreneurship 
Few concepts are more ambiguous than “entrepreneurship.” The French 
word “entrepreneur” originally described an individual “who unites all 
means of production and who finds in the value of the products … the 

2 an extensive and useful summary of the analysis based on psed-based studies is found in davidsson, 2006.

3 Major sources for this review include reynolds, 2000; Gartner, et al., 2004; reynolds, 2007; and 
reynolds and curtin, 2008. Full details and datasets related to the research program are available on 
the project website, http://www.psed.isr.umich.edu.

4 as of december 2007, nine dissertations and theses, seven books and monographs, 45 peer-reviewed 
journal articles, eight book chapters, and five dozen conference presentations had utilized the psed 
datasets; the current bibliography of psed-based scholarly works is available on the project website, 
http://www.psed.isr.umich.edu.
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reestablishment of the entire capital he employs, and the value of the 
wages, the interest, and rent which he pays, as well as profits belonging 
to himself.”5 in other words, the entrepreneur is the person or team that 
establishes a venture. early english translators did not know whether to 
use the term “undertaker” or “adventurer” to describe such individuals. The 
entrepreneurial concept reflects the idea of opportunity recognition and 
success as a coordinator and administrator but does not necessarily imply 
creating something new or innovative. it does imply that the entrepreneur 
bears some risk or uncertainty,6 including excessive optimism about the 
extent of a business opportunity.

The idea that entrepreneurship is a positive contribution to economic adap-
tation and change was conveyed by the idea of “creative destruction.”7 it was 
suggested that the creation of new productive activities led to the beneficial 
replacement of existing firms, displacing them with firms that provided new 
goods and services or that used new productive mechanisms to provide estab-
lished commodities more efficiently. some now consider “innovative entrepre-
neurship” as the only form worthy of serious attention;8 others have suggested 
that only those few new firms receiving venture capital support, about 200 
each year, make significant contributions.9 identifying the level of innovation 
or impact on markets that is to be considered “real” entrepreneurship has not 
been resolved conceptually or operationally. 

another trend has been to focus on “opportunity recognition,” or how 
entrepreneurs identify markets for new goods and services.10 it has been sug-
gested that opportunity recognition should be the central feature of entre-
preneurial research.11 opportunities, however, are difficult to recognize until 
they have already been exploited. it is even harder to classify the quality of an 
opportunity. a new venture that grows quickly may be exploiting a “major 
opportunity,” and therefore may be labeled “entrepreneurial.” The concept of 
entrepreneurship can be applied to an active participant in any market, such 

5  say, 1816.

6  cantillon, 1730; Knight, 1921.

7  schumpeter, 1934.

8  baumol, litan, and schramm, 2007.

9  shane, 2008, 162.

10  penrose, 1959; Kirzner, 1979.

11  shane and venkataranam, 2001.
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as managers in commercial firms, now referred to as “intrapreneurs,” or even 
administrators or officials in government organizations or not-for-profits, 
often referred to as “social entrepreneurs.” 

perhaps the idea that entrepreneurs have unique dispositions or personali-
ties has derived from observations that individuals who organize inputs to cre-
ate a new good or service often seem very focused and driven.12 Many think that 
entrepreneurs have a need for achievement13 or a preference for risk.14 however, 
research efforts to define an “entrepreneurial personality” have found few stable 
empirical relationships (stylized facts or empirical generalizations).15 

individuals generally experience major life events—marriage, occupational 
choice—within a social network or group. similarly, creating a new firm is gen-
erally done in a network of social relationships.16 Therefore, entrepreneurship 
can be considered a social phenomenon as much as an individual career choice. 

intrinsic to all conceptions of entrepreneurship is the idea that some type 
of new business venture is created, whether through part-time self-employ-
ment or a substantial organization involving hundreds. a key question that 
follows relates to the types of individual behavior that lead to the creation of 
these new ventures. 

why care about Firm creation? 
why is firm creation important? Most significant is that new ventures replen-
ish and maintain the population of operating firms, which in turn power the 
u.s. economy. The annual increase in u.s. employer firms has averaged 1.0 
per 100 existing firms from 1990 through 2006. This reflects an average birth 
rate of 10.8 births per 100 firms, less an annual firm death rate of 9.8 per 100 
firms.17 by 2006 more than 600,000 new employer firms were being added to 

12 Kets de vries, 1985.

13 Mcclelland, 1961.

14 Knight, 1921.

15 Gartner, 1988.

16 aldrich, 2005; reynolds, 1991; Thornton, 1999.

17 employer firm counts for 1989 through 2006 from u.s. small business administration, 2007, table 
a.1 and employer firm births and deaths from table a.2. birth and death rates used total employer 
firms in the previous year as the base. 
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the economy each year—one for every 200 employed persons. new firm cre-
ation is central to economic growth in the united states. 

Firm creation has important economic implications. First, new firms 
have generated new sectors or markets—from automobiles to computers to 
consumer services. The emergence of new sectors reflects a flurry of new 
firm creation.18 

second, initial assessments of the impacts of entrepreneurship and new 
firm creation focused on net job gains by size19 which led to substantial con-
troversy over the impacts of small versus large firms.20 The most recent evi-
dence indicates that new independent firms are the source of half of all net 
job creation; the other half is accounted for by new branches and subsidiaries, 
reflecting expansions of existing firms. in fact, the net job creation of all firms, 
branches, and establishments more than a year old is negative. after one year, 
losses from contractions and discontinued firms are greater than the job gains 
from expansions.21 

Third, longitudinal datasets on u.s. firms have made it possible to estimate 
the labor productivity of new, existing, and discontinuing businesses. it turns 
out that new firms have the highest labor productivity and are responsible for 
a major share of increases in sector productivity. while this varies by sector—
new firms are responsible for almost 100 percent of the productivity gains in 
retail and perhaps 30 percent in manufacturing—new firms are critical to the 
efficient production of goods 22 and displace less efficient existing firms.

Fourth, new and small firms are a major source of technical and market 
innovations. one effort to track the source of technical innovation by firm size 
found that small firms produced one-half of new innovations.23 small firms are 
also a major source of market changes.24 

Fifth, researchers have investigated the relationship between measures of 
new firm creation and national and regional economic growth. There is consis-
tent evidence of a modest positive association between the level of new entries 

18 hannan and Freeman, 1989; carroll and hannan, 2000; Klepper, 2002.

19 armington and odle, 1982; birch, 1997, 1981; schreyer, 1966.

20 brown, Medoff, and hamilton, 1990; davis, haltiwanger, and schuh, 1996.

21 acs and armington, 2004.

22 Foster, haltiwanger, and Krizan, 2002; Foster, haltiwanger, and syverson, 2005.

23 audretsch, 1995.

24 baumol, 2005.
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or firm births in regions or countries, and economic growth in subsequent 
periods. while the causal mechanisms have yet to be clarified, the association 
is a robust finding.25 

There is also evidence that entrepreneurs have higher job satisfaction than 
those working for others.26 The capacity to create a business is an important 
career goal for a substantial number of those in the work force. estimates from 
the psed samples suggest that in 2006 about 12.6 million u.s. nascent entre-
preneurs were involved in about 7.4 million nascent enterprises27—more than 
the number of people who marry or become parents annually. by the time they 
reach retirement, almost half of all men in the work force will have a period of 
self-employment.28 

Finally, new firm creation is a major mechanism for immigrants to inte-
grate themselves into the economy.29 it is also a major route to enhanced eco-
nomic status for many, including women and minorities who may find limited 
advancement opportunity in their jobs.30 

resources for tracking business dynamics
what data resources are currently available to analyze the firm creation pro-
cess in the u.s. economy? a panel of experts convened to report on this issue 
for the national academy of sciences recently completed a study of busi-
ness dynamics.31 a summary of their business dynamics conceptual framework 
is presented in appendix 7a as Figure 7a.1. The presentation is organized 
around two major business phenomena: the business entity’s life course and 
the work career of typical individuals. 

This framework posits that two major processes lead to the conception of a 
new business. one process involves individuals shifting into the startup mode 
after a work career as employees holding jobs; the other involves individuals 

25 acs and armington, 2006; audretsch, Keilbach, & lehmann, 2006; van stel and Thurik, 2004.

26 blanchflower and oswald, 1998.

27 reynolds and curtin, 2008, 172.

28 reynolds and white, 1995, 5.

29 aldrich and waldinger, 1990; light and bonacich, 1988; portes and rumbaut, 2006.

30 reynolds, carter, Gartner, and Greene, 2004.

31 haltiwanger, lynch, and Mackie, 2007.
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initiating new firms as part of current job requirements, representing a startup 
sponsored by an existing firm.

The major purpose of the conceptual framework is to identify existing 
datasets for research on business and career dynamics. a total of 26 different 
datasets were identified as relevant to some aspect of firm creation and busi-
ness dynamics; they are listed at the bottom of Figure 7a.1. only one dataset, 
the panel study of entrepreneurial dynamics (psed), provides information 
based on a representative national sample that permits detailed analysis of the 
firm creation process. The psed provides data describing the startup phase of 
the business dynamic processes. a wide range of issues can be addressed about 
both entrepreneurial activity and business dynamics, for example: 

Entrepreneurial Activity

• Who gets involved in creating a new business? 

• How many nascent entrepreneurs/nascent enterprises exist? 

• What do nascent entrepreneurs do to create a new firm? 

•  How long does it take to reach a resolution—a new firm or disengage-
ment—after entry into the startup process? 

•  What is the social cost, in terms of sweat equity and personal invest-
ments, associated with the firm creation process? 

•  how many individuals must implement how many firms to create one 
firm with substantial growth potential? 

Business Dynamics

•  To what extent are new firms based on advances in technology and 
science? 

•  What proportion of nascent enterprises complete the process to become 
a new firm? 

•  What is unique about nascent enterprises that become new businesses, 
compared with those that do not make the firm birth transition? 
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•  What is unique about the new firms expecting to have a substantial 
growth trajectory after launch? 

•  How do the startup procedures and strategies affect the trajectory of 
firms once they are launched?

all of these issues have great relevance for efforts to promote new firm 
creation and improve the efficiency of the process. without information on 
these issues, policies designed to increase the level of entrepreneurial activity 
could be ineffective or counterproductive.

identifying entrepreneurial activity 
serious analysis of the firm creation process has been complicated by the lack of 
representative samples of nascent entrepreneurs, individuals actively involved 
in business creation. a number of proxy measures have been employed, with 
mixed results. These have included measures of self-employment,32 new busi-
ness registrations,33 and new participants in markets (or market entry).34 
another strategy has been to utilize samples of convenience. none are fully 
satisfactory as indicators of the entrepreneurial or business creation process 
and data for these measures do not allow an adequate representation of busi-
ness creation activity. 

self-employment is widely available as a measure of labor force activity; it 
generally refers to a person working on their own account, full- or part-time, 
without any employees. in a sense, the self-employed represent the smallest pos-
sible business venture. Most are established, some are new. in some u.s. datasets 
a person managing such a business that has formally incorporated is considered 
a manager, even though there may be no employees—hence the distinctions 
between the unincorporated and incorporated self-employed.35 self-employment 
is often considered a “labor force activity” option, like full-time work, or being 
disabled or retired. as a choice offered for selection as “the” primary labor force 

32 see examples of research on self-employment in blanchflower, 2000; evans and leighton, 1989; le, 
1999; and parker, 2004. 

33 spletzer et al, 2004; u.s. small business administratin, 2004; or the dun and bradstreet dun’s Mar-
ket ideitifier files. 

34 orr, 1974; Geroski, 1995.

35  u.s. department of commerce, 2002, 4-5. 
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activity, self-employment does not capture individuals pursuing new firm cre-
ation while they have other established job or work responsibilities.

one assessment has been designed to capture those in the process of 
becoming self-employed.36 using the panel nature of the current population 
survey samples, those individuals that change status from no self-employed 
work to more than 15 hours a week in self-employment in two consecutive 
monthly interviews are considered “entrepreneurial”—but only for that month. 
while this captures some aspects of a transition into self-employment, the lack 
of information on the nature of the new business activity or any other form 
of business creation suggests it may capture only a narrow aspect of the busi-
ness creation process. The procedure also excludes individuals pursuing firm 
creation while they are employed or considered self-employed—more than 80 
percent of those involved in firm creation. 

Much research has been based on capturing new additions to an existing 
registry of firms, such as state lists of new incorporation filings, new employee 
establishments in the bureau of labor statistics unemployment insurance data 
files,37 new employer firms filing federal social security payments for the first 
time,38 or new listings in the dun and bradstreet credit rating files.39 in these 
examples it is possible to track the presence and scope of new ventures after 
they are incorporated into the registry, but there is little information about the 
point in the business creation process when they were incorporated into the 
registry, what preceded the registry listing, or the nature of startup initiatives 
that were abandoned prior to incorporation into the registry. 

perhaps equally significant, a new registry listing is triggered by events that 
can have a tangential relationship to the economic activity of the new business. 
not all new incorporated businesses are active producers of goods or services 
or active as buyers of goods, services, supplies, labor, equipment, and the like. 
Those filing state unemployment insurance or federal social security payments 
for the first time may have employees, but they may not be selling goods or ser-
vices and may never become profitable businesses. a new listing in the dun and 
bradstreet files may reflect a new venture that is purchasing goods or services, 

36  Fairlie, 2006.

37  business employment dynamics (bed); haltiwanger, lynch, and Mackie, 2007, 160. 

38  see, for example, the business information tracking series (bits); haltiwanger, lynch, and Mack-
ie, 2007, 174.

39  dun’s Market identifier files, haltiwanger, lynch, and Mackie, 2007, 160. 
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but may not have any sales or revenue and would not be considered an operating 
business. a registry listing is not directly related to active participation in the 
economy as either a buyer or seller or functioning as a profitable firm. 

in brief, reports of self-employment, entry into self-employment, or a new 
listing in a business registry, have an ambiguous relationship to the presence 
of a functioning business activity. one primary reason for the development of 
the psed research protocol was to provide a more complete description of 
the business creation process from conception to profitable operation, using 
a research design that would identify that point in the process when the new 
ventures would be incorporated in the major business registries. 

two strategies are widely employed for developing samples of various 
populations of firms. one is to identify a population of firms—based on their 
economic sector or organizational type—and utilize procedures to attempt to 
identify them all using historical records to determine evidence of an initial 
startup.40 This may be done by examining historical records to locate the first 
evidence of the presence of a startup effort or some activity related to the start-
up.41 while a complete census of new entities ensures that inferences to the 
population are appropriate, it is not clear how this unique population might 
represent new firms in all economic sectors. 

another strategy for developing a sample simply uses available lists of 
firms that might be considered new, with no analysis of historical records 
and therefore little concern for how these entities enter into the listings. This 
includes the Inc. magazine list of 500 high-growth new businesses,42 the files 
of a university technology transfer office,43 applications for financing submitted 
to a venture capital firm,44 or even new entries in the phone book yellow page 
listings.45 in such cases the population represented by the sample is a complete 
mystery, and how to extrapolate the findings beyond the sample is unknown. 
retrospective accounts of extremely successful new ventures—such as Federal 

40 This has been popular in studies of organizational population ecology (hannan and Freeman, 1977; 
caroll and hannan, 2000) or industry studies (Klepper, 2002). 

41 This might be using lists of new incorporations (eeisenhardt and schoonhoven, 1990; schoonhoven 
and eisenhardt, 1990) or first use of critical technology (Zucker, darby, and brewer, 1998). 

42 bhide, 2000. 

43 roberts, 1991. 

44 Kaplan, sensoy, and stromberg, 2005. 

45  shapero and Giglierano, 1982. 
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express, Microsoft, or wal-Mart—can be fascinating,46 but the absence of 
any information on a comparison group of unsuccessful firms limits inferences 
about the basis for their success. 

neither strategy allows a reasonable extrapolation from the samples to the 
total u.s. population of nascent entrepreneurs or nascent enterprises.

From inception, the psed research protocol was designed to create rep-
resentative samples of all new firm creation, to provide confidence that the 
samples would represent all sectors, and to facilitate extrapolation to the total 
population of u.s. nascent enterprises or businesses in creation. 

psed conceptual Model 
The major objectives of this research program are to (1) provide a comprehen-
sive, objective description of the business creation process, and (2) assemble data 
that can facilitate theory development and hypothesis testing regarding new firm 
creation. The research design is based on the assumption that the major elements 
affecting the emergence of a new firm are not the direct result of macroeconomic 
conditions, the availability of government programs, the entrepreneurial climate, 
the presence of friendly financial institutions, supportive family and friends, or 
speeches by politicians. The impact of all these contextual factors is assumed to 
be mediated by the direct actions taken by individuals.  

people create new firms. The psed research program is a study of who 
they are, how they react to their personal and work career context, and what 
they do to implement a new business. 

The research requires precise operational definitions of the major fea-
tures of this process, including measures that capture the critical transition 
points from one phase to another. This framework reflects a general view 
of the firm creation process (Figure 7.1) and assumes that individuals pass 
through the first phase when they begin to take some action to create a new 
firm. These actions may have been taken on their own behalf or as part of 
their job at an existing firm. Thus, nascent entrepreneurs are drawn from the 
adult population as independent nascent entrepreneurs or from an existing 
business as “nascent intrapreneurs.” There are two potential second stages: 
“new firm creation” or “disengagement.”

46 trimble, 1993 (Federal express); ichbiah and Knepper, 1991 (Microsoft) ; and vance and scott, 1994 
(wal-Mart). 
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Figure	7.1	Business	Life	Course,	Context	and	Transitions

a new firm is defined as a profitable business venture that offers goods or 
services in the market. Following birth, these entities pass through phase two, 
where young firms become established firms, and eventually to a final phase 
as their economic usefulness declines and they terminate. The alternative for 
nascent entrepreneurs is disengagement from the startup process. a substantial 
proportion of entrepreneurs, however, seem to be involved in a third option: 
they remain in the startup process for a long period of time, never achieving 
a clear resolution. The firm creation process occurs in a social, political, eco-
nomic, and historical context. 

at conception, a new firm, in the psed paradigm, is one that has begun 
to show profits (operationally defined as positive monthly cash flow for three 
or more months). Much analysis in economics and elsewhere focuses on 
markets.47 From another perspective, this leads to defining a new business as 
an active participant in a market, whether or not it is profitable.48 a number 
of well-known, successful businesses were active for long periods of time 
before they actually became profitable, such as amazon.com, or usa today. 
nascent enterprises that are active participants in markets as buyers of goods 

47 haltiwanger, lynch, and Mackie, 2007, 32. 

48 Markets are exchanges between buyers and sellers; a new participant, either as a buyer or seller, is of 
considerable interest. a new participant may affect the quantity or price of transactions. whether or not 
the new participant (a person, household, or new business venture) is financially solvent is irrelevant. 
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and services can be identified in the dataset, but the conceptual and opera-
tional criteria for a “new firm birth” are related to profitability. 

psed research protocol49

The u.s. panel study of entrepreneurial dynamics (psed) research program 
consists of two longitudinal projects. psed i was based on a representative 
sample of nascent entrepreneurs identified in 1998–2000 and contacted again 
three times over the following four years. psed ii is based on a representative 
sample of nascent entrepreneurs identified in late 2005 and early 2006 with 
follow-ups at 12 and 24 months.50 although there is a six-year lag between 
the screenings to select the nascent entrepreneur cohorts in these two projects, 
the research procedures were almost identical. The basic design is summarized 
in table 7.1. 

The procedure, discussed in more detail in the appendix, has three stages. 
The first is screening a representative sample of adults to locate those that 
could be considered candidate nascent entrepreneurs. Those that met certain 
criteria—considered themselves to be creating new businesses, had been active 
in the past 12 months, expected to own part of the new firm, and the new ven-
ture was not yet a profitable business—were eligible for the second stage. This 
involved a detailed phone interview that averaged 60 minutes in length. Those 
in the 1999 cohort were also asked to complete a 12-page self-administered 
questionnaire; three out of four in this cohort provided this additional infor-
mation. The third stage was follow-up phone interviews, which also averaged 
60 minutes in length. These follow-up interviews involved different sets of 
questions for those who reported that the new firm had been established, those 
still working on the startup, and those who had disengaged from the effort. 

The results of this effort are comprehensive descriptions of a wide range of 
characteristics of the startup teams and activities pursued in the business cre-
ation process. The 1999 dataset, which involved the screening, initial detailed 
interview, and three follow-up interviews, has 5,000 variables. The 2005 data-
set is similar in scope and size.

49 There is a considerable amount of information on the research design in the public domain; a good 
introduction is provided in reynolds, 2000; Gartner, et al., 2004; and on the project website, www.
psed.isr.umich.edu. 

50  The 24-month follow-up data for the psed ii cohort was to be available in summer 2008. 
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Table	7.1	Overview	of	Project	Design:	PSED	I	and	II	

PSED	I	 PSED	II

Dates	of	initial	screening,	
detailed	interview	1	 	July1998	to	Jan	2000 Oct	2005	to	Jan	2006

Time lag to

       Interview 2 14 months 12 months 

       Interview 3 27 months 24 months 

       Interview 4 40 months Not available

Size of screening samples: 
nascent entrepreneurs only 62,612 31,845

      Interview 1  830 1,214

      Interview 2 501 972

      Interview 3 511 To have been completed 2008

      Interview 4  533 None planned at this time

Screening interview length 2 minutes 2 minutes

Detailed interview 1, phone 60 minutes 60 minutes

Detailed interview 1, mail 12 pages None

Detailed interview 2, phone 60 minutes 60 minutes

Detailed interview 2, mail 8 pages None

Detailed interview 3, phone 60 minutes 60 minutes

Detailed interview 3, mail 8 pages None

Detailed interview 4, phone 60 minutes NA

Detailed interview 4, mail 8 pages NA

Phone interview payments $25 $25

Mail questionnaire payments $25 Not applicable

no other comprehensive portrayal of business creation by a nationally rep-
resentative sample of u.s. nascent entrepreneurs currently exists. 

entry into the business startup process 
at any one time, many people are actively trying to start a new business ven-
ture. These are individuals who not only express an interest, but report actual 
activity to start a new firm. in 1999 for each 100 persons between 18 and 
74, about 5.62 qualified as nascent entrepreneurs; by 2005 this number had 
increased to 5.96 per 100. This represented about 10.7 million persons in 1999 
and 12.1 million in 2005, an increase of 1.4 million. based on these samples, 
this increase is not statistically significant. Most of this increase—55 percent 
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of the total count—is attributable to an increase in the population of 25- to 
44-year-olds most likely to pursue business creation. a smaller proportion, 42 
percent, reflects an increase in the “tendency to pursue” a new venture; about 3 
percent is an interaction effect between these two influences.51 

The most important demographic factors that affect participation in startup 
activity are age and gender. The prevalence data—numbers per 100 persons—
for both genders and for six age categories show overall patterns remarkably 
similar for the two cohorts in 1999 and 2005 (Figure 7.2).52 only two differ-
ences are statistically significant—the 2005 increase for men 25-34 years of 
age and the 2005 decrease for women 65-74 years of age. These interactions 
between age and gender have been evident in a number of other recent samples 
of u.s. nascent entrepreneurs.53 

The estimate of the total number of persons is provided in Figure 7.3. The 
patterns are quite similar to those for prevalence rates in Figure 7.2, but the 
vertical bars represent the total number of individuals involved in a business 
startup. The gender ratios are remarkably similar: about 6.1 million men and 
4.5 million women were involved in 1999; for 2005 it was about 8.0 million 
men and 4.6 million women. Most of the increase in total business startup 
activity is associated with greater numbers of male entrepreneurs. 

because of small sample sizes, comparisons of racial and ethnic backgrounds 
are restricted to whites, african americans, and hispanics. unfortunately, a 
change in the procedures to determine ethnic background between 1999 and 2005 
reduces the potential for analyzing hispanic entrepreneurs.54 The differences in the 
prevalence rates of nascent entrepreneurship, by gender, are presented in Figure 
7.4. in each cohort, 1999 and 2005, african-american men were more likely to be 
involved in business creation than white men and the differences are statistically 
significant.55 hispanic men were intermediate between the other two categories, 

51 reynolds and curtin, 2008, 174. 

52 because of the differences in the number and wording of the screening interview items for the 1999 
and 2005 cohorts, adjustments are made to estimate the 1999 values as if the 2005 research procedures 
were employed. These are detailed in reynolds, 2008. 

53  reynolds, 2007a; Fairlie, 2006. 

54 The major change, introduced in the 2000 decennial census, allowed individuals to self-identify as 
having a mixed or diverse ethnic background. as a consequence, the proportion of respondents in a 
“mixed” or “other” category substantially increased, accompanied by a reduction in the proportion in 
the hispanic category and, to a lesser extent, the african-american category. There seem to be mini-
mal effects on the proportion in the white category. 

55  comparing the samples with a standard t-test and using the 0.05 level of statistical significance.
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although the differences are not statistically significant. both african-american 
and hispanic women have similar and statistically significant higher prevalence 
rates than white women. 

because most of the u.s. population is white, the estimates of the total 
counts of participants in Figure 7.5 have quite a different pattern. white men 
and women are by far the majority of those involved in nascent enterprises; 78 
percent of the active nascent entrepreneurs in 1999 and 80 percent in 2005. 

There is much discussion of the relationship between access to capital and 
participation in entrepreneurship. The positive impact of greater access to financial 
resources, the “liquidity effect,” on participation in entrepreneurship is a common 
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theme.56 one indicator of access to wealth is annual household income. The rela-
tionship, for men and women, is provided in Figure 7.6. The 1999 values have 
been adjusted using the consumer price index to match 2005 values. This com-
parison shows a modest impact, with men from the highest income households 
at a higher level of participation and women from the lowest income households 

56 dunn and holtz-eakin, 2000; le, 1999.
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with a slightly lower level of participation. when these different subsamples are 
compared, however, none of these differences are statistically significant.57 

The relationship between educational attainment and participation in firm 
creation is presented by gender in Figure 7.7. There is little variation among 
the men and none of the differences are statistically significant. among the 
women, however, those who had not finished high school or had not gone 
beyond high school were much less likely to participate in the startup process; 
these differences are statistically significant. 

The data show that when both household income and educational attain-
ment are taken into account, women from low-income households with little 
education are half as likely (3 per 100) to be involved in new firm creation 
as other women (6 per 100). The difference is clearly statistically significant 
for both the 1999 and 2005 cohorts. women with both disadvantages are 
clearly not involved in the entrepreneurial process; no such interaction effect 
is present for men. 

57 an extensive analysis of the 1999 cohort, comparing them to a comparison group identified at the 
same time, found that household net worth, once a variety of other factors were taken into account, 
had little impact on the propensity to participate in firm creation, crosa, aldrich, and Keister, 2002; 
Kim, aldrich, and Keister, 2003. There may be a liquidity effect, but it clearly is not a major factor 
affecting the decision to participate in business creation. 
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who becomes a nascent entrepreneur?
while many factors are associated with a greater tendency to become involved 
in the firm creation process, comparing the relative importance of the different 
variables helps to provide a more precise portrait of potential nascent entrepre-
neurs. The research design for the 1999 cohort included a comparison group,58 
a representative sample of u.s. adults not involved in business creation, which 
allowed for two types of comparisons with nascent entrepreneurs. 

an analysis of the transition into startup involved comparisons with the 
65,000 cases in the screening sample: 11 socio-demographic characteristics 
and aspects of the regional context could be considered in the comparisons. 
another analysis involved direct comparison with the comparison group, 
who provided data in phone interviews and mail questionnaires almost iden-
tical to that provided by the nascent entrepreneurs; these 65 variables cov-
ered a wide range of current social information, work life context, business 
background, and experience data, as well as information about various traits, 
attitudes, and orientations. 

several analyses were employed in an attempt to determine the relative 
importance of different factors in the decision to participate in the firm 
creation process. it appeared that five socio-demographic factors enhanced 
participation in firm creation. active participants were more likely to be:

58  This material based on reynolds, 2007b, 42-54. 

Figure	7.7	Nascent	Entrepreneur	Prevalence,	by	Gender	and	Education,1999,	2005
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• 24-54 years old 

• men 

• full- or part-time workers or self-employed 

• African Americans and Hispanics 

• high school graduates 

a number of other factors seemed to have limited influence, depending on 
the situation, context, or alternatives for the person: 

• household income (not poor) 

• household net worth (very low or very high) 

• recent population growth in local community (increase in demand)

• greater management and administrative experience and training 

• positive impressions and encouragement from family and friends 

• strong expectations for and commitment to an entrepreneurial career 

the assessments of a wide range of personal attributes, attitudes, and 
perceptions were inconclusive. none were related to a negative impact 
on the decision to enter the startup process, but most had no statistically 
significant impact. 

The life course stage, the immediate economic context, and the back-
ground of the individual affect the decision to pursue business creation. 
while some are more likely to become involved than others, there is no 
segment of society—no category of individuals—that is unrepresented 
among nascent entrepreneurs. 

nascent entrepreneur profile 
a detailed profile of nascent entrepreneurs—individuals actively involved in 
trying to start a new business venture—is possible from the psed cohorts 
identified in 1999 and 2005.59 These descriptions represent the 10-12 million 

59 based on reynolds and curtin, 2008, 181-202. 
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persons who were actively trying to start a business at the time the cohorts 
were identified. an extensive analysis has found very little difference between 
the two cohorts, so they have been combined for this presentation.60 data are 
presented separately if there is a gender difference. These patterns describe the 
character of those active in the process itself. table 7.2 provides basic socio-
demographic data on gender, age, and ethnic background. 

For example, among active nascent entrepreneurs, 62 percent are men 
and 38 percent are women. Those aged 25 to 44, combining two age categories, are 

60 The comparisons involve only those 1,972 considered confirmed active nascent entrepreneurs, 824 
from the 1999 cohort and 1,148 from the 2005 cohort. This excluded those individuals completing 
the first detailed interview who seemed to be reactivating a former business established prior to the 
screening interviews, reynolds and curtin, 2008, 169. 

Table	7.2	Nascent	Entrepreneurs:	Gender,	Age,	and	Ethnic	Background

Percent Percent

Men 62.1

Women 37.9

Total 100.0

18-24 years old 12.2 White 69.5

25-34 years old 29.1 African American 14.8

35-44 years old 28.0 Hispanic 7.0

45-54 years old 20.3 Mixed/other 8.6

55-or more years old 10.3

Total 99.9 Total 99.9

Men Men

18-24 years old 8.8 White 42.3

25-34 years old 18.4 African American 8.5

35-44 years old 16.3 Hispanic 4.9

45-54 years old 12.2 : Mixed/other 6.3

55-or more years old 6.5

Women Women

18-24 years old 3.4 White 27.2

25-34 years old 10.7 African American 6.4

35-44 years old 11.7 Hispanic 2.2

45-54 years old 8.1 Mixed/other 2.3

55 or more years old 3.8

Total 99.9 Total 100.1
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57 percent of the active nascent entrepreneurs. The age pattern is similar for both 
men and women, with slightly fewer women under 24 or over 54 years of age. 

almost seven in ten are white and about one in six are african american, 
the remainder are about evenly divided between hispanics and those with 
mixed or other ethnic backgrounds. 

The home and family context of nascent entrepreneurs seems quite con-
ventional, based on the patterns in table 7.3. More than half, 59 percent, 
are married or living as if married, almost one in five are men who have never 
married; only 8 percent are women who have never married. very few—
fewer than 2 percent—are widowed, but about 14 percent report they are 
divorced or separated.

Table	7.3	Nascent	Entrepreneurs:	Marital	Status	and	Household	Structure

Percent Percent

Men

    Never married 18.3

    Married/living as 35.1

    Divorced/separated 8.0

    Widowed 0.9

Women

    Never married 7.2

    Married/living as 24.3

    Divorced/separated 5.5

    Widowed 0.8

Total 100.1

Men Men

    1 adult 13.5     No children 32.4

    2 adults 34.0     1 child 10.8

    3 adults 10.0     2 children 10.4

    4-10 adults 4.6     3-8 children 7.6

Women Women

    1 adult 7.9     No children 16.1

    2 adults 22.6     1 child 7.9

    3 adults 4.6     2 children 7.5

    4-10 adults 2.7     3-8 children 6.3

Total 99.9 Total 99.0
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about one in five are living alone, but 80 percent share a household with 
other adults. about three in five (34 percent are men and 23 percent are 
women) are in a two-adult household. half, mostly men, have no children in 
their household, but 30 percent who are men and 20 percent who are women 
report having a household with one or more persons under 18 years of age. 

while immigrants that start new businesses are often highly visible, they are 
very much the minority among the nascent entrepreneurs (Table 7.4). nascent 
entrepreneurs reporting they and both parents were born within the united 
states are 85 percent of the cohorts; about 5 percent report they and both parents 
were born outside the united states. about 8 percent report they were born in 
the united states and one or both parents were born outside; a very small pro-
portion, 1 percent, were born outside the united states to u.s.-born parents. 

equally important, 60 percent have lived for 10 or more years in their 
county and almost 80 percent for more than 10 years in their state of resi-
dence. This is not a highly mobile population that moves into a community 
and immediately begins to launch a new firm. Most new firms are started by 
those well established in their communities. 

The educational and financial resources of nascent entrepreneurs are pre-
sented in table 7.5. There is a gender difference with respect to educational 
attainment, but none related to annual household income or net worth. two-
thirds of the nascent entrepreneurs have not completed college or obtained 

Table	7.4	Nascent	Entrepreneurs:	Family	Immigration	and	Residential	Tenure

Percent

Nascent and both parents U.S. born 85.1

Nascent born in United States; one or both parents born outside 8.3

Nascent born outside United States; one or both parents U.S. born 1.2

Nascent and both parents born outside United States 5.4

Total 100.0

Years	lived		
in	county Percent Years	lived		

in	state Percent Years	lived		
in	U.S. Percent

     0-1 9.8     0-1 4.7     0-1 0.5

    2-9    30.4     2-9    17.3     2-9    1.7

    10-29    39.8     10-29    41.5     10-29    29.6

    30+    20.1     30+    36.5     30+    68.2

Total 100.1 Total 100.0 Total 100.0
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graduate experiences. about one in four have not gone beyond high school; 
this group is dominated by men, reflecting the pattern discussed in the previ-
ous section. women with little education are very unlikely to get involved.

The relationship of access to household financial resources is quite straight-
forward.61 Those from every possible situation are well represented, except per-
haps those from the very highest income levels—annual income in excess of 
$150,000 or household net worth of over $1 million. remarkably, one in six 
of those engaged in business creation report either zero or negative household 
net worth. 

61 The interviewers had considerable success in obtaining details on household finances at the end of the 
60-minute phone interviews. More than 95 percent were willing and able to answer questions related 
to annual household income or current net worth; the net worth assessment involved eight detailed 
questions about assets and debts. For comparisons related to household finances, changes in the con-
sumer price index (cpi) were used to adjust all 1999 values to 2005 equivalents. 

Table	7.5	Nascent	Entrepreneurs:	Educational	Attainment,	Household	Finances

Education Percent Percent

Men

    Up to high school degree 16.3

    Post-high school, pre-college degree 24.8

    College degree 12.6

    Graduate experience 8.5

Women

    Up to high school degree 7.4

    Post-high school, pre-college degree 16.2

    College degree 9.2

    Graduate experience 5.0

Total 100.0

Household	yearly	inome Household	net	worth

0 - $20,000 12.0 Negative 15.9

$21,000 - $40,000 24.0 $1,000 - $25,000 18.3

$41,000 - $60,000 24.2 $26,000 - $100,000 23.5

$61,000 - $80,000 15.3 $101,000 - $200,000 14.5

$81,000 - $100,000 9.7 $201,000 - $500,000 15.9

$101,000 -$150,000 9.0 $501,000 - $1 million 6.6

$151,000 or more 5.8 $1 million or more 5.3

Total 100.0 Total 100.0
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The labor force activity of the nascent entrepreneurs is presented in the 
top of table 7.6. More than seven in ten report they are working—full-time, 
part-time, self-employed, or managing a business—while they are involved in 
the startup effort. considerable effort is made during the interview to separate 
these other work activities from the efforts to create a new firm. 

More than 85 percent report some managerial experience and more than 
75 percent report work experience in the industry in which the nascent enter-
prise will compete. on the other hand, six in ten report this is their first startup 
effort and for two in ten it is the second. about 3 percent report participation 
in more than four other startups. on all measures of work experience, more 
men are more experienced than women.

Table	7.6	Nascent	Entrepreneurs:	Labor	Force	Participation	and	Work	Experiences

Percent Percent

Men Men								

    Working 47.4     Other startups - none 36.1

    Not working 14.6     Other startups - one 11.6

    Other startups – 2-4 12.0

    Other startups – 5-60 2.4

Women Women

    Working 25.3     Other startups - none 22.8

    Not working 12.6     Other startups - one 8.1

    Other startups – 2-4 6.3

    Other startups – 5-60 0.7

Total 99.9 Total 100.0

Men Men

    No manager experience 8.6     No same industry 12.9

    Managers 1-5 years 22.7     Same industry 1-5 years 18.7

    Managers 6-14 years 15.6     Same industry 6-14 years 14.3

    Managers 15-up years 15.1     Same industry 15-up years 16.3

Women Women

    No manager experience 5.2     No same industry 10.8

    Managers 1-5 years 15.2     Same industry 1-5 years 12.9

    Managers 6-14 years 10.6     Same industry 6-14 years 7.0

    Managers 15-up years 7.0     Same industry 15-up years 7.0

Total 100.0 Total 99.9
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a number of variables are related to the contextual motivation of 
the nascent entrepreneurs, as well as their objectives in pursing the new 
venture. when asked if they are voluntarily pursing a promising business 
opportunity or engaged because they have no better choices for work, men 
and women respond slightly differently. as shown in table 7.7, 86 percent 
report they are voluntarily pursuing an opportunity (52 percent are men 
and 34 percent women). among the 14 percent that are involved out of 
necessity, 10 percent are men and 4 percent are women; women are less 
likely to be necessity entrepreneurs. 

in contrast, when asked about aspirations for the growth of the new ven-
ture, 15 percent are men who want to maximize growth; women who want to 
maximize growth are 7 percent of the nascent entrepreneurs. about 47 percent 
of the nascent entrepreneurs are men “who want a new firm of a comfortable 
size to manage;” 31 percent are women with the same aspiration. The personal 
aspirations for participating in the startup effort were assessed with a set of 
variables that can be organized to create four scales:62 

•  Autonomy, reflecting the desire for freedom to adopt work activities and 
for flexibility in personal and family life (2 items, alpha = 0.64). 

•  Wealth, reflecting the importance of larger personal income, financial 
security, and greater wealth (3 items, alpha = 0.79).

•  Achievement, reflecting the importance of higher status, recognition, 
development of new business ideas, fulfilling a personal vision, and an 
ability to influence an organization (5 items, alpha = 0.76). 

62 Factor analysis was used to develop the four dimensions. For each dimension the number of items and 
the reliability as measured by chronbach’s alpha are provided in parentheses. 

Table	7.7	Nascent	Entrepreneurs:	Contextual	Motivation	and	Growth	Aspirations

Men Percent Men Percent

    Opportunity 51.8     Growth-oriented 15.4

    Necessity 9.7     Comfortable size 46.7

Women Women

    Opportunity 34.5     Growth-oriented 6.6

    Necessity 4.0     Comfortable size 31.3

Total 100.0 Total 100.0
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•  Respect, reflecting the importance of following the family tradition, fol-
lowing the example of admired persons, respect from friends, and a busi-
ness for one’s children (4 items, alpha = 0.69). 

The relative importance of these four dimensions of intrinsic motivation 
for men and women nascent entrepreneurs is presented in Figure 7.8. as with 
any index, the actual numerical values are arbitrary, but the comparisons do 
make clear the relative importance assigned to each. The rank order is the same 
for both men and women, with small differences in emphasis. Generally, both 
men and women seem to become involved with firm creation to gain greater 
autonomy and wealth, with less emphasis on achievement and status or to gain 
the respect of family and friends. as with almost all work career choices, com-
plex intrinsic motivations are involved in the final decisions. 

in summary, the 12 million active nascent entrepreneurs in the united 
states in 2005 reflect a number of salient characteristics: 

• Three in five are men; two in five are women. 

• Three in five are between 25 and 44 years old; one in ten is 55 or older.

•  Seven in ten are White; one in six African American, and one in fourteen 
hispanic.

•  One in five are men who have never married; three in five are currently 
married or with a significant other. 
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Figure	7.8	Nascent	Entrepreneurs:	Intrinsic	Motivation	by	Gender	
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• Four in five are in households with one or more other adults. 

• Half are in households with one or more children under 18 years of age. 

•  The large majority, 85 percent, were born in the United States of U.S.-
born parents. one in twenty, 5 percent, was born outside the united 
states to parents also born outside the country. 

•  Nine in ten have lived in their county for more than a year, six in ten for 
more than 10 years. 

•  One in four has not gone beyond high school, one in seven has some 
graduate experience; two in five have gone beyond high school but not 
finished college. 

•  All levels of household income and household net worth are represented 
among active nascent entrepreneurs; one in six report zero or negative 
net worth. 

•  The majority, 73 percent, report a full-time or part-time job, self-employ-
ment, or managing a business for another while they are involved in cre-
ating another business venture. 

•  Almost nine in ten report one or more years of managerial experience; 
more than three-fourths have one or more years experience in the same 
industry as the new venture. For three in five this is the first startup ini-
tiative; 3 percent report experience on five or more other startups. 

•  One in five seeks maximum growth for the new firm; the remainder want 
to manage a firm of comfortable size. 

•  Most, 85 percent, report they are responding to the opportunity to 
develop a promising business idea; the remainder are involved because of 
a lack of other career options. 

•  The primary intrinsic attraction of the new firm is the potential for work 
autonomy and greater wealth, followed by a potential for achievement 
and recognition as well as respect from family and friends. 

•  While in some ways with respect to involvement in nascent entrepreneur-
ship, women are distinctive—for example, a small percentage have not 
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gone beyond high school and there is less interest in the firm’s growth—
for most comparisons women are very similar to men. 

The 12 million nascent entrepreneurs, then, appear as a cross-section of 
those in the prime years of their work career. no major segments seem to be 
excluded; some segments—younger men—are more involved than others. 

nascent enterprise profile63 
Given that 12 million nascent entrepreneurs were trying to implement 7.4 
million nascent enterprises in 2005, what types of business ventures were these 
nascent entrepreneurs creating? perhaps the most fundamental is the industry 
or economic sector; the distributions in these representative samples are com-
pared to two national censuses of business ventures in table 7.8. 

one comparison is based on 20 million nonemployer firms—those that 
file a schedule c with their annual federal tax return. The other comparison is 
5.7 million employer firms—those businesses with employees that file federal 
social security payments; those with multiple locations were consolidated into 
one enterprise for this assessment. 

The most important feature of this comparison is the presence of almost 
every industry sector in the nascent enterprise cohorts. only utilities, which are 
less than 0.1 percent of the two comparison groups, are not represented. The 
small differences in emphasis in some economic sectors—more agriculture and 
retail trade and fewer construction and health and social services—may reflect 
sampling variation or differences in emphasis among nascent entrepreneurs. 
There is no question that the psed cohorts represent the wide range of eco-
nomic activity found in the u.s. economy. 

other basic features of the nascent enterprises are presented in table 7.9. 
More than 80 percent would be considered independent startups, without ties 
to any existing businesses. a small percentage involve the takeover of an exist-
ing business, which may or may not be profitable. The development of a fran-
chise or participation in multilevel marketing—an amway distributor would 
be an example—account for less than 8 percent. existing businesses sponsor a 
small proportion, about 6.5 percent, of nascent enterprises. 

63  based on material in reynolds and curtin, 2008, 203-221. because of small differences between the 
two cohorts, data have been combined for most analyses. 
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Table	7.8	Nascent	Enterprises:	Economic	Sector	and	National	Comparisons	(percent	except	as	
noted)

NAICS
code PSED

U.S.	non-
employer	

firms1

U.S.		
employer	

firms2	

Year data collected 1999, 2005 2004 2004

Number of cases (weighted for PSED) 1,974 19,523,741 5,657,774

11 Agriculture, forestry, fishing, and hunting 3.5 1.2 0.4

21 Mining 0.1 0.5 0.3

22 Utilities 0.0 0.1 0.1

23 Construction 9.0 12.2 12.6

31-33 Manufacturing 5.6 1.6 4.9

42 Wholesale trade 3.9 2.0 5.7

44-45 Retail trade 19.4 9.7 12.4

48-49 Transportation and warehousing 2.1 4.7 2.8

51 Information 5.2 1.5 1.3

52 Finance and insurance 2.7 3.7 4.2

53 Real estate and rental and leasing 4.1 11.4 4.8

54 Professional, scientific, and technical 
services 15.7 14.0 12.4

55 Management of companies and enter-
prises 0.1 0.0 0.4

56 Adminstrative and support and waste 
management and remediation 1.6 6.8 5.2

61 Educational services 1.9 2.1 1.2

62 Health care and social assistance 4.7 8.2 9.9

71 Arts, entertainment, and recreation 4.0 4.7 1.9

72 Accomodation and food services 4.9 1.4 7.6

81 Consumer services 10.6 14.3 11.3

92 Public administration 0.2 0.0 0.0

99 Unclassified 0.8 0.0 0.7

Totals 100.0 100.0 99.9

1 U.S.Small Business Administration, (2007), 307, total count based on row count sum. 

2 U.S. Small Business Administration (2007), 307. 
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a variety of legal forms are represented. two in five are sole proprietor-
ships at the time of the first interview; about 16 percent are some form of 
partnership; about one in five have a corporate form; and for one-quarter the 
matter has not been settled. 

More than half have established themselves in a personal residence, per-
haps in the garage; more than one-quarter have not progressed to the point 
of needing a location; and the remainder have a dedicated site or are sharing 
facilities with another business. 

Table	7.9	Nascent	Enterprises:	Nature,	Legal	Form,	and	Locations	and	Customers	

Percent

Nature	of	nascent	enterprise	

Independent startup 82.7 

Purchase, takeover of an existing business 2.8 

Franchise 2.3 

Multi-level marketing 5.1 

Sponsored by an existing business 6.5 

Other 0.6 

Total 100.0 

Legal	form	(1999	expected;	2005	current)

Sole proprietorship 42.0 

Partnership: general 11.9 

Partnership: limited 4.2 

Corporation: limited liability 7.5 

Corporation: subchapter S corporation 5.3 

Corporation: C corporation 5.0 

Not yet determined, other 24.1

Total 100.0 

Location	of	nascent	enterprise	

Personal residence 52.5 

Existing business site 7.5 

Location dedicated to this business 11.1 

Not needed yet 27.7 

Mixed, other 1.3 

Total 100.0 
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The nature of the customer base and the business activity vary considerably 
(Table 7.10). They collectively expect 60 percent of their customers to be local and 
21 percent regional, within a hundred miles of their location. national customers 
are expected to be 16 percent; 3 percent are expected to be international. a very 
small number, seven of 2,000, expect all their customers to be international. 

an index of market impact is based on three questions about competi-
tion, customer knowledge of their product or service, and the unique nature of 
the production procedures or products.64 The result suggests that about one in 
twenty might be expected to have a major impact on the market. nine in ten 
will be replicating existing business activity. less than one in ten consider their 
new ventures to fill the “creative” role in “creative destruction.” 

64  based on an index developed by samuelsson, 2004; this module was included only in the 2005 inter-
view schedule. 

Table	7.10	Nascent	Enterprises:	Customer	Locations,	Market	Impact,	and	Technology	

Percent

Expected	customer	locations

Local customers 60.3

Regional customers 21.1

National customers 16.1

International customers 3.1

Total 100.0

Market	impact	(2005	only)

Major impact on market structure 4.7

Moderate impact on market structure 5.1

Little impact on market structure 38.1

No impact on market structure 52.0

Total 99.9

Technological	emphasis

High technology focus 5.7

Moderate technology focus 17.7

Little technology focus 30.2

No technology focus 46.4

Total 100.0
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Three variables—related to current technology, spending on research and 
development, and the owner’s judgment about the technological focus—are used 
to create a technology focus index. about one in twenty might be considered 
high technology; almost half have no focus on new techniques or products. 

while all the data on the nascent enterprises were gathered during the ges-
tation or business creation phase before the ventures were operating firms, the 
nascent entrepreneurs were asked about their expectations regarding employment 
and sales in the first and fifth years of operation (Table 7.11).65 These nascent entre-
preneurs expect to have, on average, six employees and $300,000 in sales in the first 
year and 18 employees and $880,000 in sales by the fifth year.  

65  all the sales data for 1999 have been converted, using the consumer price index, to 2005 values.

Table	7.11	Nascent	Enterprise	Size	Expectations	and	Anticipated	Growth	Rates	(percent	except	
as	noted)

Jobs		
anticipated First	year Fifth	year Annual	sales		

anticipated First	year Fifth	year

Average  
number of jobs 6.3 18.1 Average (thouands of 

dollars) 300 880

None 44.2 27.4 Up to $50,000 56.6 29.8 

1-5 jobs 39.0 36.6 $50,000 - $100,000 18.6 20.0 

6-10 jobs 8.8 14.2 $100,000 - $500,000 17.0 29.7 

11-25 jobs 5.6 12.5 $500,000 - $1,000,000 3.8 7.3 

26-100 jobs 1.9 6.7 $1,000,000 - $5,000,000 2.6 9.2 

100 jobs  
and up 0.6 2.6 $5,000,000 and up 1.5 4.0 

Total 100.0 10.0 Total 100.0 10.0 

Growth		
expectations:
Jobs	in		
first	year

Average	
annual	
growth	

(percent)

Average	
number	

of	jobs	in	
year	5

Growth	expectations:
Sales	in	first	year

Average		
annual	
growth		

(percent)

Average	
sales	in	

year	5	
(thousnds	
of	dollars)

None 227 2.0 Up to $50,000 118 132

1-5 jobs 57 10.2 $50,000 - $100, 000 71 409

6-10 jobs 57 37.3 $100,000 - $500,000 85 1,301

11-25 jobs 46 57.6 $500,000 - $1,000,000 106 4,825

26-100 jobs 83 285.5 $1,000,000 - $5,000,000 77 9,323

100 and up 27 579.2 $5,000,000 and up 14 15,565

All firms 135 % 18.1 All firms 102 880
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There is, as is to be expected, substantial diversity among the nascent enter-
prises. by the fifth year about a quarter never expects to have employees and 
about three in ten expect annual sales to be less than $50,000 per year. at the 
other extreme, by the fifth year about one in forty expects to have more than 100 
employees and one in twenty expects annual sales in excess of $5 million. The 
aggregate impact of these 7 million nascent enterprises is affected in a major way 
by the fact that only about one-third will become operating firms. 

The lower part of table 7.11 presents the expected annual growth rates in 
jobs and sales. These tend to be higher for those nascent enterprises with more 
modest projections for the first year, as they are starting from a smaller base. 
nonetheless, the anticipated annual growth rates are in excess of 100 percent 
per year for all firms.

The nature of the startup teams is presented in table 7.12, complicated 
by the small proportion, 3 percent, where a financial institution or another 
business—a legal or juristic entity—will share in the ownership of the new 
firm. slightly more than half will have a single natural person as the owner; 
the average size of the ownership group is about 1.7. The average distribu-
tion for all team members by gender, age, and ethnic background is also 
presented; it is remarkably similar to that for the responding nascent entre-
preneur (see Table 7.2). 

The bottom of table 7.12 indicates the extent of expected family owner-
ship of the nascent enterprise. half are to be owned by one person,66 which 
may or may not be considered a “family initiative.” Married couples expect to 
own 22 percent of the nascent enterprises; for another 7 percent the members 
of the same family or kinship group will own 50 percent or more of the new 
firm. For the remaining 19 percent, the firm will be owned by a startup team 
not dominated by a single family or kinship group. 

in summary, the nascent enterprises have a number of salient features:

•  The enterprises represent all sectors of the economy, with a distribution 
similar to that of existing firms. 

•  The majority, more than 80 percent, are independent startups; a small 
proportion, 6.5 percent, are sponsored by existing businesses. 

66  some researchers assume that one-person businesses require substantial support from family members 
and should be considered family-based enterprises.
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Table	7.12	Nascent	Enterprise,	Size,	and	Composition	of	the	Startup	Teams	

All	owners	(percent) Natural	persons	
(percent)

Juristic	owners		
(percent)

Average number  
of owners 1.73 1.68 0.04

    None 0.0 0.0 97.2 

    One 50.0 51.6 2.0  

    Two 36.1 35.8 0.4 

    Three 7.0 6.8 0.3 

    Four 4.8 4.3 0.2 

    Five or more 2.0 1.5 0.0 

100.0 100.0 100.1 

Average	number Percent	of	all	

Men 1.05 62.5 

Women 0.63 38.5 

    Total 1.68 100.0 

18-24 years old 0.30 18.0 

25-34 years old 0.48 28.7 

35-44 years old 0.46 27.5 

45-54 years old 0.34 20.3 

55 or more years old 0.19 11.4 

    Total 1.67 100.0 

White 1.18 70.7 

African American 0.24 14.4 

Hispanic 0.10 6.0 

Other/mixed 0.15 9.0 

     Total 1.67 100.1 

Firm ownership structure 

Sole proprietorship 51.5 

Spousal pair 22.0 

Family, kin own 50 
percent or more 7.1 

Nonfamily-, nonkin-
related team 19.3 

    Total 100.0 
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•  The largest proportions, 42 percent, are sole proprietorships; 18 percent 
are corporations, and 16 percent are partnerships; for 24 percent the legal 
form has not been determined. 

•  More than half are operating out of a personal residence, 19 percent at 
a business site, and no special location is required for 28 percent at the 
first interview. 

•  The majority of the customers, 60 percent, are expected to be local, with 
21 percent regional, 16 percent national, and 3 percent international. 

•  Only one in ten expects to have a moderate or major impact on the nature 
of the markets. 

•  About one in twenty has a major focus on new technology. 

•  The average expected size is 18 employees five years after the birth of the new 
firm; about one-fourth never expect to have employees; 3 percent expect to 
have 100 or more employees five years after the birth of the firm. 

•  Average annual sales expected in the fifth year total $880,000; three in 
ten expect sales to remain under $50,000 per year and 4 percent expect 
sales to exceed $5 million a year. 

•  The actual average size of the startup team is 1.7 persons. 

•  About 62 percent of team members are men, 38 percent women; 56 per-
cent are between 25 and 44 years old; 70 percent are white, 14 percent 
african american, and 6 percent hispanic. 

•  Half of the nascent enterprises have one owner. One in five is owned by 
a spousal team, 7 percent by a family-related team, and 19 percent by a 
team with no family relationships. 

There is great variety among the nascent enterprises, as might be 
expected from a sample of startup efforts reflecting a common phenomenon 
in a diverse economy. 
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The startup process 
individuals and teams working to implement a new firm do many things. of 
considerable interest are both the startup activities and the amount of time and 
money involved in creating new ventures. The psed project provides unique 
and detailed information on both. 

The procedure used to capture information about these startup activities 
was similar for both the 1999 and 2005 cohorts. The nascent entrepreneur 
would be asked if a given activity—such as developing a legal form or seeking 
external financial support—had been implemented. if they said it had, they 
were asked the month and year the effort began. The 1999 cohort was asked 
about 26 different activities associated with starting a new firm; a slightly dif-
ferent list of 34 activities was presented to the 2005 cohort. eighteen activities 
were included in both lists. 

The average number of activities reported in the first interview was similar 
for the two cohorts, 7.2 in 1999 and 8.8 in 2005 (Table 7.13). The distribution 
is slightly different. despite the larger number of activities in the 2005 inter-
view, somewhat fewer reported 9 or more activities, 32.0 percent versus 49.6 
percent for the 1999 cohort. 

The activities of the two cohorts given in the first detailed interview are rank-
ordered by frequency of mention (Table 7.14). perhaps it is no surprise that “serious 
thought” about the startup is the most common activity, reported by every nascent 
entrepreneur in 1999 and all but a dozen (1 percent) in 2005. The emphasis on the 
other activities ranges from 81 percent reporting they had “invested their own money 
in the startup” to 3 percent reporting “positive monthly cash flow, but for less than 
three months.” other activities of note are work on a business plan, reported by 55 
percent, and “devoting full time to the startup,” reported by 30 percent.67 

in the follow-up interview, the nascent entrepreneur is asked to update this 
profile of activities; any activity not reported as initiated in a prior interview is once 
again presented for an assessment. This provides a comprehensive overview of both 
the startup activities initiated and the sequence in which they are pursued. 

information from the first detailed interview on the inclusion of these 
nascent enterprises in established registries is shown for four registration 
activities for the 1999 cohort and six for 2005 (Table 7.15). some registrations 

67 an extensive analysis of business plan preparation, based on the data from the 1999 cohort, was pro-
vided in The Small Business Economy: A Report to the President 2007 (Gartner and liao, 2007). 
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occur more frequently than others. acquiring a federal employer identification 
number (ein) costs nothing and requires no major commitment; it is reported 
by 18 percent. an initial federal income tax return is reported by 15 percent; 
this could be a profit or loss. registration of a fictitious or “doing business as” 
(dba) name and the initial federal social security payment have about the 
same prevalence (11 percent) which is twice as often as initial payment of state 
unemployment insurance.68 

as the month and year these various events occurred are obtained in the 
interview, the dates are used to explore the sequence of activity. The diversity 
is striking: virtually every activity is reported as occurring first in the sequence 
by at least one nascent entrepreneur.

how much time and money do the startup teams invest in the nascent 
enterprises? a preliminary estimate of hours and funds is based on reports of 
contributions from all team members from the initiation of the startup to the 
first detailed interview (Table 7.16).69 

The variation in these sweat equity investments reflects, in part, the con-
siderable range in time between conception of the business startup and the 
first detailed interview. The range is from less than one month to 114 months, 
almost 10 years, with an average of 18 months and a median of 12 months. 

68 Knowledge of inclusion in the last registry, the dun and bradstreet (d&b) credit rating files, is com-
plicated by procedures dun & bradstreet has developed to include a new listing without the awareness 
of the principals. The level of inclusion in d&b files may be greater than the 3 percent reflected here, 
but that cannot be determined from interviews with the nascent enterprise startup team. 

69 The 1999 amounts have been converted to 2005 dollars using the consumer price index to adjust 
for inflation. 

Table	7.13	Nascent	Enterprise	Team:	Startup	Activities	Distribution	(percent	except	as	noted)

Startup	Activities	 1999 2005

Total number of activities included on the interview schedule 26 34

Average number reported on the first interview 7.2 8.8

Number of activities reported

   1-4 12.5 30.0

   5-8 37.9 38.0

   9-10  18.3 15.1

   10-20  31.3 16.9

100.0 100.0
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Table	7.14	Nascent	Enterprise:	Startup	Activities	Initiated	(percent)	

Startup	Activity 1999 2005 Average

Serious thought given to the startup 100 99 100

Actually invested own money in the startup 87 75 81

Began saving money to invest in the startup 69 — 69

Began development of model, prototype of  
product, service 79 53 66

Began talking to customers — 66 66

Began defining market for product, service 86 40 63

Organized startup team 58 — 58

First use of physical space — 57 57

Purchased materials, supplies, inventory, components 70 43 57

Initiated business plan 61 48 55

Began to collect information on competitors — 49 49

Purchased or leased a capital asset 52 41 47

Began to promote the good or service 56 36 46

Received income from sales of goods or services 40 47 44

Took classes, seminars to prepare for startup 41 — 41

Determined regulatory requirements — 39 39

Opened a bank account for the startup 35 29 32

Established phone book or Internet listing 17 44 31

Developed financial projections 37 25 31

Arranged for child care, household help 31 — 31

Began to devote full time to the startup 31 29 30

Established supplier credit 34 19 27

Legal form of business registered — 26 26

Sought external funding for the startup 23 13 18

Hired an accountant — 17 17

Liability insurance obtained for startup — 14 14

Established dedicated phone line for the business 14 — 14

Initiated patent, copyright, trademark protection 20 4 12

Hired a lawyer — 12 12

Hired an employee 14 7 11

Received first outside funding — 9 9

Joined a trade association — 7 7

Proprietary technology fully developed — 5 5

Initial positive monthly cash flow 2 3 3
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Table	7.15	Nascent	Enterprise:	Inclusion	in	Business	Registries	(percent)	

Business	registration	activity 1999 2005 Average

Acquired federal employer identification number (EIN) — 18 18

Filed initial federal tax return 17 12 15

Filed for fictitious name (DBA) — 11 11

Paid initial federal social security payment 13 9 11

Paid initial state unemployment insurance payment 8 4 6

Know that Dun and Bradstreet established listing 3 3 3

even so, the amount of time committed to startup investments is of inter-
est: the average time is about 1,471 hours, or about 37 weeks of work at 40 
hours a week. one in five has absorbed more than 2,000 hours of contribu-
tions, a full year of 40-hour work weeks. The financial support from the startup 
team is even more varied: while the average is a little over $10,000 and the 
median is about $3,000, for one in twenty it is over $100,000. at the opposite 
extreme are the one in five nascent enterprises who have—at the time of the 
first interview—received no financial contributions from the startup team.

Table	7.16	Nascent	Enterprise	Team:	Initial	Investments	in	Time	and	Money	(percent	except	
as	noted)

Total	Team	Time	 Hours Total	Team	Money Money

Average number of hours 1,471 Average amount (dollars) 10,734

Median number of hours 400 Median amount (dollars) 2,930

Hours Percent Amounts Percent

    Up to 50 19.1 Nothing 19.2 

    51 to 250 23.7 Up to $1,000 17.1 

    251 to 500 12.9 $,1001 to $2,500 13.1 

    501 to 1,000 13.6 $2,501 to $10,000 23.5 

    1,001 to 2,000 11.3 $ 10,001 to $20,000 8.9 

    2,001 or more  19.5 $20,001 to $50,000 8.7 

$50,001 to $100,000 4.3 

$100,001 or more 5.3 

Total 100.0 Total 100.0 

Note: Data for period from conception to completion of first detailed interview. 
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The diversity in the startup activities, the personal time contributed to the 
startup, and the personal financial investment make clear that a cross-sectional 
sample of nascent enterprises captures initiatives at many different stages of 
the entrepreneurial process. some are just beginning and others have been 
working on the new venture for years. it should not be a surprise to discover 
considerable variation in the number and nature of startup activities reported 
in the first interview or the amounts of time and money contributed to the 
nascent enterprises by the startup teams. detailed analysis cannot be com-
pleted until several follow-up interviews have been completed. data from a 
sequence of follow-up interviews can be used to provide more precise descrip-
tions of the gestation window, the sequence of startup activities, and the total 
investments in the firm creation process. 

startup outcomes 
Following entry into the startup process, there are several possible outcomes. 
The nascent entrepreneurs may succeed in founding a new firm, they may 
disengage, or they may continue to work on the startup activity. experience 
with the 1999 cohort indicated that more precise measures of the alterna-
tives would produce more reliable results. The major difference was related 
to determining the presence of a new firm. For the 1999 cohort, nascent 
entrepreneurs who claimed to have implemented a new firm were taken at 
their word; for the 2005 cohort the implementation of a new firm was based 
on reports of positive monthly cash flow covering all expenses and salaries 
for three or more months. disengagement for the 1999 cohort was based on 
their personal assessment; for 2005 those classified as disengaged expected 
to spend less than 80 hours on the initiative in the next six months, did not 
consider it a major career focus, and considered themselves disengaged from 
the initiative. 

a second issue is the complication associated with determining the 
moment of conception, or of entering the startup process.70 reliable measures 

70 The first step involves excluding those who reported positive monthly cash flow from more than three 
months at a time prior to the initial interview. Following this, attention shifts to those nascent enter-
prises where more than two startup activities have been reported, with an emphasis on two initiated 
within a 12-month period. The earliest of these two is considered the conception date, the beginning 
of the startup process. see reynolds, 2007b, 118. 
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of the date of conception require several follow-up interviews; the procedures 
developed for the 1999 cohort are the best available at this time. 

The outcome status for the two cohorts is presented in two ways in table 
7.17. The top rows reflect the outcome measures based on data only from the 
first follow-up interview for the two cohorts. For this analysis, firm conception 
and outcome are based only on data from the first two interviews. The differ-
ence in reports of new firms probably reflects the different criteria for accepting 
a new firm. The average for the two cohorts suggests that about one in six have 

Table	7.17	Startup	Outcomes:	First	Follow-up	and	Time	Since	Conception	(percent)

1999	cohort 2005	cohort	 Average

Based	only	on	first	follow-up1

48 months after entry New firm implemented 22.8 11.8 17.3

Startup continues 56.6 68.1 62.4

Disengagement 20.6 20.1 20.4

100.0 100.0 100.1

Based	on	first,	second,	and	third	follow-up2

12 months after entry New firm implemented 8.8

Startup continues 86.8 

Disengagement 4.5 

100.1 

48 months after entry New firm implemented 27.9 

Startup continues 44.0 

Disengagement 28.0 

100.0 

72 months after entry New firm implemented 31.9 

Startup continues 32.9 

Disengagement 35.2 

100.0 

120 months after entry New firm implemented 33.6 

Startup continues 29.0 

Disengagement 37.4 

100.0 

1 Data based on Reynolds and Curtin (2008), Fig. 6.1, 6.2, 225-226.
2 Data based on Reynolds (2007), Fig 5.1, 56. 
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a new firm, one in five have disengaged, and the remainder, a little less than 
two-thirds, are still active in the startup process. 

The four sets of rows in the bottom of table 7.17 present the outcome 
measures at 12, 48, 72, and 120 months following conception for the 1999 
cohort, where the dates of conception and outcomes are based on four waves of 
data collection. The patterns over time are of some interest: at 12 months after 
conception 9 percent reported a new firm, compared with 28 percent at 48 
months, 32 percent at 72 months, and 34 percent at 120 months. a substantial 
proportion, three in ten, are still engaged in the startup process at 120 months, 
10 years after beginning the firm creation process.

a comprehensive analysis involved cleaning and documenting all four 
waves of data collection from the 1999 cohort. The consolidated data file was 
reorganized to create a “startup timeline” for each case.71 This was required 
because the screening activity itself identified nascent enterprises at an arbi-
trary point in the startup process: some were selected months after the effort 
began and others many years into the startup process. The primary result is 
summarized in Figure 7.9, which indicates the status of each eligible case in 
the 10 years following entry into the startup process. 

The initial bar indicates that 100 percent are active in the startup process at 
time zero (conception) and after one month 1 percent have quit and 2 percent 
report a going business. all 24 periods up to the end of year six cover three-
month intervals; the last three are 12 months long. after 10 years, 37 percent 
report they have left the process, 34 percent report a going business, 28 percent 
are still active in the startup effort, and 1 percent are not currently active (inac-
tive startup) but will not admit that they have completely given up.

how long does the startup process last? it is clear that for some it can take 
decades. it is possible, however, to track the time involved in the process by 
those who leave, either by starting a new firm or disengaging from the process 
by the end of the sixth year. The time from the first startup activities, or con-
ception, to the date when a person reported having started a business or having 
disengaged from the effort is presented in Figure 7.10. status at the end of the 
sixth year is used to classify the outcomes, new firms, and quits 72 months into 
the process.

There is a clear difference in the two processes. in the first six months, 
for example, 18 percent of the new firms are created but only 2 percent of 

71 This procedure is discussed in some detail in reynolds, 2007b, 118-121.
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those who disengage have quit. The median time for a new firm birth is 19-24 
months, but it is 25-30 months for disengagement. by 36 months, 75 percent 
of the new firms are created, but it takes 42 months for 75 percent of those 
who quit to actually disengage. by 48 months after entry, the percentages are 
similar: 10 percent of the startups and 10 percent of the disengagements take 
more than four years. 

at this time, the most complete portrayal of the transition timeline is avail-
able for the 1999 cohort; detailed data for the 2005 cohort must wait until the 
phenomena play out and more follow-ups are completed. perhaps the most 
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striking feature of this portrayal is the large proportion that take a long time 
to complete a transition; after seven years, one-third are still actively working 
on the startup; after 10 years, nearly one in three are still in the startup phase. 
while it appears that a substantial proportion can reach an early resolution—
half that launch a new firm or disengage seem to do so within a couple of 
years—a large number require more years to reach closure. six years after entry 
into the startup process, about one-third have launched new firms, one-third 
have quit, and one-third are still working on the startup. 

which nascent enterprises become new Firms? 
a detailed assessment of the nascent enterprises that appear to complete the 
transition to a new firm was completed with the 1999 cohort. This was made 
possible by follow-up data on 648 cases out of 830 considered recent active 
nascent entrepreneurs. The analysis focused on comparing 200 nascent enter-
prises that were operating new firms within 72 months after entering the 
startup process with 468 nascent enterprises that had discontinued operation 
or involved entrepreneurs who continued to work on the startup.72

The comparative analysis included more than 130 independent variables. 
The majority were based on various items and multi-item scales developed 
by the consortium of scholars who implemented the psed i project, the 
1999 cohort, through their participation in the entrepreneurial research 
consortium.73 These variables can be classified into seven major categories: 

• socio-demographic background (13 measures)

• current social and work life context (13 measures) 

• personal traits, orientation, and attitudes (35 measures) 

• business background and experience (20 measures) 

• business and economic context (10 measures) 

• business activity and investments (30 measures) 

• ambient (host) community (7 measures)

72 This analysis is presented in detail in reynolds, 2007b, 58-85 and 134-153.

73 They are summarized in detail in Gartner, et al. (2004), The handbook of entrepreneurial dynamics. 
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an additional six indices were developed utilizing factor analysis to deter-
mine sets of 23 activities that seemed to occur together:74 

•  business presence: focuses on formal registration, full-time work on the 
startup, hiring of employees (5 items, 0.72) 

•  production implementation: focuses on acquiring inputs, use of major 
assets, sales of the product or service (6 items, 0.72) 

•  organizational, financial structure: focuses on mobilizing individuals, 
planning, acquiring outside financing (4 items, 0.59)

•  personal planning: thinking about the new business, defining business 
opportunities, investing own money (3 items; 0.54) 

•  personal preparation: preparing for participation by taking classes, sav-
ing money, arranging for childcare or household help (3 items; 0.36) 

•  task or product emphasis: focuses on developing the product or service 
and acquiring intellectual property rights (2 items; alpha = 0.25)

These six measures of startup activity appeared to have a much stronger 
relationship to successful implementation of a new firm than any of the 
other factors. 

several primary factors seemed to affect the transition from a nascent 
enterprise to a new firm: 

•  activity emphasizing production of good or service 

•  activity emphasizing a presence for the new venture

•  nascent entrepreneur business experience, particularly in the same industry 

•  activity emphasizing development of organizational, financial structures 

•  startup team financial commitments

•  intense rate of time and financial investments by the startup team, time 
and temporal compression of startup activities

74 chronbach’s alpha values computed at the second year, from reynolds, 2007b, 155. 
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a number of secondary factors seemed to have some impact: 

•  located in less urbanized, more rural areas 

•  selected personal traits

•  locus of control 

•  response to pressure by doing better, not differently

•  economic sophistication

•  social confidence 

•  ethnic background

•  whites, hispanics more successful 

it should be noted that neither the nascent entrepreneur’s gender nor age 
at entry into the process had a statistically significant relation to the outcome—
the birth of a new firm. ethnic background had a very modest impact. The 
unexpected outcome is that major factors associated with entry into the startup 
process—age, gender, ethnic background—have almost no effect on a success-
ful completion of the startup process resulting in a new firm. 

The major factors associated with completion of the startup process with a 
new firm were related to the types of startup activities as well as the intensity of 
the investments made by the startup team. teams that were very active in the 
startup and invested substantial personal effort and capital were more success-
ful in implementing a new firm. prior experience in the startup industry also 
seemed to have a positive impact. There was some evidence of more success 
by entrepreneurs outside urban areas, where there would be less competition. 
some personal traits had positive impacts. whites or hispanics were slightly 
more likely to report a new firm than african americans; african americans 
were more likely to report they were still working on the startup. The propor-
tion of entrepreneurs that had quit was the same for all ethnic groups. 

but the major message is the absence of any statistically significant associa-
tion of the birth of a new firm with 120 variables representing the personal 
situations, orientations, or motivations of the entrepreneurs—to say nothing 
of the competitive strategy or planning of the business. The major result is 
quite straightforward. success at implementing a business reflects what was 
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done in the startup process, not the attributes of the nascent entrepreneurs. It 
is what an entrepreneur does, not who the entrepreneur is, that counts. 

This would suggest that the most effective way to increase the proportions 
of successful transitions may be to enhance the skills and training of the startup 
teams—to enhance their capacity to be entrepreneurs, not simply to enhance 
their desire to start businesses with motivational speeches. 

informal investments in business creation
what is the social cost of business creation activity—the startup sector? 
Millions of individuals are trying to create new firms, and each nascent enter-
prise receives considerable informal investment in time and capital from the 
startup teams. it would be of some interest to have an estimate of the total 
amount of this investment and relate this cost to the outcomes of the pro-
cess. in other words, how much of this “sweat equity”—volunteer time and 
capital—is associated with a successful firm launch and how much represents 
costs that may never be recovered? 

a number of key adjustments and assumptions were required to use the 
psed data to estimate the cost.75 The result is a harmonized initial estimate of 
the average annual informal investment in nascent enterprises, by outcome. 

selected features are presented in table 7.18. The first set of rows pres-
ents the estimates of the outcome at 48 months, where there is a considerable 
difference between the two cohorts in terms of the transition to a new firm. 
For the 1999 cohort, where the criterion was the judgment of the respond-
ing nascent entrepreneur, 23 percent report a new firm at 48 months after 
entry into the process. For the 2005 cohort, where a more precise criterion 
of three months of positive cash flow was utilized, 12 percent are considered 
new firms at 48 months. The second set of rows provides estimates of the time 
between entry into the process, conception, and the initial detailed interview. 

75 The following adjustments were made: all analysis was completed separately for the 1999 and 2005 
cohort, to retain any evidence of changes over these two time periods. procedures to develop harmo-
nized timelines for the 1999 and 2005 cohorts, based only on the detailed first interview and initial 
follow-up interview were used to determine the date of conception—entry into the startup process—
for all nascent entrepreneurs. The total hours and funds committed by all members of the startup 
teams from conception to the first detailed interview were computed for the 1999 and 2005 cohorts. 
to minimize the effects of the extreme cases, extremely high values were reset to three standard devia-
tions above the mean. all 1999 dollars were converted to 2005 values using the consumer price index. 
These procedures and estimates are discussed in more detail in reynolds and curtin, 2008, chapter 7 
and appendix c. 
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The shorter times for the 2005 cohort may reflect improvement in procedures 
to complete the detailed interviews with nascent entrepreneurs once they were 
identified in the screening interviews. 

even with these differences, the total amounts of time and money infor-
mally invested in the startups are quite similar. The average time for all out-
comes was about 1,500 hours for the 1999 cohort and 1,650 for the 2005 
cohort. The average funding totaled about $12,000 for the 1999 cohort and 
$11,500 for the 2005 cohort. This similarity suggests that this level of resource 
commitment may be a stable phenomenon. 

The relationship of the average informal investment to the different out-
comes varied by type of investment. The amount of time devoted to the nascent 
enterprises, about 1,500 hours, is lower for those who have disengaged. it is 
higher for those who report a new firm or continuation of the startup, with 
some differences between cohorts. The amount of funds devoted by the startup 
teams, about $14,000, is somewhat larger for the startups that become new 
firms; there is not much difference in costs between those that report disen-
gagement and continuation of the startup effort. 

Table	7.18	Average	Informal	Investments	by	Startup	Process	Outcome,	1999,	2005	

New	firm	 Disengage Startup		
continues

All		
outcomes

First follow-up outcomes (percent)

    1999 22.8 20.% 56.7 100.0

    2005 11.8 20.2 68.0 100.0

Conception to first interview 
(months)

    1999 19.7 12.0 22.6 —

    2005 15.5 10.1 18.4 —

Annual team time (average hours)

    1999 1,650 943 1,631 1,494

    2005 1,248 1,193 1,858 1,652

Annual team money (average dollars)

    1999 15,854 10,161 11,007 11,936

    2005 14,234 9,264 11,657 11,478

Note: 1999 financial amounts converted to 2005 dollars with the Consumer Price Index. 
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converting these case estimates to aggregate annual contributions for the 
entire population of nascent enterprise efforts involves additional adjustments and 
assumptions. These all have the effect of creating more conservative estimates.76

Following these adjustments, the point estimate of 1999 nascent enter-
prises was 5.5 million and for 2005 it was 6.0 million nascent enterprises. 

The estimated cost—i.e., amount of time and money invested annually by 
the startup teams is presented in Figure 7.11. The figures are in millions for 
both time (hours) and funds (dollars). The similarity between the two cohorts 
is encouraging. The total time is approximately 7.7 billion hours for 1999 and 
9.9 billion hours for 2005. The total informal financial contribution is $65.7 
billion in 1999 and $68.6 billion in 2005. 

does this represent a significant amount? after all, the u.s. economy is 
large. hours contributed to nascent enterprises can be compared to annual 

76 The following adjustments were made:as the time from conception to the first detailed interview was 
greater than one year for most outcomes, this period was converted to an annual amount for each 
outcome for each cohort. to restrict the estimate to those nascent entrepreneurs who seemed most 
serious about creating a new firm, the counts were adjusted to include only recent active nascent entre-
preneurs, those for whom entry into the process occurred less than 10 years before the detailed inter-
view; this was 90 percent of the 1999 cohort and 78 percent of the 2005 cohort. The average number 
of persons on the startup teams was used to adjust the population estimates of nascent entrepreneurs 
to estimates of the number of nascent enterprises; this was 1.75 for the 1999 cohort and 1.65 for the 
2005 cohort.
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hours worked in the united states.77 based on the number of employed per-
sons and the average hours worked for 50 weeks in a year, the totals for hours 
worked in the united states were 253 billion in 1999 and 267 billion in 2005. 
The amount of uncompensated time devoted to nascent enterprises is 2.1 per-
cent of the paid work total for 1999 and 2.7 percent for 2005. This nascent 
enterprise total is close to one-half of the total work of self-employed work-
ers—20 billion hours in 1999 and 18 billion hours in 2005. 

comparisons of the informal funding of these enterprises to other bench-
marks are less precise. The amount of venture capital funding to seed and 
startup firms was about $3.7 billion in 1999 at the peak of the dot-com boom, 
and $0.8 billion in 2005, a more normal period.78 The total number of firms 
receiving venture capital support was less than 3,000 in 1999 and less than 
2,000 in 2005. hence, this informal financial support for nascent enterprises 
was 18 times ($65.7 billion/$3.7 billion) to 86 times ($68.6 billion/$0.8 billion) 
greater than venture capital support for startups over the same period. This 
would suggest that informal investment by startup teams in nascent enterprises 
is a significant unrecognized investment in the u.s. economy. 

perhaps more dramatic are the clear differences between these informal 
investments and the outcomes. averaging across the two cohorts, 16 percent of 
the time is invested in nascent enterprises that appear to be new firms, 15 percent 
in those that have been discontinued, and 68 percent in those that continue in 
the startup mode. The ratios for informal financial investments are similar, with 
22 percent invested in startups that become new firms, 17 percent that are dis-
continued, and 62 percent in those continuing in the startup process. 

More information would be very helpful. it takes more than five years for 
most nascent enterprises to complete the transition to a new firm: the comple-
tion of more follow-ups with the 2005 cohort will make possible more precise 
information on the total social investment. but even taking this into consider-
ation, it is striking that most time and funding invested in nascent enterprises 
is not associated with the creation of an operating new firm. Most costs are 
borne by startup teams—and their families—who do not receive the benefits 
of a viable new firm. 

77 data on the number of persons active in employment, including the self-employed, and hours worked 
for 1999 are from tables 656 and 658 of The statistical abstract of the United States (2000). For 2005 
they are from tables 587 and 588 from the u.s. bureau of labor statistics, Employment and earnings, 
January 2006: www.bls.gov/cps/home.htm.

78 National Venture Capital Association yearbook, 2007. 
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There is little question that new firms are major contributors to the econ-
omy and generate careers and employment for many. naturally, these benefits 
have costs in both the time and financial resources devoted to the nascent 
enterprises by the startup teams. The benefit-cost ratio would improve if 
the costs borne by the startup teams—and their friends and families—were 
reduced. This could be done by providing training and assistance that would 
improve the success rate—so more nascent enterprises actually became viable 
new firms. such training might also help entrepreneurs to more readily deter-
mine when an enterprise is not viable, thereby reducing their investment of 
time and financial capital. 

in contrast to the serious startups, there are startups that may be defined as 
“recreational” where some entrepreneurs view the startup process as a perma-
nent hobby. These activities are unlikely to be a serious policy concern. 

cross-national comparisons 
Given intense global competition and the desire to strengthen national eco-
nomic growth, there is considerable interest in the relative entrepreneurial 
capacity of the united states.79 it is possible to compare the prevalence of new 
firm creation with other countries, facilitated by the widespread adoption of 
the screening procedures developed for the 1999 cohort, psed i.80 The Global 
entrepreneurship Monitor (GeM) research design was a modified version of 
the psed i procedure. as of 2008, it has been implemented in 50 countries, 
in some for as many as 10 annual surveys. while the actual procedures to locate 
individuals active in firm creation are very similar, there is less detail on the 
nascent enterprises and new ventures than in the psed. even so, it is possible 
to develop some preliminary comparisons. 

The major measure of firm creation activity combines counts of those in 
the startup phase working with nascent ventures with counts of new firms 
up to 42 months old. This measure, the total entrepreneurial activity or 
tea index (also called the early-stage index) allows for comparisons across 
countries and regions. because of differences in the adult sample of these 

79 council on competitiveness, 2007; schramm, 2006. 

80 reynolds, bosma, autio and others, 2005.
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population surveys, the population base includes adults 18 to 64 years of 
age; all u.s. data have been adjusted to this base for this assessment.81 

a comparison of six regions and countries is presented in Figures 7.12 
and 7.13; they include large asian countries (india, china), the united states, 
latin american countries (Mexico, brazil, and argentina), western europe 
(belgium, denmark, Finland, Germany, ireland, italy, netherlands, norway, 
spain, sweden, switzerland, and the united Kingdom), canada, and Japan.  
Figure 7.12 indicates the prevalence rate (the line) and estimated total counts 
(the bars) of tea-active individuals in these regions. because of the signifi-
cant differences in total counts, the bars are scaled logarithmically, as indicated 
on the left of the figure. while the prevalence rate for india and china, at 
about 15 per 100, is slightly higher than that of the united states, at about 11, 
the number of individuals involved, at 200 million, is 10 times the 20 million 
for the united states. The counts for the three latin american countries at 26 
million are similar to the u.s. counts; western europe’s entrepreneurial count 
at 11 million is considerably lower. canada and Japan, each at about 2 million, 
are similar, even though Japan has four times as many people. 

The respondents in these surveys, whether they are reporting on a nascent 
enterprise or a young business, are asked about their growth aspirations and 
their expectations of firm size in five years. This allows the identification of 
those who anticipate having more than 20 employees in five years. The preva-
lence rates and estimated counts for these high-growth firms are displayed in 
Figure 7.13.82

The high growth tea prevalence rates for the united states, 1.5 per 100, 
are the highest in the chart, and translate into about 3 million individuals. 
india and china have slightly lower prevalence rates, about 1.0 per 100, but 
15 million high-growth-oriented tea entrepreneurs, five times the number 
of the united states. The high-growth prevalence rates and counts for all other 
areas are somewhat lower than those of the united states. For latin america 
and western europe, the estimated counts are slightly more than 1 million, 
for canada about 300,000, and for Japan about 100,000. 

This assessment would suggest that the united states is more than hold-
ing its own with respect to the emergence of growth-oriented entrepreneurs. 
There is little current threat from Japan, western europe, or latin america. 

81 reynolds, bygrave, autio, and others, 2004. 

82 autio, 2007, table 3. 
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on the other hand, the large size of the population and the high participa-
tion rates in developing asian countries suggest this is no time for compla-
cency. The level of activity in other developing asian countries—indonesia, 
philippines, vietnam, Thailand, Malaysia—could increase the counts for this 
region by at least one-third. efforts should be made to sustain the current u.s. 
competitive advantage as a source of new firms, particularly those oriented 
toward high growth.

Figure	7.12	Global	Comparisons:	Total	TEA	Index	Prevalence	and	Counts

Figure	7.13	Global	Comparisons:	High-growth	TEA	Index	Prevalence	and	Counts

Number of persons (Log10)
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overview and implications 
The psed research program has made major contributions to understanding 
the process of business creation. by focusing on the individuals who take the 
initiative to develop new ventures, and locating them with procedures that are 
independent of all other mechanisms for developing lists of business activity, 
the psed provides a completely independent source of information about the 
entrepreneurial process. The only biases in the procedure are those inherent 
in any survey designed to identify a representative sample of adults, and the 
methodology employed is “state of the art.” in addition, the psed datasets 
have a significant correspondence with other data developed to represent the 
process of business creation (see appendix 7c). The cohorts selected in 1999 
and 2005 can be used to estimate the number of nascent entrepreneurs and 
nascent enterprises in the u.s. population. 

a number of findings from this research program have major implications 
for the study of business creation: 

•  The scope of activity is considerable, with 12 million people trying to 
create more than 7 million new businesses in 2005. 

•  The major factors affecting participation in new firm creation seem to 
reflect the background and situation of the individual—age, gender, sup-
portive context. 

•  All segments of the population are involved—regardless of age, gender, 
ethnic background, educational attainment, financial resources. Those 
with some attributes are more likely to be involved—men, early-career 
adults—but no groups are excluded. 

•  Half of the nascent enterprises reflect self-employment, 30 percent a 
spousal pair or a family initiative, and 20 percent a group organized solely 
to create a new venture. These latter teams organized around business 
objectives tend to be more growth-oriented. 

•  The nascent enterprises are a mirror image of existing businesses in their 
industry sectors; they are just as diverse as existing firms. 

•  There is considerable diversity in the startup patterns. While some entre-
preneurs have new firms operating in a matter of months, it takes four 
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years for the majority of nascent enterprises to achieve an operational 
resolution, and even then a full two-fifths are continuing in the startup 
mode. by six years, two-thirds have achieved an operational resolution.

•  The major factors affecting success in completing the startup process with 
a new business are related to what is actually done to implement a new 
firm and the work experience of the individual, particularly experience 
relevant to the industry of the startup. personal attributes and charac-
teristics have little influence. success reflects what nascent entrepreneurs 
do, not who they are. 

This research program has implications for a variety of audiences, includ-
ing researchers, practitioners, and policymakers. 

Implications for Research
as a resource for scholars, the psed datasets provide a description of the firm 
creation process from the conception through the birth of a new firm. There 
is also a substantial amount of information on the stages of this and related 
processes. The data may be used to explore the applicability and relative impact 
of a wide range of theories, models, or hypotheses regarding the firm creation 
process. numerous indicators are available to measure various aspects of these 
nascent enterprises. This makes it possible to directly test different theories of 
firm creation. before the availability of the psed datasets, it was not possible 
to analyze the impact of a wide range of factors on the firm’s startup processes. 
in addition, as both the 1999 and 2005 cohorts are nationally representative 
samples, inferences to the u.s. population are possible. 

analysis of the data uncovered two unexpected features of the firm creation 
phenomenon. First was the complexity and diversity of the process. Many fac-
tors affect business creation. identifying the key causal mechanisms will take 
considerable effort by entrepreneurship scholars. second was the extensive 
time required for most nascent enterprises to reach a resolution. This means 
that unless follow-up interviews are completed for four to six years after the 
cohorts are screened and the initial interviews are completed, a great deal of 
information will be lost regarding the outcome for a substantial proportion of 
new firms. research on the impact of the startup process on the growth and 
survival of the new firms will require additional data collection, perhaps for up 
to 10 years or more.
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The techniques required to create common timelines for each new venture, 
compensating for the fact that the screening identifies nascent enterprises at 
different stages of development, are not routine, but these procedures are in 
the public domain and they dramatically change the character and descriptions 
of the startup process. 

Implications for Practitioners—Nascent Entrepreneurs
two implications for practitioners seem significant. First, people from all seg-
ments of society are active in business creation; anyone who gets involved will 
have a great deal of company. second, the most important factors associated 
with successful completion of the process with a new firm are related to know-
ing the industry and aggressively pursuing the opportunity. individual back-
ground and personal attributes are much less significant.  

what entrepreneurs do is much more important than who they are. 
That does not mean that it is easy to start a business. it is reasonable to 
expect the startup process to require the equivalent of one year of full-time 
work and tens of thousands of dollars. Most of those who implement a new 
firm seem to work on the project with considerable intensity—doing many 
things and investing a great deal of time and money in a relatively short 
period of time. it would appear that those who discover that the business 
opportunity is not viable and quickly disengage from the process also make 
intense investments in the startup process—and get an early answer to the 
question of viability. They soon discover that the opportunity is not there 
and move on to other alternatives.

so what is the bottom line for aspiring entrepreneurs? Know what you are 
doing and do it. 

Implications for Policy
Many of the policy implications are related to the image of the business cre-
ation process in the united states: 

•  Participation in business creation, as a personal career choice, is a very 
stable phenomenon: policy initiatives are not likely to make major 
changes in the level of activity. 
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•  It takes many nascent enterprises to create new firms. In a given year, for 
example, 12 million nascent entrepreneurs are trying to start 7.4 million 
nascent enterprises that will eventually become 600,000 employer firms. 

•  Half of the nascent enterprises reflect team efforts; one in five nascent 
enterprises reflects the efforts of a team assembled solely for the purpose 
of creating a new venture.

•  Nascent entrepreneurs, individually or as teams, contribute substantial 
resources, voluntarily and informally, to startups—as much as 2 to 3 per-
cent of the total time invested in paid work and $60 billion per year in 
informal financial contributions. Most of the investments are made by 
individuals who will not implement new firms and will not personally 
benefit from this investment. 

•  Efforts to improve the process might focus on improved training and 
knowledge for the nascent entrepreneurs.83 There is no shortage of per-
sons willing to devote substantial effort to creating a new firm; the most 
effective way to increase the probability of success may to provide training 
and managerial assistance to active nascent entrepreneurs. This should 
not, however, take the form of specialized training in entrepreneurship 
alone. entrepreneurship training should augment training for all types 
of crafts, occupations, vocations, and professions. Most firms are started 
by those who have not completed college. substantive training and edu-
cation creates a fuller understanding of future customers, markets, and 
industry practices—information that can lead to the identification of 
opportunities. having the skills and information needed to implement 
a new firm will facilitate developing new ventures that reflect emerging 
business opportunities. 

•  The United States is a major source of the world’s new firms, both firms 
that produce traditional goods and services for local consumption and 
those designed for high growth. it is evident that there is a substantial 
competitive threat from asia. This is not a good time to be complacent 

83 an extensive discussion of educational efforts associated with entrepreneurship is provided in weaver, 
dickson, and solomon (2006), chapter 5 of The small business economy: A report to the president for data 
year 2006. 
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about the role of new firm creation in the united states and the potential 
of new firms to increase u.s. global competitiveness. 

These implications reflect the systematic study of the firm creation process, 
focusing on the persons and teams that take action to organize and establish 
new ventures.

Future PSED Research Project Applications
resources at the national, state, and local level devoted to facilitating entre-
preneurship are enormous—in the tens of billions of dollars. however, these 
efforts could be more efficient and effective with improved understanding of 
the business creation process. The type of information assembled by the psed 
research program provides a unique resource for informing policy discussions. 
two initiatives, with modest costs compared to the current program invest-
ments, are under way: 

•  The PSED II project, the source of data on the 2005 cohort, has just com-
pleted the third wave of data collection with the 24-month follow-up. 
low-cost annual follow-up for five or more years would provide more 
precision on the ultimate resolution for a larger proportion of nascent 
enterprises and allow for tracking the growth and survival of the new 
firms identified in the early follow-up interviews. no scientific descrip-
tions of these early stages of the business life course currently exist. 

•  The Current Population Survey completes 50,000 interviews each month 
to determine the labor force activity of the u.s. population. The psed 
screening procedures—which have been thoroughly field-tested in the 
united states and 50 other countries—take less than two minutes, on 
average, to locate active nascent entrepreneurs. if this screening were 
incorporated into the cps it would provide precise monthly data on 
business creation activity in the united states. This would facilitate, in a 
major way, tracking this critical feature of business dynamics in the u.s. 
economy.

as a research innovation, the psed research protocol has been successful 
beyond expectations. it is now developed to the point of providing systematic 
reliable information on the early stages of business dynamics, information of 
great value in tracking and guiding the development of the u.s. economy.
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appendix 7a: national academy of sciences 
study of business dynamics 
a panel of experts convened to report for the national academy of sciences 
recently completed a study of business dynamics.84 a summary of their busi-
ness dynamics conceptual framework is presented as Figure 7a.1. The pre-
sentation is organized around two major business phenomena: the business 
entity’s life course and the work career of typical individuals. 

This framework posits that two major processes lead to the conception of a 
new business. one process involves individuals shifting into the startup mode 
after a work career as employees holding jobs; the other involves individuals 
initiating new firms as part of current job requirements, representing a startup 
sponsored by an existing firm.

The major purpose of the conceptual framework is to identify existing data-
sets for research on business and career dynamics. a total of 26 different datasets 
were identified as relevant to some aspect of firm creation and business dynam-
ics; they are listed at the bottom of Figure 7a.1.85 Fifteen of the 26 provide for 
cross-sectional information about existing firms at a point in time, but without 
any capacity for tracking the firms over time (1-3, 5-10, 14, 16,18-20, 22, 24). 
seven provide for longitudinal analyses of existing firms, once they are included 
in an existing firm registry, such as the unemployment insurance files maintained 
by the bureau of labor statistics, the longitudinal business database main-
tained by the u.s. bureau of the census, or a sample drawn from the dun and 
bradstreet data files (4, 11-13, 15, 17, 23). Three track the labor force activities 
of persons, either as individuals or as members of households, but the focus is on 
the nature of the jobs they may hold and shifts between jobs over the life course. 
other than reports of “self-employment,” there is little attention to creating 
new businesses, and the description of the self-employment activity is brief and 
basic (6, 25, 26). one, the Global entrepreneurship Monitor, provides annual 
comparisons of national measures of firm creation activities, but does not track 
nascent enterprises over time (22). 

84 haltiwanger, lynch, and Mackie, 2007.

85 details on the nature, sources, and access to these datasets are provided in haltiwanger, lynch, and 
Mackie, 2007, 158-171.
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Figure	7A.1	U.S.	Business	Dynamics	and	Available	Datasets	

Key	to	Numbered	Datasets	

1 BLS, Business Establishment List 14 Dun & Bradstreet Duns Market Identifier File 

2 BLS, Quarterly Census of Employment  
and Wages 15 NSF (U.S. Census) Longitudinal  

Research Database

3 BLS, Current Employment Statistics 16 SBA Statistics of U.S. Business

4 BLS, Business Employment Dynamics 17 Business Information Tracking Series (BITS)

5 BLS, American Time Use Survey 18 FRB Survey of Small Business Finances

6 BLS-Census: Current Population Surveys 19 IRS Survey of Income 

7 U.S. Census Business Register 20 Standard & Poor’s Compustat

8 U.S. Census Company Organization Survey 21 Kauffman Foundation Panel Study of Entre-
preneurial Dynamics (University of Michigan)

9 U.S. Census, Economic Census 22 Kauffman Foundation and Others: The 
Global Entrepreneurship Monitor (GEM)

10 U.S. Census, Survey of Business Owners 23 Kauffman Firm Survey (Mathematica)

11 U.S. Census Longitudinal Business 
Database 24 Kauffman Financial and Business Databases

12 U.S. Census Integrated Longitudinal  
Business Database 25 National Longitudinal Survey of Youth  

(BLS, conducted by Ohio State/NORC)

13 U.S. Census Longitudinal  
Employer-Household Dynamics 26 Panel Study of Income Dynamics  

(U Michigan)

BLS = Bureau of Labor Statistics 

IRS = Internal Revenue Service 

NORC = National Opinion Research Center, Affiliated with the University of Chicago 

NSF = National Science Foundation 

SBA = Small Business Administration 

From Table 4.1, page 68, from Haltiwanger, Lynch, and Mackie, 2007. 
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appendix 7b: psed research procedure
The research procedure consists of three phases. The first was the identification 
of a representative sample of those actively involved in the new firm creation 
process, the nascent entrepreneurs. They were identified from phone inter-
views completed with adults from a representative sample of households that 
met four criteria: 1) they considered themselves involved in the firm creation 
process, 2) they had engaged in some startup activity in the past 12 months, 3) 
they expected to own all or part of the new firm, and 4) the initiative had not 
progressed to the point that it could be considered an operating business. about 
87 percent of those identified in the screening as active nascent entrepreneurs 
agreed to participate in the study.86 For both projects the initial screening was 
completed by a commercial survey firm (Market Facts for psed i; opinion 
research corporation for psed ii). The detailed data were collected by sur-
vey operations located in academic institutions (The university of wisconsin 
survey research laboratory for the initial and first follow-ups for psed i; the 
university of Michigan institute for social research for the second and third 
follow-ups for psed i and all detailed interviews for psed ii). 

These volunteers were then contacted for the second phase, a detailed inter-
view. about 60 percent completed the initial 60-minute phone interview;87 it 
covered a wide range of topics related to the initiation of a new firm.

The third phase consisted of the annual follow-up interviews.
The content of the interview schedules was similar for the two projects, 

the modules for psed ii are presented in table 7b.1. psed i is similar but 
covered more topics by utilizing both phone and mail data collection. 

86 it should be noted that the low yield of nascent entrepreneurs in psed i—-830 following screening of 
more than 60,000 individuals—reflected a procedure designed to increase the number of women and 
minorities in the nascent entrepreneur cohort. a large number of white male active nascent entrepre-
neurs was identified in the screening but not included in the cohort in order to focus available resources 
on women and minorities. if resources had allowed the inclusion of all active nascent entrepreneurs 
identified in the psed i screening, this cohort would have been three times larger.

87 table a.3, 464, of Gartner, et al, 2004. Handbook of entrepreneurial dynamics. Thousand oaks, ca: sage.
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Table	7B.1	Overview	of	PSED	II	Interview	Schedule	Modules	

Topic	Modules	 Screening Wave	A	 Wave	B	1,2 Wave	C	1,2

Screening questions All

Assessment of criteria for nascent entrepreneur All

Socio-demographic All

A.1: Why involved, business opportunity  
(open ended) All

A.2: Confirm same business activity All All

A.3: Determine status: new firm, quit, continue All All

B: Type of business, location All NF,SU NF,SU

C: Legal form All All All

D: Startup activities All All All

E.1: Startup finances, entry into firm registries 3 All All All

E.2: Confirm quit, exit interview Quits Quits

F: Orientations toward competition All NF NF

G: Owners, key nonowners, & helpers inventory All NF,SU NF,SU

H: Owner demographics All NF,SU NF,SU

J: Relationships among owners All NF,SU NF,SU

K: Juristic (legal entity) owners All NF,SU NF,SU

M: Key non-owner demographics All NF,SU NF,SU

N: Helper demographics All NF,SU NF,SU

P: Community resources, support for new firms All NF NF

Q: Informal startup financial support All NF,SU NF,SU

R: Legal entity startup investments, debts, net 
worth All NF,SU NF,SU

S: Competitive strategy and target markets All NF NF

T: Growth expectations All NF NF

U.1: Respondent’s motivation All

U.2: Employment structure 3 NF NF

V.1: Expense structure: summary 3 NF

V.2: Expense structure: detailed 3 NF

X: Respondent’s career background All SU SU

Y: Respondent’s self-descriptions All

Z: Respondent & household socio-demographics All NF,SU NF,SU

1 After wave A, modules are provided to all respondents, only those that quit, or those with a new firm (NF), 
or still active in the startup process (SU).

2 After initial interview, modules are repeated to capture changes or new information about the activity or 
details on the current status. 

3 Based on Kauffman Firm Survey interview schedule (Mathematica Policy Research, 2007).
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The screening phase, represented by the screening column, provides a 
small amount of socio-demographic data on all individuals involved in the 
screening; this is useful for assessing some factors affecting the decision to 
enter the startup process. 

The first detailed interview, presented in the wave a column in table 
7b.1, includes information on the nature of the business, startup activities 
implemented on behalf of the new firm, incorporation into business reg-
istries, the nature of the startup team and helping networks, sources and 
amounts of financial support, evaluations of the immediate context, com-
petitive strategy, and growth expectations, along with details of the motiva-
tions, perspectives, self-descriptions, background, and family context of the 
responding nascent entrepreneur. 

The third phase involved the follow-up phone interviews, also about 60 
minutes long. in psed i the follow-ups were also supplemented by a mail 
questionnaire. The time lag between interviews for psed i was about 14 
months; for psed ii careful scheduling has allowed the initial contact for the 
first follow-up to occur 52 weeks following completion of the initial detailed 
interview, the second follow-up at 104 weeks, and so forth. The topics of the 
interview are listed in the “wave b” column in table 7b.1 and vary depending 
on the status of the initiative at the time of the follow-up. nascent entrepre-
neurs who report they have disengaged from the initiative (quit) receive a few 
questions about startup activity and a few about the reasons for their decision. 
all others receive most of the same interview schedule provided in the first 
interview, which provides them with a chance to update their case file with 
reports of new activity or changes in the startup team or financial structure. 
They do not receive most of the modules related to enduring features of the 

Table	7B.2	Nascent	Entrepreneurs	by	Business	Criteria	and	Recent	Startup	Activity

PSED	I PSED	II

Screening period 1998–2000 2005–2006

Screened sample 62,612 31,845

Candidate nascent entrepreneurs (2-criteria) 3,592

Candidate nascent entrepreneurs (3-criteria) 1,571

Active nascent entrepreneurs 830 1,214

Confirmed active nascent entrepreneurs 824 1,148

Recent confirmed active nascent entrepreneurs 747 947
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responding nascent entrepreneur (self-descriptions, family background, etc.) 
covered in the first interview. 

after the first follow-up those who reported they were managing a new 
firm for a full year are provided with some additional modules in wave c. 
These cover the nature of the cost structure that can be used to estimate labor 
productivity. These modules, as well as those related to the organizational 
structure of the firm, have been designed to facilitate comparison with simi-
lar modules in the panel study of new businesses sponsored by the Kauffman 
Foundation.88 details about the procedures, interview schedules, and ques-
tionnaires are available on the psed website and in other documentation.89 

This research design has been the model for similar projects completed or 
under way in argentina, australia, canada, Greece, The netherlands, norway, 
sweden, and the united Kingdom.90 The screening procedure was the basis for 
the procedures adopted for the cross-national assessment of entrepreneurial 
activity in the Global entrepreneurship Monitor (GeM) research program.91 

each stage of data collection provides additional information about 
the individuals and their business creation activity. This allows more pre-
cise definition of their status at the time of the first interview. Table 7B.2 
indicates the adjustments to the sample as more information was obtained 
from the respondents. 

The attrition from candidate nascent entrepreneurs reflects both a selection 
of respondents for focus and the loss of the individuals who did not wish to 
participate or could not be located for more detailed interviews. The number of 
active nascent entrepreneurs—830 from psed i and 1,214 from psed ii—is 
reduced somewhat when those who appear to have periods of profitable opera-
tion prior to the first interview are excluded; many of these were reactivating 
dormant businesses. The sample of confirmed active nascent entrepreneurs was 

88 haltiwanger, lynch, and Mackie, 2007, 138-139; Mathematica policy research, 2007.

89 details of the psed i project are to be found in reynolds, 2007b, and the three appendices of Gart-
ner, et al., 2004. all interview schedules, codebooks, and datasets for the two projects are available at 
www.psed.isr.umich.edu..

90 australia began implementing the comprehensive australian study of entrepreneurial emergence 
(causee) in 2007 (http://www.causee.qut.edu.au). other projects reports are available for argen-
tina (de rearte, lanari, and atucha, 1998), canada (Menzies, Gasse, diochon, and Garand, 2002; 
diochon, Menzis, and Gasse, 2007), the netherlands (van Gelderen, 2000), norway (alsos & Kolv-
ereid, 1998), and sweden (delmar and davidsson, 2000). 

91 considerable detail about the procedures is available (reynolds, bosma, autio, and others, 2005) as 
well as multiple examples of the resulting cross-national comparisons (reynolds, bygrave, autio, and 
others, 2004). 
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then reduced to 824 for psed i and 1,148 for psed ii. Further analyses of 
reported startup activities identify those who initiated startups more than 10 
years before the initial detailed interview. The cohorts of nascent entrepreneurs 
are reduced to 747 for psed i and 947 for psed ii when only “recent” con-
firmed active nascent entrepreneurs are included. 

The procedure is designed to provide a representative sample of individu-
als involved in business creation, identified as nascent entrepreneurs. with 
one caveat, it may be considered a representative sample of nascent enterprises 
or firms in gestation. any nascent enterprise implemented by more than one 
nascent entrepreneur is more likely to be included in the cohort. as a result, 
if the sample is considered to represent nascent enterprises, it should be rec-
ognized as including an overrepresentation of team efforts. nascent entrepre-
neurs with more than one person on the startup team have a higher probability 
of being represented in a sample based on identifying nascent entrepreneurs.92 
it is assumed that the practical effect of this issue is negligible for the following 
analysis and no adjustment for a potential oversample of team initiatives has 
been implemented.  

while the respondents devoted a substantial amount of time to complet-
ing the interviews, very few, 1 percent in psed i and 2 percent in psed ii, 
report less interest in the startup by virtue of participation. Most, 61 percent in 
both cohorts, reported their interest in the startup increased upon completion 
of the initial interview; the remainder, 37-38 percent, indicated no change in 
their commitment to the startup initiative. This strong interest is one reason 
for the high cooperation reflected in item response rates and completion of the 
follow-up interviews. 

92 davidsson, 2004.
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appendix 7c: The psed and other Measures 
of Firm creation
Many of the patterns found in the psed datasets are, to say the least, unex-
pected. is it possible that the populations represented by these samples are so 
unique and distinctive as to have no relationship to other measures of new firm 
creation? two types of comparisons would suggest that the psed research pro-
tocol—locating nascent enterprises based on a representative sample of adults—
is identifying entities that are captured at a later stage by other procedures. 

one comparison involves estimating, with the psed-type datasets, those 
cases that are likely to be captured by other procedures. a detailed compari-
son of the 1999 cohort of nascent enterprises with counts of new employer 
firms reported by the u.s. small business administration’s (sba) office of 
advocacy involved adjustments for the average size of the startup team, reports 
that the nascent enterprise has filed their first Fica payment, and adjustments 
for nascent enterprises missed because of limited callbacks to complete screen-
ing interviews. once these adjustments were made, the 95 percent confidence 
interval of predicted new employer firm listings was from 475,000 to 669,000, 
with a point estimate of 565,000. This was very close to the three-year average 
of 581,000 new employer firms reported by the sba for the same period.93 

The dataset assembled for the Global entrepreneurship Monitor pro-
gram to locate nascent and new enterprises was adjusted to facilitate com-
parisons with annual counts of new businesses based on administrative data 
for 13 countries.94 in seven countries, the 95 percent confidence intervals of 
the survey-based predictions encompassed the administrative counts; in two, 
the 90 percent confidence interval would encompass the administrative record 
counts; and in four, the administrative records were based on rather unusual 
procedures that precluded precise comparisons. in the united Kingdom, for 
example, new firms are identified on the basis of annual sales above the thresh-
old for liability for a value-added tax; these tax data were not obtained in the 
GeM interviews. Given the small sample sizes in the GeM annual surveys—

93 detailed analysis presented in reynolds, 2004, 254-257; as the screening for the 1999 cohort was 
completed over the 1998-2000 period, the three-year average of new registration counts was used in 
the comparison.

94 reynolds, bosma, autio, and others, 2005, table iX. 
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generally 2,000—this is rather strong evidence that the survey-identified new 
ventures represent the same populations as the administrative datasets. 

various time series reflecting business creation in the united states offer a 
second category of sources for comparison. between the psed research pro-
gram, the GeM research program, and some special studies, 134 independent 
samples of the adult population have been developed to estimate the preva-
lence of nascent entrepreneurs. when adjustments are made to compensate for 
differences in item wording, the prevalence rate over the 1998-2006 period for 
the united states was from 5 to 6 per 100 adults, with no statistically signifi-
cant differences between years.95 

Three other measures of activity related to new firm creation—monthly 
increases in efforts to become self-employed, new establishments making state 
unemployment insurance payments for the first time, and new firms making 
federal social security payments for the first time—can be converted to preva-
lence rates using the adult population as a base. time series based on all three 
of these large-scale surveys and censuses indicate no changes over the past 
decade or more (one series began in 1990).96 The temporal trend is identical for 
all four measures—the prevalence rate in terms of the adult population is flat. 

if the household-based survey measures of firm creation can be used to 
predict annual counts in administrative records and if the temporal trends in 
the united states are identical for the psed and three other measures of new 
firm creation, the psed protocol is probably capturing the same business cre-
ation phenomena as these other measures. it may never be possible to know 
what is really going on, but when four different measurement techniques have 
the same patterns, it increases confidence that all procedures are reflections of 
the same phenomena. 

95 reynolds, 2008. 

96 Fairlie, 2006; spletzer, et al, 2004; u.s. small business administration, 2007; summarized in reyn-
olds (2008), Figure 8.
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8	�an overview of the  
regulatory flexibility  
act and related policy

Synopsis
in 2007, the office of advocacy continued to fulfill the congressional mandate 
under the regulatory flexibility act of 1980 (rfa). in particular, advocacy’s 
efforts to assist federal agencies in addressing the impact of their regulations 
on small entities saved small firms more than $2.6 billion in new regulatory 
compliance costs in fy 2007. advocacy also unveiled a new outreach tool, 
the regulatory review and reform initiative or “r3,” designed to help small 
businesses and federal agencies address the cumulative burden of regulations 
in need of reform. agency review of existing regulations is a requirement 
included in the rfa’s Section 610, but unevenly addressed by agencies since 
the law’s enactment in 1980. 

congress created the office of advocacy to be an independent voice for 
small businesses within the government in the formulation of public policy 
and to encourage policies that support their startup, development, and growth. 
The rfa and subsequent refinements in the Small business regulatory 
enforcement fairness act and president bush’s executive order 13272 added 
additional duties for advocacy related to this core mission. These included 
providing agencies with information on how to comply with the rfa and 
training them to consider the effects of their actions on small entities to ensure 
that small business concerns are considered in the rulemaking process. to 
carry out these legal mandates, advocacy has worked with numerous agencies 
to develop the processes and infrastructure needed to minimize the negative 
impacts of their rules on small businesses. 

as required, the office of advocacy reports annually on federal agency 
compliance with the rfa and executive order 13272. pursuant to the rfa, 
federal agencies must examine the potential impact of proposed regulations 
on small entities, and develop significant alternatives where possible to mini-
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mize these impacts while upholding the purpose of the regulation. in  addition, 
executive order 13272 imposes compliance requirements on federal agencies.    

The rfa Then and now
with the passage of the regulatory flexibility act in 1980, congress directed 
federal agencies specifically to consider the impact of their new and existing 
regulations on small businesses and the economy. The rfa directs federal 
agencies to analyze how they achieve public policy objectives without unneces-
sarily burdening small entities. 

an agency must prepare an initial regulatory flexibility analysis (irfa) 
unless it can certify that a proposed rule will not impose a “significant eco-
nomic impact on a substantial number of small entities.” further, the rfa 
requires that agencies publish the irfa, or summary thereof in the Federal 
Register at the same time it publishes its rulemaking. Section 603(b) of the 
rfa sets forth the components that agencies must include within an irfa. 

unless an agency certifies that a final rule within the scope of the rfa will 
not have a significant economic impact on a substantial number of small enti-
ties, the rfa further requires that it prepare and make available to the public 
a final regulatory flexibility analysis (frfa). a frfa documents an agency’s 
rfa-related actions on significant rules and is published in full or summary 
form in the Federal Register.

SBREFA, Judicial Review, Amicus Authority
over time, agencies began to use the law’s certification provision to certify that 
rules would not have an impact on small businesses, even as those businesses 
complained about the crippling burden of increasing federal regulation. The 
rfa needed teeth, and in 1996, the passage of the Small business regulatory 
enforcement fairness act (Sbrefa) added the possibility of judicial review 
of agency actions to the mix.1  The new provisions enabled small entities to 
seek judicial review of an agency’s rulemakings where the agency failed to 
comply with the rfa, and gave advocacy’s chief counsel enhanced author-
ity to file briefs in such cases as a friend of the court (amicus curaie).2  Some 

1  5 u.S.c. §§ 601-612 (2000).  

2  5 u.S.c. §§ 611(a), 612(b).
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experts predicted a spike in antiregulation litigation under the new judicial 
review provision but only a small number of cases emerged, with some affirm-
ing agencies’ well-considered decisions and others upholding challenges under 
the rfa where the agencies clearly had not followed the law. 

The Sbrefa amendments to the rfa introduced new requirements 
to aid small businesses. Sbrefa increased the specificity of the economic 
analysis and required the environmental protection agency (epa) and the 
occupational Safety and Health administration (oSHa) to convene panels 
to consult with small business representatives prior to proposing rules that may 
have a significant economic impact on their businesses.3 These agency panels 
include representatives of the agency, advocacy, and the office of Management 
and budget’s office of information and regulatory affairs (oira).4 

as a result of the Sbrefa amendments, agencies are paying closer atten-
tion to their rfa obligations. Some agencies submit their draft regulations 
to advocacy early in the process to obtain feedback on their rfa compliance 
and the small business impact. early interventions by advocacy and improved 
agency compliance with the rfa have led to less burdensome regulations. 

although overall agency rfa performance improved with the threat of 
judicial review, some agencies nevertheless continued to resist the idea that 
consideration of small business interests should be part of their rulemaking cul-
ture. in response, on March 19, 2002, president george w. bush announced 
his Small business agenda, which included the goal of “tearing down the reg-
ulatory barriers to job creation for small businesses and giving small business 
owners a voice in the complex and confusing federal regulatory process.” 

Executive Order 13272
on august 13, 2002, president bush signed executive order 13272, which 
further delineated the rfa obligations for the office of advocacy and the 
federal agencies.5 e.o. 13272 spelled out advocacy’s authority to comment on 
draft rules to the agency or to oira. 

3 5 u.S.c. §§ 609 (b), (d).  

4 id.  

5 exec. order no. 13272, 67 fed. reg. 53,461 (aug. 16, 2002), available on the office of advocacy 
website at: http://www.sba.gov/advo/laws/eo13272.pdf.  The full order is reprinted in this report in 
appendix b.  
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in addition to the legal requirements of the regulatory flexibility act 
itself, executive order 13272 sets forth additional compliance requirements 
to assist federal agencies in promulgating rules that are clear and that mini-
mize undue economic burdens on small entities. federal agencies must meet 
three requirements set forth under Section 3 of e.o 13272. first, they must 
 publicize their policies and procedures regarding regulations and small busi-
nesses.6 Since e.o. 13272 was implemented, most agencies have posted their 
rfa procedures on their websites. 

Second, agencies must notify advocacy of prepublication rules that may 
impose a significant economic impact on small businesses.7 to best facilitate 
prompt agency compliance with the electronic notice requirements of e.o. 
13272, advocacy created an email address: notify.advocacy@sba.gov. 

finally, e.o. 13272 requires the agencies to give “every appropriate con-
sideration” to advocacy’s comments and recommendations on a proposed rule 
and to respond to advocacy’s written comments in the final rule published in 
the Federal Register.8 Most agencies have complied with this portion of the 
executive order. 

federal agency compliance and the office of 
advocacy’s role in 2007

The Cumulative Burden: Section 610 and the r3 Initiative 
 The rfa is achieving cost savings for small entities, yet more remains to be 
done to reduce the regulatory burden. in 2005, an office of advocacy study 
prepared by Mark crain, The Impact of Regulatory Costs on Small Firms,9 esti-
mated the overall cost of federal regulation at $1.1 trillion. The annual cost 
per employee for firms with fewer than 20 employees is $7,647—45 percent 
higher than for their larger counterparts with 500 or more employees. 

6  exec. order no. 13272 § 3(a). 

7  See id. § 3(b).

8  See id. § 3(c).  

9 crain, w. Mark, The impact of regulatory costs on small firms, prepared for the u.S. Small business ad-
ministration, office of advocacy, under contract no. SbaHQ-03-M-0522 , at http://www.sba.gov/
advo/research/rs264tot.pdf.
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while the regulatory burden imposed by one proposed rule may be manage-
able, when added to numerous rules, a rule may help create a crippling cumula-
tive burden. limiting the review to the regulations an agency deems to have a 
significant economic impact at the time of promulgation is problematic. Since 
new regulations are promulgated each year, the cumulative impact of regulations 
on small entities can be staggering. Moreover, advances in technology and other 
changes may make older regulations (which may not have been burdensome 
when first promulgated) obsolete or unnecessary.

The drafters of the rfa foresaw this problem and included in Section 
610 of the rfa a requirement that agencies periodically review their existing 
rules that may have a significant economic impact on a substantial number of 
small entities. The “610” review was intended to determine whether such rules 
should be continued without change, amended, or rescinded, consistent with 
the stated objectives of applicable statutes. The automatic review of regulations 
afforded through Section 610 was designed to ensure the reform of outdated, 
duplicative, or otherwise unnecessarily burdensome regulations. 

agency compliance with Section 610 has historically been uneven and lack-
ing in transparency. a study of retrospective reviews of existing regulations by 
the government accountability office in 2007 found that there had been some 
1,300 such reviews in nine agencies between 2001 and 2006 addressing a vari-
ety of purposes—most discretionary and a minority in response to mandatory 
requirements like rfa Section 610.10 The study highlighted the need for clearer 
standards and enhanced public participation in the Section 610 review process.

beginning in 2007, advocacy has worked to place greater emphasis on 
the impact of existing rules and the appropriate consideration of rules nomi-
nated by the small business community for review and reform. advocacy’s 
new regulatory review and reform (r3) initiative is designed to address 
the cumulative impact of the federal regulatory burden. The r3 initiative 
identifies and addresses existing federal regulations that should be revised 
because they may be ineffective, duplicative, or out of date. This is a tool for 
small business stakeholders to suggest needed reforms. it includes the review 
process under Section 610 by which an agency considers whether a current 

10 u.S. government accountability office, Reexamining regulations: Opportunities exist to improve ef-
fectiveness and transparency of retrospective reviews, report no. gao-07-791, July 2007, available at 
www.gao.gov/new.items/d07791.pdf. The most common result was a finding by the agency that no 
change was needed. one suggestion made by nonfederal parties was that it would be more useful for 
agencies to select a few high-priority regulations to review rather than conducting a cursory review of 
many regulations.
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regulation is still needed, and the degree to which technology, economic 
conditions, or other factors have changed since the regulation was first writ-
ten. The r3 initiative gives federal agencies an incentive to do a better job of 
identifying and revising rules in need of reform and will provide tools for all 
parties to monitor their progress.

RFA Training Under E.O. 13272
executive order 13272 (e.o.) requires advocacy to train regulatory agen-
cies in how to comply with the rfa and the e.o. advocacy identified 66 
departments, agencies, and independent commissions that promulgate regu-
lations affecting small business. advocacy reached out to all 66 agencies and 
completed most of this initial training goal by fy 2008 and continues to train 
employees in these agencies through an ongoing training effort. 

agencies that have participated in the rigorous half-day training are 
more aware of their compliance responsibilities under the rfa and the e.o. 
increasingly, agency staff are willing to share draft rules and other important 
information with advocacy. Such predecisional interagency information is 
kept confidential. This process allows advocacy to assist agencies in assessing 
the small business impacts of their draft rules. further, advocacy’s training has 
assisted in building productive relationships with the regulatory agencies. for 
agencies willing to take advantage of advocacy’s expertise, knowing where to 
go for assistance on rfa issues is vital. 

as agencies continue to work closely with the office of advocacy ear-
lier in the rule development process and give small entity impacts appropriate 
consideration, regulations should reflect an increased sensitivity to small busi-
ness considerations. The e.o. is designed to ensure small businesses a voice in 
the regulatory process. advocacy will continue working closely with all federal 
regulatory agencies to train them on the rfa and increase compliance with 
both the rfa and e.o. 13272.

Overview of RFA Implementation
advocacy’s attorneys and economists review agency proposals and coor-
dinate closely with small entities, trade associations, and regulators to 
address areas of small business concern and ensure that the rfa’s require-
ments are met. The office also serves as a voice for small businesses on 
key issues before federal agencies. advocacy staff members meet frequently 
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with various small businesses and their representatives to provide educa-
tion on the rfa, improve agency economic analyses, and provide guid-
ance under the judicial review provision enacted in Sbrefa. Some of 
these meetings are structured as roundtables to allow government officials 
to speak directly with small entities on specific regulations and facilitate 
effective discussion. 

advocacy provides consultation throughout the regulatory process, as well 
as interagency review under e.o. 12866, interagency comments, congressional 
testimony, and amicus briefs. in fy 2007, the office sent 30 formal comment 
letters to federal agencies (Figure 8.1 and Table 8.1).

advocacy’s office of economic research provides economic data to 
agencies to help them identify industrial sectors dominated by small firms. 
advocacy regularly updates economic statistics on its website and maintains a 
database of information on trade associations that can assist federal agencies 
seeking small business input. 

Measuring Effectiveness
The office of advocacy continues to work to develop more accurate and effec-
tive ways of assessing agency progress in considering small business concerns 
as they develop new regulations and reevaluate those already in effect.  one 
measure advocacy uses to assess the effectiveness of its efforts under the rfa 
is a calculation of regulatory cost savings (Tables 8.2 and 8.3). while this fig-
ure does not fully capture the totality of the government’s regulatory flexibility 
achievements, it serves as an important tool for monitoring the rfa’s impact 
on small business issues. 



248 The Small Business Economy

Figure	8.1	Advocacy	Comments	by	Key	RFA	Compliance	Issue,	FY	2007	(percent)

In FY 2007, the Office of Advocacy provided comments to several agencies on how to comply with the

RFA. Figure 8.1 illustrates key concerns raised by Advocacy’s comment letters and prepublication review

of draft rules. The figure highlights areas for improved compliance based on Advocacy’s analysis of its FY

2007 comment letters and other regulatory interventions summarized in this report.

Inadequate or 
missing IRFA

14%

Significant alternatives 
not considered

18%

Improper 
certification

10%

Short comment 
period

2%

Small entity 
outreach needed

8%

Agency 
commended

6%

Other
8%

Inadequate economic analysis 
of small entity impacts

33%



An Overview of the Regulatory Flexibility Act and Related Policy 249

Table	8.1	Regulatory	Comment	Letters	Filed	by	the	Office	of	Advocacy,	FY	2007

Date Agency Comment	subject

10/03/06 FWS
Comment letter regarding the proposed designation of critical habitat 
for the contiguous United States Distinct Population Segment of the 
Canada Lynx, 71 Fed. Reg. 5515 (October 3, 2006).

10/25/06 FCC

Comment letter addressing the Missoula Plan for Intercarrier Compen-
sation Reform in response to the FCC’s proposed rule on developing 
a Unified Intercarrier Compensation Regime, FCC Docket No. 01-92 
(March 3, 2005).

11/02/06 CPSC Comment letter addressing the standards for the flammability of mat-
tress sets, 71 Fed. Reg. 13472 (March 15, 2007).

11/02/06 OSHA Comment letter on OSHA’s advance notice of proposed rulemaking on 
Hazard Communication, 71 Fed. Reg. 53617 (September 12, 2006).

11/08/06 EPA Comment letter regarding the proposed multisector general permit 
(MSGP) for industrial facilities, 71 Fed. Reg. 408 (July 18, 2006).

11/09/06 Access Board
Comment letter regarding the Americans With Disabilities Act (ADA) Ac-
cessibility Guidelines for Passenger Vehicles, Reopening of Comment 
Period, 71 Fed. Reg. 53630 (September 12, 2006).

12/07/06 FCC Comment letter regarding the Service and Auction Rules for the 700 
MHz Auction, WT Dkt. No. 06-150 (August 10, 2006).

02/05/07 FAA
Comment letter regarding the proposed rule on production and air-
worthiness approvals, parts marking, and miscellaneous proposals, 71 
Fed. Reg. 58914 (October 5, 2006).

02/07/07 DHS Comment letter regarding the proposed chemical facility antiterrorism 
standards rule, 71 Fed. Reg. 58276 (December 28, 2006).

02/08/07 DOL
Comment letter in response to DOL’s request for information on the 
Family and Medical Leave Act of 1993, 71 Fed. Reg. 69504 (December 
1, 2006).

02/16/07 CMS Comment letter regarding the Medicaid program, prescription drugs, 
71 Fed. Reg. 77174 (December 22, 2006).

02/21/07 SEC
Comment letter regarding the proposed rule on the Manager’s Report 
on Internal Control over Financial Reporting, 71 Fed. Reg. 77635 
(December 27, 2006).

03/02/07 EPA
Request for an extension of the public comment period regarding 
NPDES Permit Fee Incentive for Clean Water Act Section 106 Grants, 
72 Fed. Reg. 293 (January 4, 2007).

03/23/07 IRS Comment letter regarding the NPRM on tax classifications of cigars and 
cigarettes, 71 Fed. Reg. 62500 (October 25, 2006).

03/26/07 FCC Comment letter regarding the FCC’s video programming access rules, 
72 Fed. Reg. 9289 (March 1, 2007).

03/30/07 FAA

Comment letter on the initial regulatory flexibility analysis for the pro-
posed rule regarding aircraft production and airworthiness approvals, 
parts making and miscellaneous proposals, 72 Fed. Reg. 6968 (Febru-
ary 14, 2007).
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Table	8.1	Regulatory	Comment	Letters	Filed	by	the	Office	of	Advocacy,	FY	2007	(continued)

Date Agency Comment	subject

05/10/07 FCC Comment letter requesting that the FCC open a rulemaking to examine 
the relevant market data on copper retirement. 

05/14/07 EPA
Comment letter evaluating the EPA’s “NPDES Permit Fee Incentive for 
Clean Water Act Section 106 Grants; Allotment Formula” proposal; 
Fed. Reg. 293 (January 4, 2007).

05/21/07 GSA Comment letter regarding the NPRM on contractor code of ethics and 
business conduct, 72 Fed. Reg. 7588 (February 16, 2007).

05/21/07 FCC Letter in response to the FCC’s request for comment on the 700 MHz 
auction rules (April 27, 2007).

05/25/07 GSA
Comment letter regarding the NPRM on the Representations and 
Certifications—Tax Delinquency regulation, 72 Fed. Reg. 15093  
(March 30, 2007).

05/25/07 SEC
Letter regarding the SEC failure to provide small public companies 
with an extension of the date for compliance with Section 404 of the 
Sarbanes Oxley Act (May 23, 2007).

06/27/07 SEC Comment letter on a proposed rule amending FAST and DRS Limited 
Requirements for Transfer Agents, 72 Fed. Reg. 30648 (June 1, 2007).

08/03/07 FWS
Comment letter regarding the revised critical habitat designation 
proposed for five endangered and two threatened mussels in four 
Northeast of Mexico drainages, 72 Fed. Reg. 34215 (June 21, 2007).

08/08/07 FCC
Response to the FCC’s request for comment to refresh the record 
in the Special Access Notice of Proposed Rulemaking, 72 Fed. Reg. 
40814 (July 25, 2007).

08/13/07 FCC

Comment letter regarding the Verizon Telephone Company’s petition 
for forbearance under 47 USC §160(c) from Title II and Computer 
Inquiry Rules with respect to their broadband services, WC Docket No. 
04-440 (July 30, 2007).

08/23/07 SEC
Comment letter to revise the Eligibility Requirements for Primary Se-
curity Offerings on Forms S-3 and F-3, 72 Fed. Reg. 35117 (June 26, 
2007).

09/11/07 SEC Comment letter regarding the SEC’s Small Company Regulatory Re-
porting Relief and Simplification, 72 Fed. Reg. 39669 (July 19, 2007). 

09/13/07 CMS Comment letter regarding the surety bond requirement for suppliers of 
durable medical equipment, 72 Fed. Reg. 42001 (August 1, 2007).

09/18/07 DHS
Comment letter regarding the final safe harbor procedures for employ-
ers who receive a “no match” letter, 72 Fed. Reg. 45611 (August 15, 
2007). 

Note:The complete text of Advocacy’s regulatory comments is available on Advocacy’s website at http://
www.sba.gov/advo/laws/comments.
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Table	8.2	Regulatory	Cost	Savings,	FY	2007	(continued)

Agency Subject	description Cost	savings	/
impact	measures

CMS Durable Medical Equipment Competitive Bidding. Pursuant to 
provisions in the Medicare Prescription Drug Improvement and 
Modernization Act of 2003, the Centers for Medicare and Medicaid 
Services (CMS) promulgated a regulation creating a competitive 
bidding program covering certain Medicare Part B durable medical 
equipment (DME). Although this rulemaking is still expected to have 
a significant impact on small DME suppliers, Advocacy’s sugges-
tions to CMS throughout the regulatory process helped to assure 
small DME supplier participation in the bidding process. Advocacy’s 
position on this regulation stems from a September 2002 roundtable 
where small businesses voiced similar concerns. 

B e c a u s e  o f  t h e 
b r e a d t h  o f  t h e 
industries affected, 
Advocacy has not 
been able to cal-
cu la te cost  sav-
ings attributable to 
changes helpful for 
small entities.

CPSC Standards for the Flammability (Open Flame) of Mattress Sets. On 
March 15, 2006, the Consumer Product Safety Commission (CPSC) 
published the Consumer Standards for the Flammability (Open Flame) 
of Mattresses final rule in the Federal Register with an effective date 
of July 1, 2007. The new standards established performance criteria 
to assure that mattresses exposed to an open flame would gener-
ate a smaller fire with a slower growth rate, thereby reducing the 
chances of a flash fire. Advocacy filed comments on the regulation 
alerting CPSC to the rule’s potential negative impact on small mat-
tress manufacturers. As a result of Advocacy’s comments and those 
filed by small mattress manufacturing firms, the CPSC used alterna-
tives to remove the need for the manufacturers to keep a sample of 
the mattresses on site after testing. 

T h e s e  c h a n g e s 
reduced the eco-
nomic burden on the 
industry and resulted 
in cost savings total-
ing $198,445.

Source: CPSC eco-
nomic analysis

DHS Safe Harbor Procedures for Employers Who Receive a No-match 
Letter. On August 15, 2007, the Department of Homeland Security 
(DHS) and its Bureau of Immigration and Customs Enforcement (ICE) 
published a final rule that would have required employers who receive 
a “no-match” letter from the Social Security Administration indicat-
ing a discrepancy between an employee’s name and social security 
number to take certain actions to resolve those discrepancies. If the 
employer and employee were unable to correct the discrepancy 
within a specified time, the employer would have been obligated to 
terminate the employee or be deemed to have “constructive knowl-
edge” that the employee may be an unauthorized alien. DHS certified 
that the rule would not have a significant economic impact on a sub-
stantial number of small entities. Following promulgation of the final 
rule, labor, civil liberties, and business groups challenged the rule in 
federal district court, arguing, among other things, that DHS failed to 
comply with the RFA because DHS did not have a “factual basis” for 
its certification and, moreover, that the certification was erroneous 
because the rule would have a significant impact on a substantial 
number of small entities. The Office of Advocacy sent a letter to DHS 
agreeing with this claim and offering to assist DHS in curing the RFA 
defect in the rule. On October 10, 2007, the Federal District Court for 
the Northern District of California issued a preliminary injunction pro-
hibiting DHS from including requirements contained in the final rule 
with the “no-match” letters from the Social Security Administration. 
The Court’s decision acknowledged that the plaintiffs had raised 
serious legal questions and would suffer irreparable harm if the rule 
went into effect. 

No cost savings esti-
mates are available 
for this rule.
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Table	8.2	Regulatory	Cost	Savings,	FY	2007	(continued)

Agency Subject	description Cost	savings	/
impact	measures

EPA Hydrochlorofluorocarbon (HCFC) 22. On March 28, 2007, EPA pub-
lished a final rule setting a compliance date of September 1, 2009, 
instead of the proposed January 1, 2008, for the marine sector to 
transition from HCFC-22 (an ozone-depleting substance that is a 
member of the hydrochlorofluorocarbon family) to other substitutes. 
The rule previously in effect had allowed for a transition extending 
to January 1, 2010, but EPA proposed to accelerate the timetable 
based on new information to January 2008. Advocacy supported 
the extension of time for the marine sector because of their particular 
hardships. Other sectors are required to meet the January 1, 2008, 
date except for the extruded polystyrene foam sector, which has a 
January 1, 2010, date.

Th is change w i l l 
result in unquanti-
fied savings for up 
to 3,000 boat build-
ers (nearly all small 
firms) who were hav-
ing difficulty meet-
ing the compressed 
timetable.

EPA Toxics Release Inventory (TRI). On December 18, 2006, the 
Environmental Protection Agency (EPA) signed a final rule to expand 
the number of Toxics Release Inventory filings that may be reported 
to EPA using the shorter Form A. The final rule provides needed 
relief to small businesses while maintaining the integrity of the TRI 
database. This major small business achievement marks the end 
of a 15-year effort that started with a petition filed by the Office of 
Advocacy with EPA in August 1991. Advocacy also filed supportive 
comments on the EPA proposal in February 2006. This rule provides 
the first significant small business relief from toxics release inven-
tory reporting since 1994. For chemicals that are not persistent, 
bioaccumulative, and toxic (non-PBT), the rule allows businesses 
to use the simpler reporting form if their releases are no more than 
2,000 pounds of waste annually as part of an overall waste manage-
ment limit of 5,000 pounds. By imposing the 2,000 pound cap on 
releases for non-PBT chemicals, EPA is encouraging businesses to 
rely on preferred waste management methods, such as recycling 
and treatment, rather than disposal and other releases. The rule 
would also extend the use of Form A to businesses that manage 
less than 500 pounds of PBT chemicals and have zero emissions or 
discharges to the environment. 

Th is f ina l  ru le is 
expected to save 
123,000 hours per 
year by EPA’s esti-
mate or  about $5.9 
million annually. 

Source: EPA

EPA Spill Prevention Control and Countermeasure (SPCC) Rule. 
On December 12, 2006, the Environmental Protection Agency 
(EPA) promulgated changes to its Spill Prevention, Control and 
Countermeasure program. The SPCC program is designed to pre-
vent spills of oil into waterways and to contain spills after they occur. 
Facilities subject to the program must develop spill prevention plans 
designed to prevent and minimize such discharges. In July 2002, 
EPA amended the SPCC program requirements for hundreds of 
thousands of small businesses, farms, manufacturers, and electrical 
facilities. EPA subsequently agreed to postpone the effective date of 
the amended rule while the agency studied several suggested bur-
den reduction approaches for small facilities and other SPCC facili-
ties. Advocacy filed comments in June 2004 and February 2006. In 
the final rule, EPA utilized Advocacy’s recommendations for revisions 
in two distinct areas: small facilities (under 10,000 gallons aggregate 
capacity for oil) and oil-filled equipment. 

The changes reduce 
the annual regulatory 
and paperwork bur-
den on small facilities 
by $128 million, while 
increasing overal l 
compliance with the 
SPCC program and 
focusing facilities on 
measures that pre-
vent oil spills from 
reaching waterways.

Source: EPA
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Table	8.2	Regulatory	Cost	Savings,	FY	2007	(continued)

Agency Subject	description Cost	savings	/
impact	measures

EPA Guidance in Lieu of Rules to Reduce Volatile Organic Compound 
(VOC) Emissions from Five Industrial Sectors. On October 5, 2006, 
the Environmental Protection Agency (EPA) promulgated control 
techniques guidelines (CTGs) for the control of volatile organic com-
pounds emissions from each of five product categories in consumer 
and commercial products. These CTGs will provide guidance to the 
states concerning EPA’s recommendations for reasonably avail-
able control technology level controls for these product categories. 
Advocacy submitted comments on September 5, 2006, supporting 
EPA’s proposal to issue control techniques guidelines, rather than 
promulgating formal rules, and agreed that the CTG approach will 
result in additional VOC emission reductions over the rule approach. 
These rules will affect thousands of facilities, primarily small busi-
nesses. As a result of EPA’s outreach to the small business com-
munity, the final CTGs provide a balance between environmental 
protection and regulatory flexibility. 

A lthough savings 
are estimated to be 
in the tens of millions 
of dollars, the results 
cannot be verif ied 
at th is t ime. The 
Office of Advocacy 
is continuing to seek 
re l i ab le indus t r y 
estimates.

EPA Definition of Solid Waste. On March 26, 2007, EPA issued a supple-
mental proposal to its 2003 proposal, which would exclude certain 
types of recycling activities involving hazardous secondary materials 
from the federal hazardous waste regulations. By removing unnec-
essary regulatory controls over certain recycling practices, EPA 
expects to make it easier to recycle hazardous secondary material 
safely. Exclusions are now proposed for the following:

•  Materials that are generated and reclaimed under the control 
of the generator;

•  Materials that are generated and transferred to another per-
son or company for reclamation under specific conditions; 
and

•  Materials that EPA deems nonwaste through a case-by-case 
petition process.

EPA estimates about 4,600 facilities handling over a half million tons 
of hazardous secondary materials annually may be affected by this 
proposed rule. At Advocacy’s request EPA expanded its approach 
from the 2003 proposal. The industry sectors that could be most 
affected are chemical manufacturing, coating and engraving, semi-
conductor and electronics manufacturing, pharmaceutical manufac-
turing, and the industrial waste management industry. 

Annual cost savings 
of $107 million are 
estimated for the 
affected firms.

Source: EPA
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Table	8.2	Regulatory	Cost	Savings,	FY	2007	(continued)

Agency Subject	description Cost	savings	/
impact	measures

EPA Area Source Standard for Gasoline Distribution. On November 9, 
2006, the U.S. Environmental Protection Agency (EPA) published 
a proposed Clean Air Act rule that would require new emission 
controls for bulk gasoline terminals, pipeline facilities, bulk gasoline 
plants, and potentially gasoline stations. The proposal would reduce 
hazardous air pollutants by requiring these sources to install floating 
roofs and seals, or by improving work practices such as leak detec-
tion and repair programs. Advocacy recommended that EPA consult 
with several affected small business representatives early in the plan-
ning process. Based on comments and data received from these 
parties, EPA proposed a less costly regulatory approach than the 
agency’s earlier preferred alternative of vapor balancing of gasoline 
cargo tanks with bulk storage tanks. 

In total, the proposed 
rule represents a one-
time cost savings of 
$117.2 million.

Source: EPA

EPA Halogenated Solvent Cleaning Residual Risk Standard. On May 3, 
2007, EPA issued a final rule to revise emission limits for facilities that 
use halogenated solvents such as methylene chloride, trichloroethyl-
ene, and percholorethylene to clean metal parts. The rule places new 
restrictions on the amounts of solvent that can be used in cleaning 
operations. Advocacy worked with a subgroup of companies that 
use these solvents to clean metal tubes that are long and that have 
extremely narrow diameters. These specialty applications require 
cleaning with larger quantities of solvent and are not suited to the 
emission control techniques EPA has required for standard clean-
ing operations. Based on feedback from Advocacy and small busi-
nesses, EPA determined that the required emission controls are not 
technically feasible for narrow-tube operations. 

E PA’s  d e c i s i o n 
to exempt these 
operations from the 
standard resulted in 
one-time cost sav-
ings of $50 million.

Source: Halogenated 
Solvents Industry 
Association

EPA Control of Emissions from Nonroad Spark-ignition Engines and 
Equipment. On May 18, 2007, EPA proposed a rule to control air 
pollution from gasoline-powered engines and equipment below 
50 horsepower. These engines and equipment are primarily used 
in lawn and garden applications and in the marine industry. The 
proposed rule would affect many small manufacturers and would 
require catalyst-based emission controls on some engines, as well 
as evaporative emission controls for boats. Because of concerns 
about the economic impacts of the rule on small businesses and the 
technical feasibility of proposed emission controls, EPA convened 
a Small Business Regulatory Enforcement Fairness Act (SBREFA) 
panel on August 17, 2006. Twenty-seven small entity representa-
tives (SERs) participated in the panel and provided technical data to 
EPA about the potential impacts of the rule, along with OMB’s Office 
of Information and Regulatory Affairs and the Office of Advocacy. 
Based on recommendations from the panel, EPA proposed grant-
ing small businesses extended compliance deadlines, streamlined 
testing and certification requirements, and hardship exemptions for 
small businesses unable to comply by the deadline. 

$36.4 million in first-
year cost savings 
and $5.6 million in 
recurring annual cost 
savings.

Source: EPA
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Table	8.2	Regulatory	Cost	Savings,	FY	2007	(continued)

Agency Subject	description Cost	savings	/
impact	measures

EPA Pollution Control Standards for Iron and Steel Foundries. On 
September 17, 2007, EPA published a proposed rule establish-
ing new air pollution control standards for iron and steel foundries 
under the Clean Air Act. The proposal would require foundries above 
a specified melting capacity to install pollution control equipment. 
Because of information received from small business stakeholders, 
the Office of Advocacy persuaded EPA to co-propose a higher melt-
ing capacity threshold that would allow small foundries to operate 
without installing new controls. 

One-time cost sav-
ings from this co-
p roposa l  a re  an 
es t imated $13.9 
million, with an esti-
mated $2.8 million 
saved in recurring 
operating and main-
tenance costs.

Source: EPA

EPA Clean Air Act, Particulate Matter National Ambient Air Quality 
Standards. On September 21, 2006, EPA revised the national stan-
dards for particulate matter (PM). EPA lowered the daily standard 
for fine particles smaller than 2.5 microns, but left the standards 
for coarse particles (2.5 - 10 microns) unchanged. In addition, EPA 
indicated that farming operations in rural areas could satisfy coarse 
PM requirements by meeting state-based best management prac-
tices (BMPs), rather than more stringent requirements. Advocacy 
worked with the U.S. Department of Agriculture and agricultural 
trade associations to support EPA’s flexible interpretation of farming 
requirements.

Cost sav ings for 
sma l l  fa rms and 
other agr icultural 
operations are esti-
mated at $1 million 
in the first year and 
ongoing. 

Source : Industr y 
estimates

EPA Permit Fee Incentive for Clean Water Act Grant Allotments. On 
January 4, 2007, EPA proposed revisions to the Clean Water Act, 
Section 106, grant allocation formula to create a new incentive 
for states to fund National Pollutant Discharge Elimination System 
(NPDES) programs through fees paid by dischargers. Many states 
currently do not require all dischargers, including small entities, to 
pay the full costs of their permitting programs through permit fees. 
Numerous state, local, and small business organizations expressed 
concerns that the proposed revision would result in substantial per-
mit fee increases and/or the loss of grant monies, and that EPA had 
not adequately considered the potential impact on states and small 
entities. On March 2, 2007, Advocacy requested that EPA extend 
the comment period on the proposal for an additional 60 days, so 
that small entities could gather more detailed information about 
potential impacts. EPA extended the comment period for 60 days, 
and on May 14, 2007, Advocacy submitted a technical memoran-
dum evaluating the potential impacts on small entities. The technical 
memorandum concluded that the rule was likely to have an impact 
on states and small entities. Based on the comments of Advocacy 
and small business representatives, EPA has delayed finalizing the 
rule until the late FY 2008 budget cycle. 

The delayed imple-
mentation of the rule 
represents one-time 
cost savings to small 
entities in affected 
states of at least 
$5.65 million.

Source: American 
P u b l i c  P o w e r 
Association
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Table	8.2	Regulatory	Cost	Savings,	FY	2007	(continued)

Agency Subject	description Cost	savings	/
impact	measures

FAA National Air Tour Safety Standards (NATSS). On October 22, 2003, 
the FAA published a proposed rule that would establish new safety 
standards for commercial air tour operators. The rule as proposed 
would eliminate existing exceptions for commercial air tours con-
ducted under Title 14, Part 91 (small sightseeing operators) of the 
Code of Federal Regulations. Part 91 exempts certain nonstop 
sightseeing flight operators who use the same airport for takeoff and 
landing and fly within a 25-mile radius, from required Part 119 cer-
tification. The proposed rule would have required all air tour opera-
tors to obtain Part 119 certification. Advocacy worked closely with 
affected small entities and trade associations to identify the eco-
nomic impacts of the proposed regulation. In April 2004, Advocacy 
submitted a public comment letter to the agency expressing concern 
that many small air tour operators would be unduly burdened by 
the cost of obtaining Part 119 certification and would ultimately be 
forced out of the market. The FAA published the NATSS final rule on 
February 13, 2007, and made significant changes to the final rule. 
The Part 91 exceptions are maintained and operators must obtain 
a letter of authorization (LOA) from the FAA instead of obtaining a 
new certification. 

FAA’s decision to 
keep the Par t 91 
exception and elimi-
nate some additional 
provisions contained 
in the proposed rule 
resulted in $127.3 mil-
lion in cost savings.

Source: FAA

FCC Customer Proprietary Network Information (CPNI). On March 13, 
2007, the FCC adopted its order and released a further notice of 
proposed rulemaking to strengthen the technology used by carriers 
to protect confidential customer data. The order requires companies 
to install specialized equipment to update their networks to protect 
this information. Because of information received from small busi-
ness stakeholders, Advocacy filed comments to persuade the FCC 
to provide the smallest Voice over Internet Protocol (VoIP) providers 
with a six-month extension to comply with this rule. 

The estimated one-
time cost savings for 
this extension are 
$6.2 million.

Source : Industr y 
estimates

FCC Implementation of the Cable Television Consumer Protection 
and Competition Act of 1992, Development of Competition and 
Diversity in Video Programming Distribution: Section 628 (c)(5) of 
the Communications Act: Sunset of Exclusive Contract Prohibition. 
Section 628(c)(2)(D) of the Communications Act of 1934, as 
amended, generally prohibits exclusive contracts for satellite cable 
programming or satellite broadcasting between vertically integrated 
programmers and cable operators. Small providers rely on this ban 
to prevent large cable operators from blocking premium video pro-
gramming from them and negatively affecting their ability to compete 
in the market. To express the concerns of small entities, Advocacy 
sent a public comment letter to the FCC on March 26, 2007. On 
September 11, 2007, the FCC adopted its Report and Order and 
Notice of Proposed Rulemaking (FCC 07-169; MB Docket No. 
07-29; MB Docket No. 07-198), which extended the ban on exclu-
sive contracts for five more years. 

The savings to small 
providers have not 
yet been quantified.
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Table	8.2	Regulatory	Cost	Savings,	FY	2007	(continued)

Agency Subject	description Cost	savings	/
impact	measures

FDA Dietary Supplement Current Good Manufacturing Practices. The 
Food and Drug Administration (FDA) promulgated a rule requiring 
current good manufacturing practice (CGMP) for dietary supple-
ments. Advocacy has been involved in the rulemaking since 1997 
in an effort to ensure that small dietary supplement manufacturers 
were not unduly affected by the regulation. In summary, Advocacy’s 
involvement helped to reduce testing requirements under certain cir-
cumstances for small businesses; more important, the rule includes 
a 36-month delay for establishments with fewer than 20 employees 
and a 24-month delay for establishments with more than 20 employ-
ees and fewer than 500. 

T h e s e  a c t i o n s 
resulted in a total of 
$364.6 million in cost 
savings.

Source: FDA

FWS Canada Lynx Critical Habitat Designation. On November 2006, the 
U.S. Fish and Wildlife Service (FWS) published a final critical habitat 
designation of 1,841 square miles on federal lands for the Canada 
lynx. FWS originally proposed to designate 18,031 square miles in 
February 2006. Responding to comments by Advocacy and other 
small business entities, FWS excluded 16,190 square miles (over 10 
million acres) of private land in Idaho, Maine, Minnesota, Montana, 
and Washington because of biological studies, existing lynx manage-
ment programs, and economic factors. 

F WS’s exc lus ion 
of these high-cost 
areas resul ted in 
$919 million in cost 
savings.

Source: FWS

FWS Alabama Beach Mouse Critical Habitat Designation. On January 30, 
2007, the U.S. Fish and Wildlife Service (FWS) published a final criti-
cal habitat designation of 1,211 acres of coastal habitat in Baldwin 
County, Alabama. Responding to comments by Advocacy and small 
business entities, FWS excluded two developments from the desig-
nation, Beach Club West and Gulf Highlands. 

FWS’s exclusion of 
the high-cost areas 
will save $31.6 million 
in costs.

Source: FWS

FWS Spikedace and Loach Minnow Critical Habitat Designation. In March 
2007, the U.S. Fish and Wildlife Service (FWS) published a final critical 
habitat designation of 522.2 river miles in New Mexico and Arizona. 
Responding to comments by Advocacy and small business entities, 
FWS excluded private lands in the lower portion of the Verde River 
from the final critical habitat designation due to economic factors. 

FWS’s exclusion of 
the high-cost areas 
saved $46.9 million 
in costs.

Source: FWS
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Table	8.2	Regulatory	Cost	Savings,	FY	2007	(continued)

Agency Subject	description Cost	savings	/
impact	measures

HHS Medicare Program; Reporting Hospital Quality Data for FY 2008 
Inpatient Prospective Payments System Annual Payment Update 
Program - HCAHPS Survey. On November 24, 2006, CMS pub-
lished a rule that would require hospitals to submit a survey to their 
patients in an effort to assist patients in selecting hospitals that 
deliver high-quality care. The effective date of the rule is January 1, 
2007. Advocacy filed a public comment letter with CMS on January 
18, 2005, suggesting that the survey requirement would prove oner-
ous to hospitals (especially rural ones) because it would increase 
their costs and paperwork burden. Hospital representatives were 
concerned that they would have to make substantial changes to the 
survey most hospitals already used to measure patient satisfaction 
and that patients would be disinclined to return a substantially longer 
survey after their discharge. As a result of Advocacy’s involvement 
and that of industry, CMS reduced the number of survey questions 
from 66 to 27, reduced the number of calls required to complete 
the survey from 10 to 5, reduced the number of mailings from 3 
to 2, and, most important for small hospitals, reduced the number 
of completed questionnaires requirement from 300 to 100. CMS 
agreed to offer training to hospitals and provided software on the 
survey free of cost to hospitals. 

These changes led 
to  an es t imated 
$11.6 million in first-
year and recurring 
cost savings to small 
hospitals.

Source: CMS

HHS Medicare and Medicaid Programs; Hospital Conditions of 
Participation: Patients’ Rights. The rule, which stemmed from CMS 
patient rights initiatives, required all inpatient psychiatric hospitals to 
have a physician or other licensed independent practitioner evalu-
ate a patient face-to-face within one hour after the patient had been 
placed in restraints or seclusion. In July 1999, per a request by 
Representative Saxby Chambliss, Advocacy submitted comments 
to HHS on the interim final rule that dealt with Medicare conditions 
of participation, including standards for the use of patient restraints 
in hospitals. Representative Chambliss specifically requested 
Advocacy’s opinion whether the agency had complied with the 
RFA in issuing the hospital restraint rule. Advocacy concluded that 
the one-hour restriction on the use of restraints could be burden-
some for rural hospitals in particular. HHS had not specifically dis-
cussed the one-hour standard in the proposed rule and did not 
analyze the impact of the one-hour evaluation provision in the interim 
final rule. On the same date that Advocacy sent its comments to 
Reprepresentative Chambliss, a court decision was rendered (see 
National Association of Psychiatric Health Systems v. Shalala, No. 
Civ. A. 99-2025 GK, 2000 WL 1677210, D.D.C. Sept.14, 2000), that 
essentially upheld the hospital restraint rule, but remanded the rule 
to the agency and directed HHS to complete a final regulatory flex-
ibility analysis. The final rule was published in the Federal Register 
on December 11, 2006, with an effective date of January 8, 2007. 
Changes included a revision to expand the type of practitioners per-
mitted to conduct the one-hour face-to-face evaluation and changes 
to the training and staffing requirements. Cost savings were gener-
ated from both changes made to the rule and the delay in imple-
mentation (the interim final effective date was 3/23/01, but the rule 
was stayed). 

In the absence of 
estimates, Advocacy 
is using the upper 
range of an estimate 
of the costs in the 
comments to the rule 
as a proxy for cost 
savings in the amount 
of $750,000.

Source: HHS
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Table	8.2	Regulatory	Cost	Savings,	FY	2007	(continued)

Agency Subject	description Cost	savings	/
impact	measures

PHMSA Hazardous Materials: Transportation of Lithium Batteries. On April 
2, 2002, the Department of Transportation, Pipeline and Hazardous 
Materials Safety Administration (PHMSA) issued a proposed rule reg-
ulating the transportation of lithium batteries. The proposal required 
producers and transporters of lithium batteries to adhere to more 
stringent packaging and testing requirements. PHMSA certified the 
proposed rule, and small entities affected by the proposal raised con-
cerns about the potential economic impact of the rule to Advocacy. 
In August 2003, OMB and Advocacy recommended that the agency 
either complete an IRFA or provide a statement of factual basis for 
the certification contained in the rule. In June 2005 PHMSA pub-
lished an IRFA for the proposed rule in the Federal Register which 
addressed many of Advocacy’s concerns. On August 9, 2007, 
PHMSA issued the final rule on transportation of lithium batteries. 
The FRFA considered eight possible alternatives and adopted four, 
including exceptions for small lithium batteries and for small produc-
tion runs of lithium batteries. Additionally, the agency provided for a 
two-year implementation period. 

The revisions adopted 
in the final rule resulted 
in a cost savings of 
$13.2 million. 

Source: PHMSA

PTO Changes to Practice for Continued Examination Filings, Patent 
Applications Containing Patentably Indistinct Claims, and Examination 
of Claims in Patent Applications. On January 3, 2006, the U.S. Patent 
and Trademark Office (PTO) published two proposed rules that would 
reform the patent application and prosecution process. The rule would 
restrict the number of allowable representative claims in a patent appli-
cation and limited the number of continuation applications to one. PTO 
certified that both rules would not have a significant economic impact on 
a substantial number of small entities. In April 2006, Advocacy submit-
ted a public comment letter to PTO on the proposed rules, advised the 
agency of the potential impact of the rules on small entities, and urged 
the completion of an IRFA. In response to Advocacy’s comments, the 
agency performed an analysis of the impacts of the proposed rules on 
small entities. On August 21, 2007, the PTO issued a final rule that com-
bined both rules into a single rule package. In the final rule, the agency 
considered Advocacy’s recommendations and made some revisions to 
reduce the potential impacts on small entities. 

A full estimate of the 
savings to small busi-
ness has not yet been 
assessed, as most 
provisions remain 
unquantifiable.

SEC Management Guidance for Periodic Reports. As required by the 
Sarbanes-Oxley Act of 2002, the Securities and Exchange Commission 
(SEC) published final rules on June 18, 2003, requiring businesses that 
raise funds from public investors to report on internal controls and 
audit procedures. Advocacy urged the SEC to establish management 
guidance on the process of evaluating internal controls for small public 
companies that would focus on risks and clarify ambiguous terms. On 
June 27, 2007, the SEC published a final rule adopting management 
guidance and amendments to facilitate more effective and efficient 
evaluations over internal controls reporting. The SEC cited an estimate 
based on survey data of 10 percent cost savings as a result of the 
management guidance in the first year of implementation. 

T h e s e  c h a n g e s 
represent $561 mil-
lion in cost savings 
in the f irst year of 
implementation.

Source: SEC
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Table	8.2	Regulatory	Cost	Savings,	FY	2007	(continued)

Agency Subject	description Cost	savings	/
impact	measures

State Exchange Visitor Program (J-1 Visa Program). On June 19, 2007, 
the U.S. Department of State (State) published an interim final rule 
on its Exchange Visitor Program for Trainees and Interns. The initial 
proposed rule would have imposed new requirements on designated 
program sponsors in the J-1 visa program before they could accept 
a participant into their program. The proposed rule included special 
provisions related to aviation flight training schools that would limit 
the ratio of on-the-job training to classroom study and reduce the 
maximum duration of the training program from 24 to 18 months. The 
provisions would have had a particularly damaging effect on aviation 
flight schools, although State certified that the rule would have no 
significant impact under the RFA. After extensive outreach to the avia-
tion flight schools that operate under the J-1 visa program, Advocacy 
submitted public comments on the proposed rule stating that the 
agency’s RFA certification was improper because it failed to include 
a factual basis, and recommended that State re-evaluate the costs 
and impacts of the proposed rule on aviation flight schools. The nine 
designated J-1 aviation flight schools said they would lose all or most 
of their foreign students if the rule were finalized as proposed. The 
final rule exempted the aviation flight schools and left current rules 
governing them in place. 

First-year cost sav-
ings to ta l  $ 22.2 
million, and annual 
ongoing cost savings 
are $22.2 million.

Source: Af fected 
flight schools

USAID Mentor-Protégé Rule. On November 26, 2006, the U.S. Agency for 
International Development (USAID) issued a proposed regulation to 
amend its acquisition regulations to encourage prime contractors 
to assist small disadvantaged firms in enhancing their contract and 
subcontract performance for federal agencies. As a result, USAID’s 
rule will operate more smoothly in conjunction with SBA’s responsi-
bilities in the federal contracting arena. 

The savings to small 
businesses have not 
yet been quantified.
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Table	8.3	Summary	of	Cost	Savings,	FY	2007	(dollars)1

Rule/	intervention First-year	
costs	 Annual	costs	

Durable Medical Equipment Competitive Bidding (CMS)2

Mattress Flammability Standards (CPSC)3 198,445

Safe Harbor Procedures for Employees with a No-match Letter 
(DHS)2

HCFC 22 Final (EPA) 2

Toxics Release Inventory, Final Rule (EPA)4 5,900,000 5,900,000

SPCC Final (EPA) 4 128,000,000 128,000,000

Volatile Organic Compound Emissions (EPA)2

Definition of Solid Waste (EPA) 4 107,000,000 107,000,000

Area Source Standards for Gasoline Distribution4 117,200,000

Halogenated Solvent Cleaning Residual Risk Standard (EPA)5 50,000,000

Control of Emissions from Nonroad Spark-ignition Engines and 
Equipment (EPA) 4 36,400,000 5,600,000

Clean Air Act, Pollution Controls, Iron and Steel Foundries (EPA)4 13,900,000 2,800,000

Clean Air Act, Particulate Matter12 1,000,000 1,000,000

Permit Fee Incentive for Clean Water Act Grant Allotments (EPA)6 5,650,000

National Air Tour Safety Standards (FAA)7 127,300,000

Customer Proprietary Network Information (CPNI) (FCC)8 6,176,000

Cable Television Consumer Protection and Competition Act (FCC)2

Dietary Supplement Rule (FDA)9 364,552,000

Canada Lynx Critical Habitat (FWS)10 919,000,000

Alabama Beach Mouse Critical Habitat Designation (FWS)10 31,600,000

Spikedace and Loach Minnow Critical Habitat Designation (FWS)10 46,900,000

HCAHPS Survey (HHS)11 11,600,000 11,600,000

One-Hour Rule (HHS)12 750,000 750,000

Lithium-ion Battery Rule (PHMSA)13 13,200,000

Patent Applications Containing Patentably Indistinct Claims (PTO)2

Management Guidance for Periodic Reports (SEC)14 561,000,000

Exchange Visitor Program (J-1 Visa Program)15 22,215,250 22,215,250

USAID Mentor-protégé Program2

TOTAL 2,569,541,695 284,865,250

1  The Office of Advocacy generally bases its cost savings estimates on agency estimates. Cost savings for 
a given rule are captured in the fiscal year in which the agency agrees to changes in the rule as a result of 
Advocacy’s intervention. Where possible, the Office of Advocacy limits the savings to those attributable 
to small businesses. These are best estimates. First-year cost savings consist of either capital or annual 
costs that would be incurred in the rule’s first year of implementation. Recurring annual cost savings are 
listed where applicable. 
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2 No estimates are available.
3 Source: Consumer Product Safety Commission (CPSC) economic analysis. 
4 Source: Environmental Protection Agency (EPA).
5 Source: Halogenated Solvents Industry Association. 
6 Source: American Public Power Association. 
7 Source: Federal Aviation Administration (FAA).
8 Source: Industry comments.
9 Source: Food and Drug Administration (FDA).
10 Source: Fish and Wildlife Service (FWS).
11 Source: U.S. Department of Health and Human Services (HHS).
12 Source: Industry estimate.
13 Source: Pipeline and Hazardous Materials Safety Administration (PHMSA).
14 Source: Securities and Exchange Commission (SEC).
15 Source: Affected flight schools.

regulatory flexibility in the States: The Model 
legislation initiative
in december 2002, advocacy presented model regulatory flexibility legislation 
for the states based on the federal regulatory flexibility act. The intent of the 
model legislation is to foster a climate for entrepreneurial success in the states.11 

The american legislative exchange council (alec) adopted the legis-
lation as a model bill, and numerous state legislators, stakeholders, and small 
business advocacy organizations have pursued its passage in various states. 
Those organizations include the national federation of independent business 
(nfib), state chambers of commerce, the u.S. chamber of commerce, 
the Small business & entrepreneurship council (Sbec), and the national 
association for the Self-employed (naSe).

according to advocacy’s state model legislation, successful state-level 
regulatory flexibility laws address the following areas: 1) a small business defi-
nition that is consistent with state practices and permitting authorities; 2) a 
requirement that state agencies perform an economic impact analysis on the 
effect of a rule on small business before they regulate; 3) a requirement that 
state agencies consider less burdensome alternatives for small businesses that 
still meet the agency’s regulatory goals; 4) a provision that forces state govern-
ments to review all of their regulations periodically; and 5) judicial review to 
give the law “teeth.”

11 for more information about the model legislation initiative, see http://www.sba.gov/advo/laws/law_
modeleg.html. 
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Since 2002, 37 state legislatures have considered regulatory flexibility leg-
islation12 and 23 states have implemented regulatory flexibility by executive 
order or legislation.13 

in 2007, 13 states introduced regulatory flexibility legislation: alabama 
(Hb 84), arkansas (Sb 55/Hb 1147), connecticut (Sb 1179), Hawaii (Sb 
188), illinois (Hb 302), Maine (ld 905), Massachusetts (Hb 189/Sb 133), 
Mississippi (Hb 1229), Montana (Sb 148), new Jersey (a 2327/Sb 1335), 
tennessee (Sb 55/Hb 1276), texas (Hb 3218/Hb 3430/Sb 700), and 
washington (Hb 1525). bills were signed into law in arkansas, Hawaii, Maine, 
tennessee, texas, and washington (See Tables 8.4 and 8.5 and Figure 8.2). 

The following is a real-world example that demonstrates the value to small 
businesses of regulatory flexibility at the state level. 

Puerto Rico’s Ice Makers Benefit from Regulatory Flexibility Law
puerto rico’s regulatory flexibility act (law number 454—ley de 
flexibilidad administrativa y reglamentaria para el pequeño negocio) requires 
agencies and departments to perform periodic reviews of existing regulations. 
in 2007, puerto rico’s department of Health conducted one such review at 
the request of small business owners and the ice Makers association. The 
resulting rule change has been an improvement for small business owners and 
the island’s public health.

ice manufacturing is an important industry in puerto rico. ice is an essen-
tial product for an island whose economy is driven in large part by tourism. 
in addition, puerto rico is prone to power outages, leaving businesses and 
residences to rely on bagged ice.

puerto rico’s rule 6090, reglamento general de Salud ambiental, is 
meant to ensure that commercially produced ice is clean and uncontaminated. 
to ensure this, the rule requires bags that hold ice to be clear, allowing the entire 
bag to be easily inspected. The department of Health interpreted the rule to 
mean that bags must be completely transparent, with no labeling  whatsoever. 

12 These states include alabama, alaska, arkansas, california, colorado, connecticut, georgia, Ha-
waii, idaho, illinois, indiana, iowa, Kansas, Kentucky, Maine, Massachusetts, Michigan, Mississippi, 
Missouri, Montana, nebraska, new Jersey, new Mexico, north carolina, north dakota, ohio, or-
egon, pennsylvania, rhode island, South carolina, South dakota, tennessee, texas, utah, virginia, 
washington, and wisconsin.

13 These states include alaska, arkansas, colorado, connecticut, georgia, Hawaii, indiana, Kentucky, 
Maine, Massachusetts, Missouri, north dakota, new Mexico, oregon, rhode island, South caro-
lina, South dakota, tennessee, texas, virginia, washington, west virginia, and wisconsin.
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in the course of inspecting ice plants, health inspectors would confiscate any 
bags printed with a company logo and issue fines for rule violations.

business owners and the ice Manufacturing association met with puerto 
rico’s office of the Small business advocate/ombudsman to discuss the situ-
ation and see if there was any hope for improvement. The representatives con-
tended that a transparent bag with printing on one side still allowed a clear 
view of a bag’s entire contents. They also pointed out another issue of con-
cern to the department of Health: many ice manufacturers on the island were 
operating on the black market and not complying with any health or safety 
laws. tests of ice at the point of sale had sometimes found illegally high levels 
of bacteria; a rule that prohibited identifying labeling actually made it more 
difficult for the department of Health to ascertain the source of contaminated 
ice and stem public health concerns.

The Small business advocate submitted a formal request for review of the 
regulation and arranged for department of Health and ice industry representa-
tives to meet. after a thorough review and receipt of comments from business 
owners, the department of Health agreed to modify the regulation to permit 
printing on one side of a transparent plastic bag, and it eliminated the associ-
ated fine. The result was a win for both the agency and small ice manufacturers. 
businesses could legally place their logo on one side of the ice bag and still allow 
enough visible surface to ensure the cleanliness of the bag’s contents.

New Challenges and Opportunities
in states that have passed regulatory flexibility laws, the office of advocacy 
works with the small business community, state legislators, and state govern-
ment agencies to assist with implementation and to ensure the law’s effective-
ness. This has brought new opportunitites for the model legislation initiative. 

in March 2007, advocacy organized a conference in Kansas city, Mo, 
“building a better Small business climate: State regulatory flexibility best 
practices.” The purpose of this event was to bring together state policymak-
ers, government officials, and small business advocacy groups from across the 
country to share the tools and methodologies that have been developed to 
successfully implement state regulatory flexibility laws. The conference served 
as a means to begin creating a community of practitioners whose day-to-day 
responsibilities involve making their state’s regulatory flexibility law a success. 
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continuing to build and facilitate communications among this community 
will be a focus of advocacy over the next year.

also at this conference advocacy released a state best practices publi-
cation, State Guide to Regulatory Flexibility for Small Businesses. This guide 
includes information on what regulatory flexibility is and why it matters, the 
importance of educating regulatory officials and small businesses about regu-
latory flexibility laws, how to prepare the small business economic impact 
and regulatory flexibility analysis, the importance of creating transparency 
in the rulemaking process and documenting the success of state regulatory 
flexibility, and examples of state regulatory flexibility programs. a copy of the 
guide is available on advocacy’s website at http://www.sba.gov/advo/laws/
rfa_stateguide07.pdf. 

The office of advocacy is strengthened by regional advocates located 
in the Small business administration’s 10 regions across the country. These 
accomplished individuals are the chief counsel for advocacy’s direct link to 
small business owners, state and local government bodies, and organizations 
that support the interests of small entities. The regional advocates help identify 
regulatory concerns of small businesses by monitoring the impact of federal 
and state policies at the grassroots level. Their work goes far to develop pro-
grams and policies that encourage fair regulatory treatment of small business 
and help ensure their future growth and prosperity. 

The text of advocacy’s model legislation, updated versions of the state 
regulatory flexibility legislative activity map and the regional advocates’ contact 
information can be found on the office of advocacy website at http://www.
sba.gov/advo/laws/law_modeleg.html. 
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Table	8.4	State	Regulatory	Flexibility	Legislation,	2007	Legislative	Activity

6	states	enacted	regulatory	flexibility	legislation	in	2007

Arkansas (SB 55/HB 1147) Maine (LD 905) Texas (HB 3430)

Hawaii (SB 188) Tennessee (SB 55/HB 1276) Washington (HB 1525)

13	states	introduced	regulatory	flexibility	legislation	in	2007

Alabama (HB 94) Maine (LD 905) Tennessee (SB 55/HB 1276)

Arkansas (SB 55/HB 1147) Massachusetts (HB 189/SB 133) Texas (HB 3218/HB 3430/SB 700)

Connecticut (SB 1179) Mississippi (HB 1229) Washington (HB 1525)

Hawaii (SB 188) Montana (SB 148)

Illinois (HB 302) New Jersey (A 2327/SB 1335) 

Table	8.5	State	Regulatory	Flexibility	Legislation,	Status	as	of	October	2007

13	states	and	1	Territory	had	active	regulatory	flexibility	statutes

Arizona Missouri Oklahoma Virginia

Colorado Nevada Oregon Wisconsin

Connecticut New York Puerto Rico

Indiana North Dakota South Carolina

29	states	had	a	partial	or	partially	used	regulatory	flexibility	statute	or	EO

Alaska Iowa New Hampshire Texas

Arkansas Kentucky New Jersey Utah

California Maine New Mexico Vermont

Delaware Maryland Ohio Washington

Florida Massachusetts (EO) Pennsylvania West Virginia (EO)

Georgia (EO)* Michigan Rhode Island

Hawaii Minnesota South Dakota

Illinois Mississippi Tennessee (EO)*

8	states,	2	territories	and	the	District	of	Columbia	had	no	regulatory	flexibility	statutes

Alabama Idaho Montana Virgin Islands

District of Columbia Kansas Nebraska Wyoming

Guam Louisiana North Carolina
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Table A.1 Business Counts, 1985–2007

Year
Employer 
firms

Nonemployers Establishments
Self- 

employment 
(thousands)

Nonfarm 
business 
tax returns

2007 6,113,300 e. 21,130,300 e. NA 10,413 30,908,000 e.

2006 6,036,500 e. 20,768,555 7,601,160 10,586 30,226,600 e.

2005 5,983,546 20,392,068 7,499,702 10,464 29,512,000

2004 5,885,784 19,523,741 7,387,724 10,431 28,695,500

2003 5,767,127 18,649,114 7,254,745 10,295 27,486,700

2002 5,697,759 17,646,062 7,200,770 9,926 26,434,300

2001 5,657,774 16,979,498 7,095,302 10,109 25,605,900

2000 5,652,544 16,529,955 7,070,048 10,215 25,007,500

1999 5,607,743 16,152,604 7,008,444 10,087 24,448,400

1998 5,579,177 15,708,727 6,941,822 10,303 24,113,000

1997 5,541,918 15,439,609 6,894,869 10,513 23,645,200

1996 5,478,047 NA 6,738,476 10,489 23,240,700

1995 5,369,068 NA 6,612,721 10,482 22,479,000

1994 5,276,964 NA 6,509,065 10,648 21,990,300

1993 5,193,642 NA 6,401,233 10,279 21,280,300

1992 5,095,356 14,325,000 6,319,300 9,960 20,849,200

1991 5,051,025 NA 6,200,859 10,274 20,517,000

1990 5,073,795 NA 6,175,559 10,097 20,052,900

1989 5,021,315 NA 6,106,922 10,008 19,560,700

1988 4,954,645 NA 6,016,367 9,917 18,619,400

1987 NA NA 5,937,061 9,624 18,351,400

1986 NA NA 5,806,973 9,328 17,524,600

1985 NA NA 5,701,485 9,269 16,959,900

NA = Not available

e. = estimated

Sources:  U.S. Small Business Administration, Office of Advocacy, from the following data sources: em-
ployer firms from the U.S. Census Bureau with 2006 and 2007 estimates based on U.S. Census Bureau and 
U.S. Department of Labor data; nonemployers from the U.S. Census Bureau with 2006 and 2007 Advocacy 
estimates based on IRS data; self-employment (unincorporated, primary occupation, monthly averages) 
from the Bureau of Labor Statistics; and nonfarm business tax returns from the Internal Revenue Service.
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Table A.2 Business Turnover, 1985–2007

Year
Employer 
births

Employer  
terminations

Business 
bankruptcies

2007 637,100 e. 560,300 e. 28,322

2006 640,800 e. 587,800 e. 19,695

2005 644,122 565,745 39,201

2004 628,917 541,047 34,317

2003 612,296 540,658 35,037

2002 569,750 586,890 38,540

2001 585,140 553,291 40,099

2000 574,300 542,831 35,472

1999 579,609 544,487 37,884

1998 589,982 540,601 44,367

1997 590,644 530,003 54,027

1996 597,792 512,402 53,549

1995 594,369 497,246 51,959

1994 570,587 503,563 52,374

1993 564,504 492,651 62,304

1992 544,596 521,606 70,643

1991 541,141 546,518 71,549

1990 584,892 531,400 64,853

1989 NA NA 62,449

1988 NA NA 62,845

1987 NA NA 81,463

1986 NA NA 79,926

1985 NA NA 70,644

NA = Not available

e. = estimated

Sources:  U.S. Small Business Administration, Office of Advocacy, from data provided by the following 
sources: employer births and terminations from the U.S. Census Bureau with 2006 and 2007 estimates 
based on U.S. Census Bureau and U.S. Department of Labor (Employment and Training Administration) 
data, and bankruptcies from the Administrative Office of the U.S. Courts (business bankruptcy filings).
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Table A.3 Macroeconomic Indicators, 1995–2007

Percent 
change

1995 2000 2006 2007
2006–
2007

Gross domestic product (GDP) (billions of dollars) 1

Current dollars 7,397.7 9,817.0 13,194.7 13,841.3 4.9

Constant dollars (billions of 2000 dollars) 8,031.7 9,817.0 11,319.4 11,566.8 2.2

Per capita constant dollars (thousands of 
2000 dollars)

30.5 34.8 37.8 38.3 1.2

Sales (billions of dollars) 2

Manufacturing 290.0 350.7 411.7 416.2 1.1

Wholesale trade 176.2 234.5 325.7 353.7 8.6

Retail trade 189.0 249.1 323.9 336.7 3.9

Income (billions of dollars)

Compensation of employees 3 4,193.3 5,782.7 7,448.3 7,874.2 5.7

Nonfarm proprietors’ income 469.5 705.7 987.4 1,006.4 1.9

Farm proprietors’ income 22.7 22.7 19.4 36.2 86.6

Corporate profits4 696.7 817.9 1,553.7 1,595.2 2.7

Output and productivity (business sector, 1992=100;

Output 111.4 140.5 164.3 168.1 2.3

Hours of all persons worked 109.6 121.0 120.4 121.0 0.5

Productivity (output per hour) 101.6 116.1 136.4 139.0 1.9

Employment and compensation

Nonfarm private employment (millions) 4 97.9 111.0 114.1 115.4 1.1

Unemployment rate (percent) 5.6 4.0 4.6 4.6 0.0

Total compensation cost index (Dec.) 
(2005=100)

70.2 83.6 103.2 106.3 3.0

Wage-and-salary index (Dec) (2005=100) 72.2 86.7 103.2 106.6 3.3

Employee benefits cost index (Dec.) 
(2005=100)

65.7 76.7 103.1 105.6 2.4
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Percent 
change

1995 2000 2006 2007
2006–
2007

Bank loans, interest rates, and yields

Bank commercial and industrial loans (bil-
lions of dollars)

723.8 1,079.1 1,188.5 1,429.7 20.3

Prime rate (percent) 8.8 9.2 8.0 8.1 1.1

U.S. Treasury 10-year bond yields (per-
cent)

6.6 6.0 4.8 4.6 -3.5

Price indices (inflation measures)

Consumer price index (urban) (1982-1984 
= 100)

152.4 172.2 201.6 207.3 2.8

Producer price index (finished goods) 
(1982 = 100)

127.9 138.0 160.4 166.6 3.9

GDP implicit price deflator (2000 = 100) 92.1 100.0 116.6 119.7 2.7

Equity markets

S&P composite 541.7 1,427.2 1,310.5 1,477.2 12.7

NASDAQ 925.2 3,783.7 2,263.4 2,578.5 13.9

1  The Small Business Share of GDP, 1998-2004 by Katherine Kobe of Economic Consulting Services, LLC 
(Office of Advocacy funded study) estimates small businesses (fewer than 500 employees) created 50.7 
percent of  the total nonfarm private output in 2004.

2  U.S. Bureau of the Census, Statistics of U.S. Businesses, showed that in 2002, small firms (fewer than 
500 employees) accounted for 24.8 percent of manufacturing, 47.6 percent of retail, and 41.2 percent 
of wholesale sales.

3  U.S. Bureau of the Census, Statistics of U.S. Businesses, showed that in 2005, small firms (fewer than 
500 employees) accounted for 44.9 percent of annual payroll and 50.4 percent of total nonfarm private 
employment.

4 With inventory valuation adjustment and capital consumption adjustments. 

Source:  U.S. Small Business Administration, Office of Advocacy, from the Bureau of Economic Analysis, 
Economic Indicators, March 2000 and April 2007.

Table A.3 Macroeconomic Indicators, 1995–2007 (continued)
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Table A.4 Number of Businesses by State, 2005–2007

Employer firms Nonemployers 
(thousands)

Self-employment 
(thousands)

State 2006 2007 2005 2006 2006 2007

United States 6,036,500 e. 6,113,300 e. 20,392 20,769 16,143 16,219

Alabama 86,813 90,419 283 294 194 201

Alaska 17,125 17,260 51 51 45 43

Arizona 128,786 133,850 358 367 280 322

Arkansas 66,021 67,713 187 188 163 159

California 1,146,269 1,181,598 2,609 2,645 2,377 2,322

Colorado 156,866 160,450 401 405 339 366

Connecticut 99,042 99,365 252 254 190 190

Delaware 26,068 26,788 52 53 37 37

District of 
Columbia

28,485 29,382 39 40 24 27

Florida 489,452 503,489 1,473 1,523 1,071 1,152

Georgia 212,713 216,613 657 690 479 491

Hawaii 31,152 31,281 88 90 80 73

Idaho 49,463 51,212 106 109 115 118

Illinois 295,322 299,455 835 850 598 590

Indiana 128,096 130,330 364 369 313 280

Iowa 71,394 72,018 193 196 209 193

Kansas 70,707 71,209 179 179 179 166

Kentucky 85,134 86,176 264 267 175 197

Louisiana 99,981 102,089 270 294 199 239

Maine 42,008 42,657 114 115 99 98

Maryland 141,726 142,721 400 410 278 268

Massachu-
setts

184,093 186,000 471 454 333 364

Michigan 219,140 223,947 639 627 480 452

Minnesota 134,083 135,635 373 377 333 324

Mississippi 55,178 56,014 164 175 144 149

Missouri 138,583 139,960 375 380 302 321

Montana 36,632 37,692 81 81 88 91

Nebraska 47,600 47,997 116 117 119 124

Nevada 57,512 60,041 164 167 110 111

New  
Hampshire

41,019 41,304 107 106 95 84

New Jersey 261,759 244,393 573 574 431 419
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Employer firms Nonemployers 
(thousands)

Self-employment 
(thousands)

State 2006 2007 2005 2006 2006 2007

New Mexico 45,220 45,600 117 118 109 115

New York 491,433 500,093 1,443 1,474 908 873

North  
Carolina

192,761 200,396 583 605 418 521

North Dakota 19,962 20,212 44 44 51 50

Ohio 227,244 226,744 694 697 494 509

Oklahoma 79,895 81,183 256 257 217 183

Oregon 110,907 112,634 246 248 281 272

Pennsylvania 284,770 289,289 731 742 550 557

Puerto Rico 65,651 69,161 NA NA NA NA

Rhode Island 33,855 33,891 69 69 53 55

South  
Carolina

98,732 98,703 260 271 209 191

South Dakota 24,797 24,985 56 56 71 72

Tennessee 113,862 115,602 423 436 317 336

Texas 424,308 443,489 1,686 1,737 1,149 1,124

Utah 67,169 70,760 175 179 152 158

Vermont 21,618 22,079 60 60 50 52

Virgin Islands NA 3,632 NA NA NA NA

Virginia 181,039 187,437 470 479 406 418

Washington 198,195 202,901 387 392 388 382

West Virginia 36,797 36,596 90 90 62 55

Wisconsin 129,967 131,003 322 324 339 288

Wyoming 21,116 21,486 42 42 41 41

NA = Not available

Table A.4 Number of Businesses by State, 2005–2007 (continued)

Notes: State totals do not add to the U.S. figure as firms can be in more than one state. Except as shown, 
data are not available for U.S. territories. The 2006 and 2007 estimates are based on U.S. Census Bureau 
and Department of Labor Employment and Training Administration data. Self-employment is based on 
monthly averages of primary occupation incorporated and unincorporated status. Self-employment cannot 
be added to the other figures.  

Source: U.S. Small Business Administration, Office of Advocacy, from data provided by the U.S. Depart-
ment of Labor (ETA) and U.S. Census Bureau, Nonemployer Statistics, and Current Population Survey, 
special tabulations.
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Table A.5 Business Turnover by State, 2006–2007

Quarterly  
establishment  

openings

Quarterly  
establishment  

closings

Business  
bankruptcies

State 2006 2007 2006 2007 2006 2007

U.S. total 1,481,792 1,463,850 1,395,395 1,441,574 19,695 28,322

Alabama 15,842 15,127 14,487 14,915 219 306

Alaska 4,466 4,338 4,456 4,388 45 70

Arizona 32,835 31,510 27,645 32,343 261 479

Arkansas 14,786 12,250 12,072 11,710 276 397

California 172,738 175,531 170,021 172,587 2,098 3,505

Colorado 36,864 38,445 33,474 35,939 435 645

Connecticut 12,044 11,369 11,638 11,649 219 264

Delaware 5,424 5,094 5,611 5,162 244 306

District of  
Columbia

4,720 4,817 4,641 5,022 27 36

Florida 126,425 125,717 118,676 133,250 991 2,029

Georgia 62,314 64,159 60,472 61,554 1,148 1,456

Hawaii 5,386 5,074 4,971 6,062 25 56

Idaho 11,726 11,474 10,064 11,341 56 116

Illinois 59,043 57,176 55,935 57,611 669 1,040

Indiana 24,352 23,725 24,515 25,360 376 608

Iowa 12,840 12,638 12,145 12,454 208 243

Kansas 12,058 12,932 12,350 12,323 158 223

Kentucky 17,512 16,217 16,639 15,867 200 311

Louisiana 20,390 17,707 16,146 16,783 476 510

Maine 8,960 9,226 8,953 9,272 85 152

Maryland 28,251 28,018 26,917 28,736 333 380

Massachusetts 33,997 33,968 34,554 36,084 253 333

Michigan 43,744 43,163 45,415 46,449 753 1,194

Minnesota 19,620 30,126 26,515 26,775 381 520

Mississippi 10,851 9,889 9,310 9,742 187 262

Missouri 24,910 21,424 21,468 23,220 284 384

Montana 8,208 8,356 7,327 7,671 39 55

Nebraska 8,425 8,663 8,065 8,250 182 208

Nevada 14,527 14,745 12,336 13,259 178 321

New  
Hampshire

9,065 8,180 8,345 8,506 218 327

New Jersey 44,927 43,429 43,945 41,506 493 864
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Quarterly  
establishment  

openings

Quarterly  
establishment  

closings

Business  
bankruptcies

State 2006 2007 2006 2007 2006 2007

New Mexico 9,628 9,287 8,787 8,772 95 142

New York 104,695 101,780 97,209 100,699 1,201 1,375

North Carolina 47,162 45,620 36,876 38,691 403 597

North Dakota 3,836 3,865 3,458 3,414 32 59

Ohio 42,023 42,558 43,729 42,627 957 1,352

Oklahoma 15,896 15,397 14,313 15,961 236 353

Oregon 22,769 22,619 20,534 22,520 301 265

Pennsylvania 57,616 53,901 52,454 51,508 742 1,017

Puerto Rico 6,045 7,158 7,758 8,061 206 276

Rhode Island 7,558 6,926 7,301 7,104 48 105

South Carolina 24,423 18,903 19,925 19,285 82 144

South Dakota 4,557 4,406 4,129 4,151 47 90

Tennessee 18,808 19,401 20,476 15,674 397 537

Texas 90,301 87,942 80,570 83,248 2,081 2,480

Utah 18,991 18,685 14,841 16,765 148 183

Vermont 4,083 4,257 4,101 4,506 36 65

Virgin Islands 425 374 450 380 10 8

Virginia 34,314 39,426 33,211 35,588 283 594

Washington 33,186 33,385 30,772 31,619 401 477

West Virginia 6,620 6,141 6,499 6,597 114 150

Wisconsin 23,624 20,644 23,456 23,131 307 412

Wyoming 4,452 4,220 3,646 3,924 40 36

Notes: Quarterly establishment openings and closings represent business turnover for new and existing 
establishments, which can belong to small or large firms (seasonally adjusted). The sum of quarterly open-
ings and closings can be inflated by seasonal businesses. Except as shown, data are not available for U.S. 
territories. National bankruptcy totals include territories.

Source: U.S. Small Business Administration, Office of Advocacy, from data provided by the U.S. Depart-
ment of Labor (Bureau of Labor Statistics, Business Employment Dynamics), and Administrative Office of 
the U.S. Courts.

Table A.5 Business Turnover by State, 2006–2007 (continued)
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Table A.6 Private Firms, Establishments, Employment, Annual Payroll, and Receipts, 1988–2006

Employers Employment size of firm

Item Year Nonemployers total <20 <500

Firms 2006 20,768,555 NA   NA   NA   

2005 20,392,068 5,983,546 5,357,887 5,966,069

2004 19,523,741 5,885,784 5,255,844 5,868,737

2003 18,649,114 5,767,127 5,150,316 5,750,201

2002 17,646,062 5,697,759 5,090,331 5,680,914

2001 16,979,498 5,657,774 5,036,845 5,640,407

2000 16,529,955 5,652,544 5,035,029 5,635,391

1999 16,152,604 5,607,743 5,007,808 5,591,003

1998 15,708,727 5,579,177 4,988,367 5,562,799

1997 15,439,609 5,541,918 4,958,641 5,525,839

1996 NA   5,478,047 4,909,983 5,462,431

1995 NA   5,369,068 4,807,533 5,353,624

1994 NA   5,276,964 4,736,317 5,261,967

1993 NA   5,193,642 4,661,601 5,179,013

1992 14,325,000 5,095,356 4,572,994 5,081,234

1991 NA   5,051,025 4,528,899 5,037,048

1990 NA   5,073,795 4,535,575 5,059,772

1989 NA   5,021,315 4,493,875 5,007,442

1988 NA   4,954,645 4,444,473 4,941,821

Establishments 2006 NA   7,601,160 NA   NA   

2005 20,392,068 7,499,702 5,409,151 6,420,532

2004 19,523,741 7,387,724 5,308,118 6,331,242

2003 18,649,114 7,254,745 5,203,488 6,222,091

2002 17,646,062 7,200,770 5,147,526 6,172,809

2001 16,979,498 7,095,302 5,093,660 6,079,993

2000 16,529,955 7,070,048 5,093,832 6,080,050

1999 16,152,604 7,008,444 5,068,096 6,048,129

1998 15,708,727 6,941,822 5,048,528 6,030,325

1997 15,439,609 6,894,869 5,026,425 6,017,638

1996 NA   6,738,476 4,976,014 5,892,934

1995 NA   6,612,721 4,876,327 5,798,936

1994 NA   6,509,065 4,809,575 5,724,681

1993 NA   6,401,233 4,737,778 5,654,835

1992 14,325,000 6,319,300 4,653,464 5,571,896

1991 NA   6,200,859 4,603,523 5,457,366

1990 NA   6,175,559 4,602,362 5,447,605
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Employers Employment size of firm

Item Year Nonemployers total <20 <500

1989 NA   6,106,922 4,563,257 5,402,086

1988 NA   6,016,367 4,516,707 5,343,026

Employment 2006 NA   119,197,165 NA   NA   

2005 NA   116,317,003 21,289,196 58,644,585

2004 NA   115,074,924 21,197,087 58,597,452

2003 NA   113,398,043 20,830,352 57,447,570

2002 NA   112,400,654 20,583,371 56,366,292

2001 NA   115,061,184 20,602,635 57,383,449

2000 NA   114,064,976 20,587,385 57,124,044

1999 NA   110,705,661 20,388,287 55,729,092

1998 NA   108,117,731 20,275,405 55,064,409

1997 NA   105,299,123 20,118,816 54,545,370

1996 NA   102,187,297 19,881,502 53,174,502

1995 NA   100,314,946 19,569,861 52,652,510

1994 NA   96,721,594 19,195,318 51,007,688

1993 NA   94,773,913 19,070,191 50,316,063

1992 NA   92,825,797 18,772,644 49,200,841

1991 NA   92,307,559 18,712,812 49,002,613

1990 NA   93,469,275 18,911,906 50,166,797

1989 NA   91,626,094 18,626,776 49,353,860

1988 NA   87,844,303 18,319,642 47,914,723

Annual payroll 
(thousands of 
dollars)

2006 NA   4,792,429,911 NA   NA   

2005 NA   4,482,722,481 695,604,106 2,012,581,741

2004 NA   4,253,995,732 659,270,002 1,917,364,605

2003 NA   4,040,888,841 631,221,418 1,818,493,862

2002 NA   3,943,179,606 617,583,597 1,777,049,574

2001 NA   3,989,086,323 603,848,633 1,767,546,642

2000 NA   3,879,430,052 591,123,880 1,727,114,941

1999 NA   3,554,692,909 561,547,424 1,601,129,388

1998 NA   3,309,405,533 535,184,511 1,512,769,153

1997 NA   3,047,907,469 503,130,254 1,416,200,011

1996 NA   2,848,623,049 481,008,640 1,330,258,327

1995 NA   2,665,921,824 454,009,065 1,252,135,244

1994 NA   2,487,959,727 432,791,911 1,176,418,685

Table A.6 Private Firms, Establishments, Employment, Annual Payroll, and Receipts, 1988–2006 
(continued)
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Employers Employment size of firm

Item Year Nonemployers total <20 <500

1993 NA   2,363,208,106 415,254,636 1,116,443,440

1992 NA   2,272,392,408 399,804,694 1,066,948,306

1991 NA   2,145,015,851 381,544,608 1,013,014,303

1990 NA   2,103,971,179 375,313,660 1,007,156,385

1989 NA   1,989,941,554 357,259,587 954,137,110

1988 NA   1,858,652,147 342,168,460 902,566,839

Receipts 
(thousands of 
dollars)

2002 770,032,328 22,062,528,196 3,126,610,830 8,558,731,333

1997 586,315,756 18,242,632,687 2,786,839,570 7,468,211,700

NA = Not available

Notes: A firm is as an aggregation of all establishments (locations with payroll in any quarter) owned by a 
parent company and employment is measured in March. Job growth not shown as firms can change sizes 
annually. 

See www.sba.gov/advo/research/data.html for more detail.

Source:  U.S. Small Business Administration, Office of Advocacy, based on data provided by the U.S. Cen-
sus Bureau, Statistics of U.S. Businesses, Nonemployer Statistics, and County Business Patterns.

Table A.6 Private Firms, Establishments, Employment, Annual Payroll, and Receipts, 1988–2006 
(continued)
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Employers (2005)

Nonemployers Employment size of firm

Industry (2006) Total <20 <500

Firms

Total 20,768,555 5,983,546 5,357,887 5,966,069

Agriculture, forestry, 
fishing, and hunting

228,775 23,447 21,957 23,352

Mining 101,891 19,406 16,308 19,091

Utilities 17,070 6,660 5,301 6,459

Construction 2,549,239 777,664 714,441 776,663

Manufacturing 311,111 288,568 213,652 284,536

Wholesale trade 387,022 336,736 288,828 333,706

Retail trade 1,857,611 736,940 667,955 734,636

Transportation and 
warehousing

1,001,977 169,086 148,386 166,946

Information 317,695 75,261 63,970 74,147

Finance and insurance 758,167 259,983 238,433 258,310

Real estate and rental 
and leasing

2,420,926 300,525 285,853 299,302

Professional, scientific, 
and technical services

2,904,083 757,174 708,772 754,274

Management of compa-
nies and enterprises

— 26,513 5,860 19,540

Admin. support, waste 
management, and 
remediation services

1,482,344 320,252 280,721 316,766

Educational services 482,222 72,410 55,723 71,293

Health care and social 
assistance

1,728,485 599,392 523,312 595,641

Arts, entertainment, and 
recreation

1,001,780 114,145 98,465 113,495

Accommodation and 
food services

287,342 462,983 371,557 461,168

Other services (except 
public administration)

2,930,815 676,400 630,210 675,026

Unclassified 0 23986 23890 23986

Employment

Total — 116,317,003 21,289,196 58,644,585

Agriculture, forestry, 
fishing, and hunting

— 168,744 75,629 142,615

Mining — 497,272 67,485 219,735

Table A.8 Nonemployer and Employer Firms and Employment by Firm Size and Industry, 2005 
and 2006
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Employers (2005)

Nonemployers Employment size of firm

Industry (2006) Total <20 <500

Utilities — 633,106 21,309 109,175

Construction — 6,781,327 2,616,582 5,841,751

Manufacturing — 13,667,337 1,193,552 6,038,792

Wholesale trade — 5,968,929 1,238,253 3,637,229

Retail trade — 15,338,672 2,849,139 6,307,978

Transportation and 
warehousing

— 4,168,016 529,004 1,586,501

Information — 3,402,599 248,126 890,289

Finance and insurance — 6,431,837 771,720 2,128,868

Real estate and rental 
and leasing

— 2,144,077 759,627 1,463,060

Professional, scientific, 
and technical services

— 7,689,366 2,220,973 4,741,326

Management of compa-
nies and enterprises

— 2,856,418 15,412 337,981

Admin. support, waste 
management, and 
remediation services

— 9,280,282 996,453 3,619,717

Educational services — 2,879,374 251,378 1,294,428

Health care and social 
assistance

— 16,025,147 2,502,906 7,748,761

Arts, entertainment, and 
recreation

— 1,936,484 355,894 1,280,666

Accommodation and 
food services

— 11,025,909 2,007,776 6,611,592

Other services (except 
public administration)

— 5,390,954 2,539,786 4,612,968

Unclassified — 31,153 28,192 31,153

Notes: Employment is measured in March, thus some firms (startups after March, closures before March, 
and seasonal firms) See www.sba.gov/advo/research/data.html for more detail. 

Source: U.S. Small Business Administration, Office of Advocacy, based on data provided by the U.S. 
Census Bureau.

Table A.8 Nonemployer and Employer Firms and Employment by Firm Size and Industry, 2005 
and 2006 (continued)
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Table A.9 Employer Firm Births and Deaths by Employment Size of Firm, 1990–2005

Beginning year employment size of firm

Period
Type of 
change

Total <20 <500 500+

Firms

2004–2005 Firm births 644,122 616,019 643,850 272

Firm deaths 565,745 539,061 565,482 263

Net change 78,377 76,958 78,368 9

2003–2004 Firm births 628,917 601,927 628,655 262

Firm deaths 541,047 515,031 540,746 301

Net change 87,870 86,896 87,909 -39

2002–2003 Firm births 612,296 585,552 611,976 320

Firm deaths 540,658 514,565 540,328 330

Net change 71,638 70,987 71,648 -10

2001–2002 Firm births 569,750 541,516 568,280 1,470

Firm deaths 586,890 557,133 586,535 355

Net change -17,140 -15,617 -18,255 1,115

2000–2001 Firm births 585,140 558,037 584,837 303

Firm deaths 553,291 523,960 552,839 452

Net change 31,849 34,077 31,998 -149

1999–2000 Firm births 574,300 548,030 574,023 277

Firm deaths 542,831 514,242 542,374 457

Net change 31,469 33,788 31,649 -180

1998–1999 Firm births 579,609 554,288 579,287 322

Firm deaths 544,487 514,293 544,040 447

Net change 35,122 39,995 35,247 -125

1997–1998 Firm births 589,982 564,804 589,706 276

Firm deaths 540,601 511,567 540,112 489

Net change 49,381 53,237 49,594 -213

1996–1997 Firm births 590,644 564,197 590,335 309

Firm deaths 530,003 500,014 529,481 522

Net change 60,641 64,183 60,854 -213

1995–1996 Firm births 597,792 572,442 597,503 289

Firm deaths 512,402 485,509 512,024 378

Net change 85,390 86,933 85,479 -89

1994–1995 Firm births 594,369 568,896 594,119 250

Firm deaths 497,246 472,441 496,874 372
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Beginning year employment size of firm

Period
Type of 
change

Total <20 <500 500+

Net change 97,123 96,455 97,245 -122

1993–1994 Firm births 570,587 546,437 570,337 250

Firm deaths 503,563 476,667 503,125 438

Net change 67,024 69,770 67,212 -188

1992–1993 Firm births 564,504 539,601 564,093 411

Firm deaths 492,651 466,550 492,266 385

Net change 71,853 73,051 71,827 26

1991–1992 Firm births 544,596 519,014 544,278 318

Firm deaths 521,606 492,746 521,176 430

Net change 22,990 26,268 23,102 -112

1990–1991 Firm births 541,141 515,870 540,889 252

Firm deaths 546,518 516,964 546,149 369

Net change -5,377 -1,094 -5,260 -117

Notes: The data represent activity from March of the beginning year to March of the ending year.  Establish-
ments with no employment in the first quarter of the beginning year were excluded. Firm births are classified 
by their first quarter employment size. New firms represent new original establishments and deaths repre-
sent closed original establishments. See www.sba.gov/advo/research/data.html for more detail.  

Source: U.S. Small Business Administration, Office of Advocacy, from data provided by the U.S. Bureau 
of the Census.

Table A.9 Employer Firm Births and Deaths by Employment Size of Firm, 1990–2005 (continued)
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Table A.10 Job Generation and Destruction by Type of Change and Employment Size of Firm, 
1990–2005

Beginning year employment size of firm

Period
Type of 
change

Total <20 <500 500+

Employment

2004–2005 Firm births 3,609,285 1,931,018 3,278,823 330,462

Firm deaths 3,307,415 1,684,505 2,981,221 326,194

Existing firm 
expansions

13,970,562 3,091,028 6,910,039 7,060,523

Existing firm 
contractions

13,031,004 2,311,147 6,228,539 6,802,465

Net change 1,241,428 1,026,394 979,102 262,326

2003–2004 Firm births 3,574,679 1,889,381 3,240,945 333,734

Firm deaths 3,220,504 1,614,965 2,867,719 352,785

Existing firm 
expansions

14,377,177 3,359,333 7,121,196 7,255,981

Existing firm 
contractions

13,055,467 2,009,138 5,604,304 7,451,163

Net change 1,675,885 1,624,611 1,890,118 -214,233

2002–2003 Firm births 3,667,154 1,855,516 3,174,129 493,025

Firm deaths 3,324,483 1,608,299 2,879,797 444,686

Existing firm 
expansions

14,677,406 3,438,778 7,641,202 7,036,204

Existing firm 
contractions

14,024,418 2,112,533 5,945,208 8,079,210

Net change 995,659 1,573,462 1,990,326 -994,667

2001–2002 Firm births 3,369,930 1,748,097 3,033,734 336,196

Firm deaths 3,660,161 1,755,255 3,256,851 403,310

Existing firm 
expansions

15,385,726 3,149,876 7,587,961 7,797,765

Existing firm 
contractions

17,756,053 2,289,644 7,794,376 9,961,677

Net change -2,660,558 853,074 -429,532 -2,231,026

2001–2002 Firm births 3,369,930 1,748,097 3,033,734 336,196

Firm deaths 3,660,161 1,755,255 3,256,851 403,310

Existing firm 
expansions

15,385,726 3,149,876 7,587,961 7,797,765
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Beginning year employment size of firm

Period
Type of 
change

Total <20 <500 500+

Existing firm 
contractions

17,756,053 2,289,644 7,794,376 9,961,677

Net change -2,660,558 853,074 -429,532 -2,231,026

2000–2001 Firm births 3,418,369 1,821,298 3,108,501 309,868

Firm deaths 3,261,621 1,700,677 3,049,714 211,907

Existing firm 
expansions

14,939,658 3,065,106 7,033,084 7,906,574

Existing firm 
contractions

14,096,436 2,074,544 5,940,996 8,155,440

Net change 999,970 1,111,183 1,150,875 -150,905

1999–2000 Firm births 3,228,804 1,792,946 3,031,079 197,725

Firm deaths 3,176,609 1,653,694 2,946,120 230,489

Existing firm 
expansions

15,857,582 3,378,838 7,744,430 8,113,152

Existing firm 
contractions

12,550,358 1,924,624 5,323,677 7,226,681

Net change 3,359,419 1,593,466 2,505,712 853,707

1998–1999 Firm births 3,247,335 1,763,823 3,011,400 235,935

Firm deaths 3,267,136 1,676,282 3,052,630 214,506

Existing firm 
expansions

14,843,903 3,245,218 7,266,399 7,577,504

Existing firm 
contractions

12,236,364 1,969,501 5,482,142 6,754,222

Net change 2,587,738 1,363,258 1,743,027 844,711

1997–1998 Firm births 3,205,451 1,812,103 3,002,401 203,050

Firm deaths 3,233,412 1,661,544 2,991,722 241,690

Existing firm 
expansions

14,885,560 3,238,047 7,471,622 7,413,938

Existing firm 
contractions

12,044,422 2,002,313 5,747,725 6,296,697

Net change 2,813,177 1,386,293 1,734,576 1,078,601

1996–1997 Firm births 3,227,556 1,813,539 3,029,666 197,890

Firm deaths 3,274,604 1,620,797 2,960,814 313,790

Table A.10 Job Generation and Destruction by Type of Change and Employment Size of Firm, 
1990–2005 (continued)
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Beginning year employment size of firm

Period
Type of 
change

Total <20 <500 500+

Existing firm 
expansions

16,243,424 3,400,037 8,628,839 7,614,585

Existing firm 
contractions

13,092,093 2,035,083 6,343,489 6,748,604

Net change 3,104,283 1,557,696 2,354,202 750,081

1995–1996 Firm births 3,255,676 1,844,516 3,055,596 200,080

Firm deaths 3,099,589 1,559,598 2,808,493 291,096

Existing firm 
expansions

12,937,389 3,122,066 6,725,135 6,212,254

Existing firm 
contractions

11,226,231 1,971,531 5,512,726 5,713,505

Net change 1,867,245 1,435,453 1,459,512 407,733

1994–1995 Firm births 3,322,001 1,836,153 3,049,456 272,545

Firm deaths 2,822,627 1,516,552 2,633,587 189,040

Existing firm 
expansions

13,034,649 3,235,940 7,197,705 5,836,944

Existing firm 
contractions

9,942,456 1,877,758 5,000,269 4,942,187

Net change 3,591,567 1,677,783 2,613,305 978,262

1993–1994 Firm births 3,105,753 1,760,322 2,889,507 216,246

Firm deaths 3,077,307 1,549,072 2,800,933 276,374

Existing firm 
expansions

12,366,436 3,139,825 6,905,182 5,461,254

Existing firm 
contractions

10,450,422 2,039,535 5,400,406 5,050,016

Net change 1,944,460 1,311,540 1,593,350 351,110

1992–1993 Firm births 3,438,106 1,750,662 3,053,765 384,341

Firm deaths 2,906,260 1,515,896 2,697,656 208,604

Existing firm 
expansions

12,157,943 3,206,101 6,817,835 5,340,108

Existing firm 
contractions

10,741,536 1,965,039 5,386,708 5,354,828

Net change 1,948,253 1,475,828 1,787,236 161,017

Table A.10 Job Generation and Destruction by Type of Change and Employment Size of Firm, 
1990–2005 (continued)



Appendix A 291

Beginning year employment size of firm

Period
Type of 
change

Total <20 <500 500+

1991–1992 Firm births 3,200,969 1,703,491 2,863,799 337,170

Firm deaths 3,126,463 1,602,579 2,894,127 232,336

Existing firm 
expansions

12,894,780 3,197,959 7,510,392 5,384,388

Existing firm 
contractions

12,446,175 2,156,402 6,635,366 5,810,809

Net change 523,111 1,142,469 844,698 -321,587

1990–1991 Firm births 3,105,363 1,712,856 2,907,351 198,012

Firm deaths 3,208,099 1,723,159 3,044,470 163,629

Existing firm 
expansions

11,174,786 2,855,498 6,323,224 4,851,562

Existing firm 
contractions

12,233,766 2,294,270 6,893,623 5,340,143

Net change -1,161,716 550,925 -707,518 -454,198

Notes: The data represent activity from March of the beginning year to March of the ending year.  Establish-
ments with no employment in the first quarter of the beginning year were excluded.  Firm births are classified 
by their first quarter employment size.  Percentages not calculated when changes include negative numbers.
New firms represent new original establishments and deaths represent closed original establishments. See 
www.sba.gov/advo/research/data.html for more detail.  

Source:  U.S. Small Business Administration, Office of Advocacy, from data provided by the U.S. Bureau 
of the Census.

Table A.10 Job Generation and Destruction by Type of Change and Employment Size of Firm, 
1990–2005 (continued)
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Table A.11 Opening and Closing Establishments, 1992–2007

Opening  
establishments

Closing  
establishments

Net

Year Quarter Number Employment Number Employment Number Employment

2007 4 380 1,437 357 1,348 23 89

3 367 1,428 359 1,350 8 78

2 352 1,387 364 1,395 -12 -8

1 358 1,351 355 1,275 3 76

2006 4 392 1,538 350 1,354 42 184

3 356 1,441 351 1,352 5 89

2 364 1,519 345 1,380 19 139

1 364 1,418 346 1,272 18 146

2005 4 380 1,568 332 1,371 48 197

3 372 1,581 333 1,446 39 135

2 368 1,548 335 1,417 33 131

1 350 1,471 349 1,426 1 45

2004 4 371 1,615 319 1,431 52 184

3 351 1,576 339 1,541 12 35

2 342 1,520 329 1,484 13 36

1 345 1,495 329 1,434 16 61

2003 4 347 1,533 319 1,436 28 97

3 331 1,471 315 1,361 16 110

2 328 1,471 324 1,471 4 0

1 333 1,522 335 1,537 -2 -15

2002 4 343 1,562 329 1,549 14 13

3 338 1,593 321 1,531 17 62

2 344 1,726 326 1,638 18 88

1 343 1,790 329 1,664 14 126

2001 4 340 1,659 335 1,693 5 -34

3 336 1,691 356 1,801 -20 -110

2 334 1,690 334 1,751 0 -61

1 342 1,742 336 1,875 6 -133

2000 4 339 1,698 334 1,672 5 26

3 353 1,778 339 1,727 14 51

2 337 1,685 319 1,620 18 65

1 362 1,868 319 1,662 43 206

1999 4 344 1,793 327 1,668 17 125

3 347 1,837 335 1,733 12 104

2 339 1,878 332 1,685 7 193

1 341 1,959 315 1,837 26 122
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1998 4 322 1,738 318 1,682 4 56

3 337 1,901 316 1,673 21 228

2 357 2,077 296 1,795 61 282

1 349 2,049 321 1,860 28 189

1997 4 332 1,920 332 1,885 0 35

3 331 1,797 307 1,687 24 110

2 319 1,725 305 1,540 14 185

1 333 1,807 295 1,544 38 263

1996 4 325 1,810 302 1,515 23 295

3 329 1,804 291 1,531 38 273

2 320 1,769 299 1,517 21 252

1 323 1,754 295 1,509 28 245

1995 4 308 1,690 296 1,523 12 167

3 307 1,642 291 1,493 16 149

2 306 1,660 286 1,468 20 192

1 308 1,663 274 1,377 34 286

1994 4 292 1,557 288 1,433 4 124

3 316 1,725 269 1,288 47 437

2 307 1,668 286 1,489 21 179

1 293 1,581 277 1,421 16 160

1993 4 282 1,553 266 1,361 16 192

3 305 1,613 255 1,309 50 304

2 293 1,493 272 1,386 21 107

1 305 1,713 271 1,465 34 248

1992 4 286 1,534 269 1,379 17 155

3 296 1,641 270 1,422 26 219

Note: Establishments can be new ventures or new affiliates of existing ventures.

Source:  U.S. Small Business Administration, Office of Advocacy, from data provided by the U.S. Bureau of 
Labor Statistics, Business Employment Dynamics.

Table A.11 Opening and Closing Establishments, 1992–2007 (continued)

Opening  
establishments

Closing  
establishments

Net

Year Quarter Number Employment Number Employment Number Employment
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Table A.12 Quarterly Net Job Change by Firm Size, 1992–2007 (In thousands, seasonally adjusted)

Firm size Percent of total

Year Quarter Total 1-19 20-499 500+ 1-19 <500

2007 4 317 -24 72 220 NA NA

3 -235 -104 -111 -6 47 97

2 241 -66 245 57 NA NA

1 438 86 200 103 22 74

2006 4 512 91 99 288 19 40

3 11 -14 27 2 NA NA

2 416 66 261 89 16 79

1 774 179 409 105 26 85

2005 4 539 147 93 291 28 45

3 651 161 187 355 23 50

2 590 150 301 108 27 81

1 352 21 167 141 6 57

2004 4 797 206 209 370 26 53

3 182 59 148 -8 30 104

2 636 91 272 249 15 59

1 439 91 223 74 23 81

2003 4 332 118 88 125 36 62

3 180 96 40 57 50 70

2 -96 88 -6 -226 NA NA

1 -420 -78 -151 -135 21 63

2002 4 -198 29 -127 -129 NA 43

3 -171 41 -91 -123 NA 29

2 -38 68 -8 -132 NA NA

1 -39 51 -77 50 NA NA

2001 4 -960 -31 -374 -616 3 40

3 -1,184 -164 -482 -572 13 53

2 -792 -46 -331 -479 5 44

1 -156 24 -156 132 NA NA

2000 4 295 14 101 172 5 40

3 296 36 143 137 11 57

2 492 18 157 272 4 39

1 789 207 359 291 24 66

1999 4 1,005 213 440 326 22 67

3 588 92 249 270 15 56

2 644 68 235 311 11 49

1 353 123 73 263 27 43

1998 4 768 145 366 209 20 71
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Firm size Percent of total

Year Quarter Total 1-19 20-499 500+ 1-19 <500

3 742 59 230 512 7 36

2 610 244 152 197 41 67

1 711 101 249 508 12 41

1997 4 708 82 302 301 12 56

3 901 128 384 442 13 54

2 584 88 199 330 14 47

1 784 209 322 306 25 63

1996 4 816 157 388 273 19 67

3 704 182 287 257 25 65

2 631 118 145 378 18 41

1 457 118 204 194 23 62

1995 4 378 100 276 4 26 99

3 845 134 355 407 15 55

2 358 79 118 153 23 56

1 758 166 326 241 23 67

1994 4 460 69 316 113 14 77

3 1,288 356 529 432 27 67

2 905 158 360 375 18 58

1 559 84 261 169 16 67

1993 4 603 177 356 100 28 84

3 965 291 428 277 29 72

2 734 171 274 270 24 62

1 288 49 160 52 19 80

1992 4 123 85 149 -29 41 114

3 599 172 259 218 27 66

NA = Not available

Notes: Size is based on dynamic sizing (see www.bls.gov/news.release/cewfs.tn.htm) and firm sizes may 
not add to the total as some firms do not have firm size identifiers. Percentages are based on adding the 
size categories, not the listed total. More detailed firm size categories and the actual job gain and loss fig-
ures are available directly from the data source.

Source:  U.S. Small Business Administration, Office of Advocacy, from data provided by the U.S. Bureau of 
Labor Statistics, Business Employment Dynamics.

Table A.12 Quarterly Net Job Change by Firm Size, 1992–2007 (In thousands, seasonally ad-
justed (continued)
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Table A.13 Characteristics of Self-employed Individuals, 1995–2006

2006
2000– 
2006

Characteristic 1995 2000 2005 Number Percent Rate
Percent 
change

Total 13,921.9 13,832.4 15,739.0 15,927.0 100.0 10.1 15.1 

Gender

Female 4,614.7 4,819.6 5,226.6 5,328.1 33.5 7.2 10.6 

Male 9,307.2 9,012.8 10,512.4 10,598.9 66.5 12.6 17.6 

Ethnicity / 
Race

Asian /  
American 
Indian

547.5 759.8 879.1 856.0 5.4 9.7 12.7 

Black 612.1 679.3 774.8 866.6 5.4 4.9 27.6 

White 12,762.4 12,393.3 13,874.4 14,018.0 88.0 10.8 13.1 

Multiple NA NA 210.8 186.4 1.2 9.2 NA

Hispanic 698.9 775.6 1,368.1 1,484.1 9.3 6.9 91.3 

Age

<25 501.0 375.8 516.5 491.8 3.1 2.1 30.9 

25–34 2,181.8 1,824.3 2,114.1 2,065.5 13.0 6.1 13.2 

35–44 4,132.6 3,941.1 3,781.2 3,892.5 24.4 10.8 (1.2)

45–54 3,576.0 3,995.0 4,624.6 4,593.7 28.8 12.8 15.0 

55–64 2,214.3 2,274.6 3,245.5 3,289.3 20.7 15.2 44.6 

65+ 1,316.2 1,421.6 1,457.1 1,594.1 10.0 23.6 12.1 

Educational 
level

High school  
or less

6,055.0 5,485.1 5,712.9 5,986.7 37.6 9.1 9.1 

Some college 3,575.2 3,822.5 4,322.9 4,256.9 26.7 9.4 11.4 

Bachelors 2,643.4 2,838.9 3,577.4 3,583.3 22.5 11.6 26.2 

Masters or 
above

1,648.3 1,685.9 2,125.8 2,100.0 13.2 13.3 24.6 

Veteran status 2,492.5 2,029.3 1,935.9 1,790.1 11.2 14.3 (11.8)
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2006
2000– 
2006

Characteristic 1995 2000 2005 Number Percent Rate
Percent 
change

Disability 628.6 592.5 754.3 713.4 4.5 16.1 20.4 

Native-born 12,411.0 12,078.8 13,329.8 13,394.9 84.1 10.2 10.9 

Married 10,294.8 10,322.4 11,169.8 11,442.1 71.8 12.9 10.8 

Location

Central city 2,650.1 2,506.2 3,762.5 3,623.4 22.8 8.7 44.6 

Suburban 5,988.6 6,095.6 6,752.8 7,225.5 45.4 10.5 18.5 

Rural 3,382.9 3,321.5 2,926.5 2,863.9 18.0 12.1 (13.8)

Not  
identified

1,900.3 1,909.1 2,297.2 2,214.2 13.9 9.5 16.0 

Notes: Self-employment (incorporated and unincorporated) as primary occupation during the year. Self-
employment figures presented here differ from the published monthly annual averages. Asian/American 
Indian = Asian, Pacific, Hawaiian, American Indian, and Aleut Eskimo. Disability consists of disabilities or 
health problems that restrict or prevent the amount or kind of work. The rate is the self-employment total 
divided by the number of individuals that had any job during the year.

Source: U.S. Small Business Administration, Office of Advocacy, from data provided by the U.S. Depart-
ment of Commerce, Bureau of the Census, March Supplement to the Current Population Survey.

Table A.13 Characteristics of Self-employed Individuals, 1995–2006 (continued)
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Table A.14 Characteristics of Employees by Firm Size, 1995 and 2006 (thousands unless noted)

1995 2006

Characteristic <25 25-499 500+
Percent 

<500
<25 25-499 500+

Percent 
<500

Total 28,959.8 32,657.2 43,940.7 58.4 32,184.1 36,496.8 50,095.7 57.8

Gender

Female 13,901.5 14,900.2 20,892.5 58.0 14,937.8 16,302.7 24,191.4 56.4

Male 15,058.3 17,757.0 23,048.2 58.7 17,246.3 20,194.0 25,904.3 59.1

Ethnicity /
Race

Asian /  
American 
Indian

1,273.2 1,285.6 1,870.1 57.8 1,793.9 1,920.9 3,063.7 54.8

Black 2,337.2 3,598.8 5,568.5 51.6 2,826.9 3,998.6 6,545.7 51.0

White 25,349.5 27,772.8 36,502.1 59.3 27,167.3 30,107.5 39,815.9 59.0

Multiple NA NA NA NA 396.0 469.9 670.4 56.4

Hispanic 3,582.5 3,472.1 3,510.6 66.8 6,314.2 5,766.9 5,977.2 66.9

Age

<25 6,833.9 5,792.3 8,463.2 59.9 6,564.3 5,626.1 9,007.3 57.5

25–34 7,561.4 9,339.8 11,588.8 59.3 7,326.8 8,605.0 11,452.4 58.2

35–44 6,905.2 8,366.4 11,484.7 57.1 6,798.9 8,656.7 11,162.9 58.1

45–54 4,078.4 5,551.1 7,773.7 55.3 6,236.3 8,032.6 10,962.9 56.6

55–64 2,277.7 2,747.3 3,799.8 56.9 3,641.7 4,377.6 6,079.3 56.9

65+ 1,303.1 860.3 830.6 72.3 1,616.1 1,198.7 1,430.9 66.3

Educational  
level

High school 
or less

16,661.7 16,711.5 19,826.5 62.7 17,071.3 17,032.5 19,808.8 63.3

Some  
college

7,782.1 9,248.6 13,628.1 55.5 8,936.3 10,400.9 15,347.8 55.8

Bachelors 3,349.5 4,938.0 7,541.3 52.4 4,512.4 6,513.3 10,426.7 51.4

Masters or 
above

1,166.4 1,759.1 2,944.8 49.8 1,664.1 2,550.1 4,512.4 48.3

Veteran 
status

2,447.5 3,357.8 5,028.0 53.6 1,933.3 2,522.2 3,875.1 53.5

Disability 1,290.8 1,061.8 1,464.4 61.6 875.0 916.0 1,389.1 56.3

Native born 24,592.5 28,227.0 39,258.4 57.4 25,065.1 29,738.2 42,561.6 56.3

Married 14,721.9 17,809.6 24,356.4 57.2 16,097.9 19,946.6 26,609.3 57.5
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1995 2006

Characteristic <25 25-499 500+
Percent 

<500
<25 25-499 500+

Percent 
<500

Location

Central city 6,839.5 8,256.7 10,594.6 58.8 8,698.8 9,629.6 14,067.2 56.6

Suburban 11,970.8 14,082.2 20,357.2 56.1 13,623.0 15,945.8 22,675.9 56.6

Rural 6,097.2 5,779.4 6,761.3 63.7 5,344.1 5,587.2 5,985.0 64.6

Not identified 4,052.3 4,538.8 6,227.6 58.0 4,518.3 5,334.2 7,367.6 57.2

Notes: Private sector employment, excluding self-employment (incorporated and unincorporated). 

Based on longest job during the year.

Source: U.S. Small Business Administration, Office of Advocacy, from data provided by the U.S. Depart-
ment of Commerce, Bureau of the Census, March Supplement to the Current Population Survey.

Table A.14 Characteristics of Employees by Firm Size, 1995 and 2006 (thousands unless noted) 
(continued)
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Table A.15 Bank Lending Information by Size of Firm, 1991–2007 (change in percent of senior 
loan officer responses on bank lending practices)

Tightening loan standards Stronger demand for loans

Year Quarter Large / medium-
sized firms Small firms Large / medium-

sized firms Small firms

2007 4 19 10 -16 -8

3 8 8 -17 -12

2 -4 2 -19 -19

1 0 5 -23 -5

2006 4 0 -2 -4 -13

3 -9 -2 -2 0

2 -12 -7 4 4

1 -11 -7 16 5

2005 4 -9 -5 14 9

3 -17 -11 41 35

2 -24 -24 37 37

1 -24 -13 46 30

2004 4 -21 -18 26 26

3 -20 -4 31 39

2 -23 -20 29 38

1 -18 -11 11 22

2003 4 0 -2 -12 -4

3 4 4 -23 -12

2 9 13 -39 -22

1 22 14 -32 -21

2002 4 20 18 -53 -48

3 21 6 -45 -36

2 25 15 -36 -29

1 45 42 -55 -45

2001 4 51 40 -70 -50

3 40 32 -53 -42

2 51 36 -40 -35

1 60 45 -50 -30

2000 4 44 27 -23 -13

3 34 24 -5 -4

2 25 21 -9 5

1 11 9 9 -2
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Tightening loan standards Stronger demand for loans

Year Quarter Large / medium-
sized firms Small firms Large / medium-

sized firms Small firms

1999 4 9 2 -2 -4

3 5 2 0 0

2 10 8 0 10

1 7 4 20 11

1998 4 36 15 28 8

3 0 -5 -9 0

2 -7 -2 29 21

1 2 2 26 15

1997 4 -7 -4 19 19

3 -6 -2 13 20

2 -7 -4 5 11

1 -5 -5 5 15

1996 4 -8 -12 1 4

3 -4 -2 12 18

2 -1 2 10 24

1 7 4 -3 14

1995 4 -3 -2 3 7

3 -6 -2 4 25

2 -6 -7 29 17

1 -7 -5 35 18

1994 4 -17 -18 31 32

3 -7 -7 31 19

2 -12 -9 38 38

1 -13 -12 26 26

1993 4 -18 -9 9 17

3 -19 -12 18 14

2 -8 -2 0 12

1 3 -2 20 32

1992 4 4 -5 6 -2

3 -2 -2 -9 7

2 1 -7 6 25

1 5 0 -27 -12

Table A.15 Bank Lending Information by Size of Firm, 1991–2007 (change in percent of senior 
loan officer responses on bank lending practices) (continued)
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Tightening loan standards Stronger demand for loans

Year Quarter Large / medium-
sized firms Small firms Large / medium-

sized firms Small firms

1991 4 9 5 -30 -25

3 12 9 NA  NA  

2 16 7 NA  NA  

1 36 32 NA  NA  

Notes: NA = not available. Figures should be used with caution because the sample size of the survey is relatively 
small–about 80 respondents-but the respondents do represent a sizable portion of the market. Small firms 
are defined as having sales of less than $50 million. The survey asks the following question to gauge lending 
standards: “Over the past three months, how have your bank’s credit standards for approving applications for 
C&I loans or credit lines—other than those to be used to finance mergers and acquisitions—to large and middle-
market firms and to small firms changed?” The survey asks the following question to gauge lending demand: 
“Apart from normal seasonal variation, how has demand for C&I loans changed over the past three months?”

Source: U.S. Small Business Administration, Office of Advocacy, from data provided by the Federal Reserve 
Board.

Table A.15 Bank Lending Information by Size of Firm, 1991–2007 (change in percent of senior 
loan officer responses on bank lending practices) (continued)
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Appendix B
Research Published by the  
Office of Economic Research, 2007
each year, the Office of Advocacy of the U.S. Small Business Administration is 
tasked with documenting the importance of entrepreneurship to the American 
economy and with highlighting policy issues of relevance to small firms. This 
report summarizes the publications produced by the Office of Advocacy’s 
Office of economic Research in 2007.

Banking and Financial issues

Corporate Venture Capital and the International Intensity of 
Portfolio Companies 
Joseph A. Lipuma, released July 2007 
http://www.sba.gov/advo/research/rs306tot.pdf
in 2000, more than $100 billion in venture capital was disbursed, more than 
one-fifth by corporations. The relationship between corporate investments 
and the degree to which the companies receiving venture capital funds pursue 
international activities is investigated in this study. The study examines the 
prior international experience of corporate venture capital providers and the 
existence of international marketing and operations capability as it relates to 
high levels of portfolio company international intensity.

The purpose of the study is to understand how the characteristics of the 
funding firm influence the international growth and intensity of the portfo-
lio company. Overall, the author finds that technology-based companies that 
receive corporate venture capital are larger, older, better funded, and tend to 
be further along in their development than ventures that have not received cor-
porate funding. The study finds a positive and significant relationship between 
the receipt of corporate venture capital and higher percentages of revenues 
earned from foreign sources. However, there is no conclusive evidence that 
either corporate international diversity or prior international investing experi-
ence is a mechanism by which this relationship exists.
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The Effect of Wealth and Race on Start-up Rates 
Maritza Salazar (BCT partners, inc.), released July 2007
http://www.sba.gov/advo/research/rs307tot.pdf
The notion that it “takes money to make money” is commonplace in public 
discourse. indeed, some researchers find that the ability to start a business 
would be greatly impaired without some form of financial assets or net wealth. 
Others, however, have found that some businesses do not require large amounts 
of startup capital, and therefore, one’s financial position has little to do with 
whether or not an individual is able to start their business. Understanding the 
role of wealth in predicting the likelihood of becoming self-employed may be 
particularly relevant for nascent minority entrepreneurs. 

This research uses the panel Study of entrepreneurial dynamics (pSed) 
to uncover whether wealth affects the startup outcomes of minorities and 
nonminorities differently. The author finds that at first glance, net wealth is 
related to the likelihood that an entrepreneur will start a company. However, 
a more fine-grained analysis shows that net wealth is positively correlated 
with the probability that a nascent entrepreneur will start a new company if 
the nascent entrepreneur is in the top 25 percent of the wealth distribution. 
This research also shows that wealth affects the business outcomes of minor-
ity entrepreneurs slightly differently than it influences the business outcomes 
of their white counterparts.

Income and Wealth: How Did Households Owning Small 
Businesses Fare from 1989 to 2004? 
George W. Haynes, released June 2007
http://www.sba.gov/advo/research/rs300tot.pdf
The 1990s were marked by the largest peacetime expansion in the U.S. econ-
omy. income and wealth of American households rose significantly during this 
period. This report continues the study of wealth and income of U.S. families 
that own businesses. it finds that families owning businesses remained sig-
nificantly more likely to be high income earners and high wealth holders than 
families not owning businesses. However, income and wealth for households 
owning businesses are more sensitive to fluctuations in economic activities. 
As a result, the selection of time periods for assessing the income and wealth 
growth of households owning small businesses relative to non-business-own-
ing households significantly affects the outcome of the analysis.
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Consequently, when the time period from 1989, a peak year, to 2004, a 
mid-recovery year, is selected, it appears that households owning small busi-
nesses made less progress in accumulating wealth than other households. in 
other words, the likelihood of being a high-wealth household increased at a 
faster rate for those without a small business than for those with a small busi-
ness. However, this result was not supported when the time period from 1992, 
an early recovery year, to 2004, a mid-recovery year, is selected; households 
with and without small businesses appeared to have very similar changes in 
income and wealth during this period. 

Income and Wealth of Veteran Business Owners, 1989-2004 
George W. Haynes, released October 2007
http://www.sba.gov/advo/research/rs310tot.pdf
This study compares changes in the income and wealth of veteran and non-
veteran households; veteran small business households with veteran nonbusi-
ness households; and veteran small business households with nonveteran small 
business households. Overall, the author finds that three major developments 
over the past two decades determined the levels and changes in the income and 
wealth of veteran households and veteran business households in the United 
States in comparison with the overall population. The number of veteran 
households declined from 1989 to 2004 (from 28.6 millions households in 
1989 to 25.3 million households in 2004); the age composition of the head of 
the veteran households grew much older by 2004; and the percentage of small 
business owners in the population of veteran households declined (from 13.6 
percent in 1989 to 12.2 percent in 2004). The likelihood of being high income 
has declined for these veteran small business owners by nearly 24 percent, while 
the likelihood of being high wealth increased by nearly 22 percent. Regression 
analyses that control for such variables as age suggest that veteran households 
generally had lower income than nonveteran households, veteran small busi-
ness households had higher wealth than veteran nonbusiness households, and 
veteran small business households had lower wealth than nonveteran small 
business households. Most important, there were no substantial changes (nei-
ther increases nor decreases) in the differences in income and wealth between 
veteran and nonveteran households, veteran small business and veteran non-
business households, and veteran business and nonveteran business households 
from 1989 to 2004.
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A Two-step Analysis of Standardized Versus Relationship Bank 
Lending to Small Firms 
polly Hardee, working paper released June 2007
http://www.sba.gov/advo/research/rs305tot.pdf
Whereas the use of credit scoring for consumer loans has been commonplace 
in banks for quite some time, the use of credit scoring for small business loans 
is a more recent phenomenon. The study attempts to answer several questions 
related to the use of credit scoring in small business lending: 

•  How have banks incorporated credit scoring  in their small business 
lending operations? 

•  How does credit scoring influence the availability of credit to small 
businesses? 

•  What factors predict the likelihood of the use of small business credit 
scoring by banks? 

The author conducted three basic investigations for this research. The 
study investigated the use of credit scoring within banks. The study estimated 
how small business lending and micro business lending were affected by the 
adoption of credit scoring by banks. Finally, the study investigated the fac-
tors that affected the likelihood that a bank would use credit scoring for small 
business loans. Overall, it found that while credit scoring has yet to become a 
primary instrument in loan underwriting for a majority of banks in the United 
States, there are indications that credit scoring may be making more borrow-
ing opportunities available to small businesses.

The Value to Banks of Small Business Lending 
Joe peek, released May 2007
http://www.sba.gov/advo/research/rs301tot.pdf
This study investigates the contribution of relationship lending to the value of 
banks by estimating the market premium placed on the small business loan 
portfolios of banks. This approach contrasts with the previous literature that 
has focused almost exclusively on the value of lending relationships to the 
firms that obtain access to bank lending, finding that firms, both large and 
small, accrue substantial benefits. The underlying hypothesis of this study is 
that relationship lending is mutually beneficial, benefiting banks as well as the 
firms to which they lend. The authors find that for commercial and industrial 
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loans, small business lending does, in fact, add value to banking organizations 
overall. This evidence suggests that at least for small banks, the added revenue 
associated with relationship lending exceeds the added information costs asso-
ciated with evaluating and monitoring small business commercial and indus-
trial loans. Small business lending was found to be a profitable market niche 
for small publicly traded banking organizations in the United States.

General Small Business and entrepreneurship

Frequently Asked Questions 
Chad Moutray, released August 2007
http://www.sba.gov/advo/stats/sbfaq.pdf
This document serves as a summary of other research materials and provides 
a series of quick, easy-to-recite facts for an external audience to recognize the 
importance of small businesses in the economy. it is an excellent “introductory” 
publication for individuals to acquaint themselves with Office of Advocacy 
research and data. 

Friends or Foes: The Spatial Dynamic between Established 
Firms and Entrants 
Lawrence plummer, working paper released February 2007
http://www.sba.gov/advo/research/rs293tot.pdf
State and municipal economic development agencies are increasingly designing 
policies to nurture and support home-grown businesses to achieve their growth 
objectives. This research explores the impact on established firms of new local 
entrants. it evaluates the competing views that new firms increase competi-
tion and thus hurt existing firms and, on the other hand, that new entrants 
provide positive spillover effects that benefit everyone, including existing firms. 
The author observes that in the first year of a new firm’s existence, before the 
entrant has time to contribute to positive local effects, its entry is more likely to 
hurt the financial performance of existing firms. By the third year after entry, 
however, the effect on the financial performance of existing firms is positive. in 
the short term, entrants are foes and in the long term, entrants are friends. 
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Quarterly Indicators: The Economy and Small Business 
Chad Moutray
Fourth Quarter 2006, released February 2007:
http://www.sba.gov/advo/research/sbqei0604.pdf
First Quarter 2007, released May 2007
http://www.sba.gov/advo/research/sbqei0701.pdf
Second Quarter 2007 released August 2007:
http://www.sba.gov/advo/research/sbqei0701.pdf
Third Quarter 2007, released november 2007:
http://www.sba.gov/advo/research/sbqei0703.pdf
This regular publication pulls together data from a variety of sources to high-
light quarterly economic trends relevant to small businesses.

A Real Options Model of Stepwise Entry into Self-employment
Karl J. Wennberg, Timothy Folta, and Frederic delmar; working paper 
(Babson entrepreneurship Research Conference Best paper Award winner)
released June 2007
http://www.sba.gov/advo/research/rs304tot.pdf
Many people do not enter directly into full-time self-employment, but choose 
to enter part-time. By doing so, they minimize the uncertainty related to self-
employment as they can retain their employment while testing the viability 
of the self-employment choice. For many people, part-time self-employment 
represents not only a secondary income, but also a first step into full-time self-
employment. The authors of this paper examine the path toward self-employ-
ment as one fraught with uncertainty. That is, an individual will consider the 
choice to enter into self-employment and to leave employment by others as a 
hedge against uncertainty. part-time entry into self-employment allows them 
the strategy of limiting their investment in time and money. if successful, they 
can enter self-employment on a full-time basis; if not, they have limited their 
risk, while maintaining their full-time job elsewhere.

Small Business and State Growth: An Econometric Investigation
donald Bruce, John A. deskins, Brian C. Hill, and Jonathan C. Rork; released 
February 2007
http://www.sba.gov/advo/research/rs292tot.pdf
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For several years, the U.S. Census Bureau has produced firm-size data for the 
Office of Advocacy through its Statistics of U.S. Businesses (SUSB). With 
data spanning 1988 to more recent years, researchers willing to investigate 
linkages between small firm establishment births and deaths by state now have 
a sufficient number of observations to conduct their analysis. The authors of 
this study utilize SUSB data to examine the effects of small firm establish-
ment births and deaths on state-level changes in gross state product (GSp), 
state personal income (Spi), and total state employment for the years 1988 to 
2002. They find that small firm establishment births have a larger impact than 
any other factor examined on GSp, Spi, and total state employment. in fact, 
the authors find that small firm establishment birth rates and death rates have 
equal and opposite effects on state economic growth. This is a key finding, as it 
suggests that economic growth will be faster when the net small firm establish-
ment birth rate is positive (i.e., when the birth rate exceeds the death rate). The 
authors conclude that this general finding reveals that state efforts to promote 
small business formation will be more fruitful in generating economic growth 
than virtually any other policy option in the models.

The Small Business Economy: A Report to the President for Data 
Year 2006 (2007 Edition)
Kathryn Tobias, editor, with various contributors, released december 2007
http://www.sba.gov/advo/research/sb_econ2007.pdf
in this annual publication, the Office of Advocacy reviews the economic envi-
ronment for small businesses in the year 2006, as well as the financial and 
federal procurement marketplaces. it also features chapters on minorities in 
business and veteran business ownership, a discussion of social entrepreneur-
ship, an examination of the importance of preventure planning, and a review 
of Regulatory Flexibility Act activities for fiscal year 2007.

•  Chapter 1: “The Small Business economy” by Brian Headd, with contri-
butions from Chad Moutray

•  Chapter 2: “Small Business Financing in 2006” by Victoria Williams and 
Charles Ou

•  Chapter 3: “Federal procurement from Small Firms” by Major Clark and 
Radwan Saade

•  Chapter 4: “Minorities in Business: A demographic Review of Minority 
Business Ownership” by Ying Lowrey
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•  Chapter 5: “Characteristics of Veteran Business Owners and Veteran-
Owned Businesses” by Jules Lichtenstein and Joseph Sobota

•  Chapter 6: “Social entrepreneurship and Government: A new Breed 
of entrepreneurs developing Solutions to Social problems” by Andrew 
Wolk of the Massachusetts institute of Technology and Root Cause

•  Chapter 7: “pre-venture planning” by William Gartner of Clemson 
University and Jianwen (Jon) Liao of the illinois institute of 
Technology

•  Chapter 8: “Regulatory Flexibility Act implementation, FY 2007” by 
Janis Reyes, Claudia Rodgers, and Sarah Wickham

• Appendix data Tables by Brian Headd and Victoria Williams

Small Business Growth: Searching for Stylized Facts
Brian Headd and Bruce Kirchhoff, working paper released October 2007
http://www.sba.gov/advo/research/rs311tot.pdf
The lack of data on the age of firms has hampered efforts to understand the life 
cycle of firms overall and by industry. There is a need to document the dynam-
ics of new firms and the effect of the business cycle on the growth, decline, 
and survival of firms. This paper concludes that growing firms are generally a 
constant share of the economy with a minor business cycle effect; firms with 
employment growth outnumber firms with employment decline, and fast-
growing firms in a given year tend to revert to the mean in later years. 

Small Business Profiles for the States and Territories
Victoria Williams, released October 2007
http://www.sba.gov/advo/research/profiles
The state profiles illustrate the economic condition of small businesses in the 
United States overall and in each of the 50 states, the district of Columbia, 
and the U.S. territories. each state profile contains sections on the follow-
ing topics: the number of firms, industry composition, small business income, 
banking, women’s and minority business ownership, and employment.
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The Small Business Share of GDP, 1998-2004
Kathryn Kobe, economic Consulting Services, LLC, released April 2007
http://www.sba.gov/advo/research/rs299tot.pdf
This study extends work previously sponsored by the Office of Advocacy to 
examine small businesses’ contribution to gross domestic product (Gdp). 
This report considers each component of private nonfarm Gdp and esti-
mates the proportion of it attributable to small businesses and the pro-
portion of it attributable to large businesses. Small businesses continue to 
play a vital role in the economy of the United States. during the 1998-
2004 period, small businesses produced half of private nonfarm Gdp. it 
is worth noting that while the share of Gdp attributable to small business 
has  remained relatively stable over the years, a detailed look at the indus-
try level reveals a more dynamic picture. While the small business share 
of many of the industries studied declined over the period, strong growth 
in small-business-dominated sectors helped the overall share remain at 50 
percent. The small business share of Gdp has held virtually constant from 
1998 through 2004, starting at 50.5 percent in 1998, reaching 49.9 percent 
in 2000, then rising to 50.7 percent in 2004. This represents several years of 
relative stability in the small business share since the mid-1980s.

Human Capital and employment Benefits

Educational Attainment and Other Characteristics of the Self-
employed: An Examination using Data from the Panel Study of 
Income Dynamics
Chad Moutray, working paper released december 2007
http://www.sba.gov/advo/research/rs313tot.pdf
This study examines the relationship between education and the choice to 
become an entrepreneur. in doing so, it builds on previous research linking 
entrepreneurial activity with educational attainment. Using the panel Study of 
income dynamics (pSid), this paper finds that educational attainment is an 
important determinant of self-employment. individuals with more schooling 
are more likely to start their own businesses, particularly in certain industries. 
Heads of household with post-baccalaureate experience are up to 8.3 percent 
more likely to be their own boss rather than work for someone else. Wealth 
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(as defined by home ownership or the value of one’s home) and prior military 
service also significantly increase the likelihood of self-employment.

The Relationship between Employee Turnover and Employee 
Compensation in Small Business
John B. Hope and patrick C. Mackin (SAG Corporation), released July 2007
http://www.sba.gov/advo/research/rs308tot.pdf
This study explores the relationship between employee turnover and firm size 
as it relates to compensation using the national Longitudinal Survey of Youth 
(nLSY). The purpose of this study is to examine whether employee turnover 
differences between small and large firms are the result of differences in wages 
and benefits or of some form of self-selection where employees of small busi-
nesses are simply more prone to high turnover rates than those in larger firms. 
Overall, this research finds that the employees of large establishments stay 
in their jobs longer than employees of small establishments. Offering ben-
efits improves employee retention. When a firm offers benefits, it decreases 
the probability of an employee’s leaving in a given year by 26.2 percent and 
increases the probability of staying an additional year by 13.9 percent. The 
earnings results based on the relationship between establishment size and 
earnings show that firm size has a positive impact on earnings for service and 
manufacturing occupations. These findings coincide with those of past litera-
ture showing an earnings difference based on firm size.

Self-employment in the Veteran and Service-disabled Veteran 
Population
Open Blue Solutions, released January 2007
http://www.sba.gov/advo/research/rs291tot.pdf
This study uses the Bureau of Labor Statistics’ Current population Survey (CpS) 
to examine the self-employment choices of veterans and service-disabled veterans, 
and it also examines how computer technology relates to veteran self-employment. 
This paper provides information about veteran entrepreneurship and illustrates the 
experiences of self-employed veterans in the information-based economy. Among 
its key findings, veterans with service-connected disabilities are self-employed at 
lower rates than veterans without such disabilities. Substantially all of the differ-
ence between the self-employment rates of service-disabled veterans and those 
of other veterans results from the  service-connected disabilities themselves, and 
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not from differences in demographic or other characteristics. in addition, approxi-
mately one-half to two-thirds of the difference in these self-employment rates is 
attributable to service-disabled veterans not working at all. Controlling for the 
effects of service-connected disabilities results in nearly identical rates of labor force 
participation among service-disabled veterans and those without such disabilities.

Structural Factors Affecting the Health Insurance Coverage of 
Workers at Small Firms
econometrica, inc., released March 2007
http://www.sba.gov/advo/research/rs295tot.pdf
prior research by the Office of Advocacy has shown that employees at small firms 
are less likely to have health insurance coverage than the employees of larger enti-
ties. This report analyzes state and metropolitan statistical area (MSA) variations 
in the cost of employer health care and employer-sponsored insurance (eSi) cov-
erage rates. Several important factors are investigated, including the impact of local 
market characteristics, the composition of the work force, and efficiency in deliv-
ering health care services. The goal of this research is to understand the complex 
interactions of the health care market and the cost of insurance, and their impact 
on workers at small businesses. econometrica finds that the two most important 
factors associated with being uninsured are wages and firm size. individuals who 
work for a small firm or who receive a lower wage are less likely to have health 
insurance coverage. Workers at firms of 100 to 249 employees spend the most on 
health care expenses, suggesting that the largest firms may be more likely to self-
insure and keep a closer watch on benefits and expenditures. This finding may also 
suggest that the employees of the medium-sized firms with 100 to 249 employees 
have more generous benefits. 

innovation and Technology

Entrepreneurship in the Silicon Valley during the Boom and Bust
Robert Fairlie, released March 2007
http://www.sba.gov/advo/research/rs296tot.pdf
The purpose of this study is to understand the impact of tight labor markets on 
the high-tech industry and effects on entrepreneurship in the Silicon Valley dur-
ing the boom and bust cycles. This report uses a new measure of  entrepreneurial 
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activity to study entrepreneurship from 1996 to 2005 in the Silicon Valley, the 
Kauffman index of entrepreneurial Activity (KieA). This new measure captures 
the rate of business creation at the individual owner level. economic expansion 
in the late 1990s generated many opportunities for business creation and produc-
tivity growth, mostly linked with investment in information and communication 
technologies. Regions with large concentrations of high-tech industries in San 
Francisco, San Jose, and especially the Silicon Valley area placed emphasis on the 
role of startups and entrepreneurship. This period was set apart by swiftly rising 
stock prices, lucrative stock options, venture capital deals, initial public offerings, 
and tight labor markets. Consequently, it is unclear whether this was a period of 
heightened entrepreneurship or one in which returns to working in firms discour-
aged entrepreneurship. This paper investigates the effects of tight labor markets 
on entrepreneurship activity in the Silicon Valley compared with California and 
the United States and finds that entrepreneurship rates in Silicon Valley were 
higher than in the rest of the United States during the expansion period of the 
late 1990s. 

Owner demographics

Are Male and Female Entrepreneurs Really That Different? 
erin Kepler and Scott Shane, working paper released September 2007
http://www.sba.gov/advo/research/rs309tot.pdf
previous research has shown the performance of women-owned firms lag-
ging male-owned firms on factors such as annual sales, employment growth, 
income, and venture survival. Reasons for the differences are often hypoth-
esized, but empirical tests have historically suffered from data with a limited 
number of control variables on the motivations and characteristics of the 
owners. Moreover, many of the previous studies have suffered from survivor 
bias, as they study only existing (or surviving) businesses. This study seeks to 
determine why a performance difference exists for female- and male-owned 
ventures. The authors find that when other factors are controlled for, gender 
does not affect new venture performance. However, several factors—differing 
expectations, reasons for starting a business, motivations, and opportunities 
sought and types of businesses—vary between the genders, and these result 
in differing outcomes. Such observations should be taken into account when 
comparing the outcomes of ventures across genders.
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Educational Attainment and Other Characteristics of the Self-
employed: An Examination using Data from the Panel Study of 
Income Dynamics
Chad Moutray, working paper released december 2007
http://www.sba.gov/advo/research/rs313tot.pdf
See the description of this study in the “Human Capital and employment 
Benefits” section

The Effect of Wealth and Race on Start-up Rates
Maritza Salazar (BCT partners, inc.), released July 2007
http://www.sba.gov/advo/research/rs307tot.pdf
See the description of this study in the “Banking and Financial issues” section

Income and Wealth of Veteran Business Owners, 1989–2004
George W. Haynes, released October 2007
http://www.sba.gov/advo/research/rs310tot.pdf
See the description of this study in the “Banking and Financial issues” section.

Minorities in Business: A Demographic Review of Minority 
Business Ownership
Ying Lowrey, released April 2007
http://www.sba.gov/advo/research/rs298tot.pdf
This report provides information on minorities in the work force and minority-
owned businesses. it includes statistics about the minority population, their 
labor force participation, age, education, occupation, work schedules, average 
personal and household income, business ownership, and business dynamics. 
it is an update of previous studies on minority-owned businesses and primarily 
uses data from the 2002 Survey of Business Owners (SBO), the latest available 
data from the U.S. Census Bureau. The SBO defines minority-owned busi-
nesses as entities in which minorities own 51 percent or more of the stock or 
equity. Six general demographic groups are classified in the SBO: Hispanic, 
Black, White, American indian or Alaska native, Asian, and native Hawaiian 
or other pacific islander.
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Self-employment in the Veteran and Service-Disabled Veteran 
Population
Open Blue Solutions, released January 2007
http://www.sba.gov/advo/research/rs291tot.pdf
See the description of this study in the “Human Capital and employment 
Benefits” section.

procurement

Impact of A-76 Competitive Sourcing on Small Government 
Vendors, FY 2001–FY 2006
eagle eye publishers, inc., & Jack Faucett Associates, inc., released May 2007
http://www.sba.gov/advo/research/rs302tot.pdf
According to Office of Management and Budget (OMB) Circular A-76, the 
federal government seeks to ensure that the American people receive maxi-
mum value for their tax dollars by requiring agencies to compete with private 
sector firms for the opportunity to perform public sector jobs deemed by the 
agencies themselves to be substantially commercial in nature. OMB believes 
that adding an element of competition to the performance of government work 
ultimately lowers costs and improves the delivery of services. The authors of 
this study examined the small business impacts of A-76 contracting using data 
from the Federal procurement data System–next Generation (FpdS-nG). 
The data show that between fiscal year (FY) 2001 and the third quarter of FY 
2006, $5.5 billion was spent on 3,735 A-76 contracts. Of the 795 companies 
that received these procurements, 567 companies, or 71 percent, were small. 
Small businesses won 65 percent of the total number of A-76 contracts.

Regional economic development 

Entrepreneurship in the Silicon Valley during the Boom and Bust
Robert Fairlie, released March 2007
http://www.sba.gov/advo/research/rs291tot.pdf
See the description of this study in the “innovation and Technology” section.
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Friends or Foes: The Spatial Dynamic Between Established 
Firms and Entrants
Lawrence plummer, working paper released February 2007
http://www.sba.gov/advo/research/rs293tot.pdf
See the description of this study in the “General Small Business and 
entrepreneurship” section.

Getting the Most Bang for the Buck: An Analysis of States’ 
Relative Efficiencies in Promoting the Birth of Small Firms
Whitney peake and Maria Marshall, purdue University, working paper 
(USASBe Best doctoral paper Award 2007) released January 2007
http://www.sba.gov/advo/research/rs290tot.pdf
new business starts have economic and social value to communities and are often 
a goal of state economic development efforts. States would like to foster an envi-
ronment that can nurture business births; however, analysis of the impact of their 
expenditures on business births is limited. This study evaluates the impact of vari-
ous state expenditures on business births and gives states a benchmark for compar-
ison with other states. Overall, it finds that state expenditures do affect the number 
of business births, particularly investments in human capital and roads. States with 
larger populations tended to be more efficient than states with small populations 
in supporting business births with their expenditures.

Small Business and State Growth: An Econometric Investigation
donald Bruce, John A. deskins, Brian C. Hill, and Jonathan C. Rork, released 
February 2007
http://www.sba.gov/advo/research/rs292tot.pdf
See the description of this study in the “General Small Business and 
entrepreneurship” section.
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Regulation

Evaluation of Barrier Removal Costs Associated with 2004 
Americans with Disabilities Act (ADA) Accessibility Guidelines
e.H. pechan & Associates, released november 2007
http://www.sba.gov/advo/research/rs312tot.pdf
The U.S. department of Justice (dOJ) is considering amendments to the 
requirements for businesses to remove physical barriers to accessibility under 
the Americans with disabilities Act (AdA). in 2004, the Architectural and 
Transportation Barriers Compliance Board (Access Board) developed recom-
mendations to the dOJ for revised AdA accessibility guidelines (AdAAG). 
The 2004 AdAAG made recommendations for significant changes to the 
AdAAG that were adopted in 1992. in 1992 many small business owners 
commented that the accessibility requirements were unduly burdensome, 
particularly requirements to remove “architectural barriers” whenever such 
removal is “readily achievable.” The 2004 AdAAG standards have been simi-
larly criticized by small firms for mandating marginal changes in accessibility 
after many small business owners struggled for years to come to terms with the 
1992 standards. This report examines the costs of complying with the archi-
tectural barrier removal requirements set out in the 2004 AdAAG. Separate 
costs for small firm buildings and large firm buildings are developed to exam-
ine the magnitude of small firm costs, and whether small firms are expected 
to face disproportionately higher costs than large firms. The report finds that 
small firms face substantial costs from adoption of the barrier removal require-
ments in the 2004 AdAAG, and that typical small firm buildings incur sig-
nificantly higher costs than large firm buildings on both a per-square-foot and 
per-employee basis. The difference in costs per square foot or per employee is 
based largely on the fixed-cost nature of most barrier removal projects. 

Review and Analysis of Effect of EPA’s Toxics Release Inventory 
(TRI) Phase II Burden Reduction Proposal on TRI Data Uses
e.H. pechan & Associates, released May 2007
http://www.sba.gov/advo/research/rs303tot.pdf
Section 313 of the emergency planning and Community Right to Know 
Act (epCRA) requires facilities to report on various quantities of chemical 
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releases, and the amounts of chemicals managed on and off site. The pub-
lic uses this information to estimate local health risks associated with these 
chemicals, and to develop policies to reduce these risks. The environmental 
protection Agency (epA) and other regulators use this information to develop 
regulations and to track progress in reducing toxic chemical releases. The origi-
nal regulations were adopted in 1987, and additional requirements have been 
added over the years. The reporting burden on businesses, particularly small 
businesses, has been substantial. in 1994, epA adopted a short form, Form A, 
to replace the longer Form R in an attempt to reduce the burden on small firms 
with small amounts of chemicals handled within a facility. in december 2006, 
epA adopted another reform in response to concerns that the 1994 Form A 
reform did not provide relief to enough facilities. Critics of the reform claim 
that toxics release inventory (TRi) data uses will be impaired by the 2006 
changes. e.H. pechan & Associates examined the effect of the October 2005 
proposal on TRi data uses. pechan reviewed over 2,000 comments on the 
proposed rule and identified 17 specific uses of TRi data, addressing national, 
state, and local concerns. Based on this analysis, the report found that the 
december 2006 final rule will not have significant impacts on data uses identi-
fied by commenters.

Tax 

Small Business and State Growth: An Econometric Investigation
donald Bruce, John A. deskins, Brian C. Hill, and Jonathan C. Rork; released 
February 2007
http://www.sba.gov/advo/research/rs292tot.pdf
See the description of this study in the “Regional economic development” 
section.
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Created by Congress in 1976, the Office of Advocacy of the U.S. Small Business 
Administration (SBA) is an independent voice for small business within the 
federal government. For more information on the Office of Advocacy and its 
research, visit http://www.sba.gov/advo, or call (202) 205-6533. Receive email 
notices of new Office of Advocacy information by signing up on Advocacy’s 
Listservs at http://web.sba.gov/list.

• ADVOCACY NEWSLETTER
• ADVOCACY PRESS
• ADVOCACY REGULATORY NEWS
• ADVOCACY RESEARCH
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Appendix C
The Regulatory Flexibility Act  
and Executive Order 13272
The following text of the Regulatory Flexibility Act of 1980, as amended, 
is taken from Title 5 of the United States Code, Sections 601–612. The 
Regulatory Flexibility Act was originally passed in 1980 (p.L. 96-354). The 
act was amended by the Small Business Regulatory enforcement Fairness Act 
of 1996 (p.L. 104-121).

The Regulatory Flexibility Act of 1980 as amended

Congressional Findings and Declaration of Purpose
(a) The Congress finds and declares that —

 (1) when adopting regulations to protect the health, safety and economic 
welfare of the nation, Federal agencies should seek to achieve statutory 
goals as effectively and efficiently as possible without imposing unneces-
sary burdens on the public;

 (2) laws and regulations designed for application to large scale entities 
have been applied uniformly to small businesses, small organizations, and 
small governmental jurisdictions even though the problems that gave rise 
to government action may not have been caused by those smaller entities;

 (3) uniform Federal regulatory and reporting requirements have in numer-
ous instances imposed unnecessary and disproportionately burdensome 
demands including legal, accounting and consulting costs upon small 
businesses, small organizations, and small governmental jurisdictions with 
limited resources;

 (4) the failure to recognize differences in the scale and resources of regu-
lated entities has in numerous instances adversely affected competition in 
the marketplace, discouraged innovation and restricted improvements in 
productivity;
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 (5) unnecessary regulations create entry barriers in many industries and 
discourage potential entrepreneurs from introducing beneficial products 
and processes;

 (6) the practice of treating all regulated businesses, organizations, and gov-
ernmental jurisdictions as equivalent may lead to inefficient use of regula-
tory agency resources, enforcement problems and, in some cases, to actions 
inconsistent with the legislative intent of health, safety, environmental and 
economic welfare legislation;

 (7) alternative regulatory approaches which do not conflict with the stated 
objectives of applicable statutes may be available which minimize the sig-
nificant economic impact of rules on small businesses, small organizations, 
and small governmental jurisdictions;

 (8) the process by which Federal regulations are developed and adopted 
should be reformed to require agencies to solicit the ideas and comments 
of small businesses, small organizations, and small governmental jurisdic-
tions to examine the impact of proposed and existing rules on such enti-
ties, and to review the continued need for existing rules.

(b) it is the purpose of this Act [enacting this chapter and provisions set out as 
notes under this section] to establish as a principle of regulatory issuance that 
agencies shall endeavor, consistent with the objectives of the rule and of appli-
cable statutes, to fit regulatory and informational requirements to the scale of 
the businesses, organizations, and governmental jurisdictions subject to regu-
lation. To achieve this principle, agencies are required to solicit and consider 
flexible regulatory proposals and to explain the rationale for their actions to 
assure that such proposals are given serious consideration.

Regulatory Flexibility Act

§ 601 definitions
§ 602 Regulatory agenda
§ 603 initial regulatory flexibility analysis
§ 604 Final regulatory flexibility analysis
§ 605 Avoidance of duplicative or unnecessary analyses
§ 606 effect on other law
§ 607 preparation of analyses
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§ 608 procedure for waiver or delay of completion
§ 609 procedures for gathering comments
§ 610 periodic review of rules
§ 611 Judicial review
§ 612 Reports and intervention rights

§ 601 Definitions
For purposes of this chapter —

(1) the term “agency” means an agency as defined in section 551(1) of this title;

(2) the term “rule” means any rule for which the agency publishes a general 
notice of proposed rulemaking pursuant to section 553(b) of this title, or any 
other law, including any rule of general applicability governing Federal grants 
to State and local governments for which the agency provides an opportunity 
for notice and public comment, except that the term “rule” does not include 
a rule of particular applicability relating to rates, wages, corporate or financial 
structures or reorganizations thereof, prices, facilities, appliances, services, or 
allowances therefor or to valuations, costs or accounting, or practices relating 
to such rates, wages, structures, prices, appliances, services, or allowances;

(3) the term “small business” has the same meaning as the term “small business 
concern” under section 3 of the Small Business Act, unless an agency, after 
consultation with the Office of Advocacy of the Small Business Administration 
and after opportunity for public comment, establishes one or more definitions 
of such term which are appropriate to the activities of the agency and publishes 
such definition(s) in the Federal Register;

(4) the term “small organization” means any not-for-profit enterprise which is 
independently owned and operated and is not dominant in its field, unless an 
agency establishes, after opportunity for public comment, one or more defini-
tions of such term which are appropriate to the activities of the agency and 
publishes such definition(s) in the Federal Register;

(5) the term “small governmental jurisdiction” means governments of cities, 
counties, towns, townships, villages, school districts, or special districts, with 
a population of less than fifty thousand, unless an agency establishes, after 
opportunity for public comment, one or more definitions of such term which 
are appropriate to the activities of the agency and which are based on such 



324 The Small Business Economy

factors as location in rural or sparsely populated areas or limited revenues due 
to the population of such jurisdiction, and publishes such definition(s) in the 
Federal Register;

(6) the term “small entity” shall have the same meaning as the terms “small 
business,” “small organization” and “small governmental jurisdiction” defined 
in paragraphs (3), (4) and (5) of this section; and

(7) the term “collection of information” —

 (A) means the obtaining, causing to be obtained, soliciting, or requiring 
the disclosure to third parties or the public, of facts or opinions by or for 
an agency, regardless of fxorm or format, calling for either — 

 (i) answers to identical questions posed to, or identical reporting or 
recordkeeping requirements imposed on, 10 or more persons, other 
than agencies, instrumentalities, or employees of the United States; 
or

 (ii) answers to questions posed to agencies, instrumentalities, or 
employees of the United States which are to be used for general sta-
tistical purposes; and

 (B) shall not include a collection of information described under section 
3518(c)(1) of title 44, United States Code.

(8) Recordkeeping requirement — The term “recordkeeping requirement” means 
a requirement imposed by an agency on persons to maintain specified records.

§ 602. Regulatory agenda
(a) during the months of October and April of each year, each agency shall pub-
lish in the Federal Register a regulatory flexibility agenda which shall contain —

 (1) a brief description of the subject area of any rule which the agency 
expects to propose or promulgate which is likely to have a significant eco-
nomic impact on a substantial number of small entities;

 (2) a summary of the nature of any such rule under consideration for each 
subject area listed in the agenda pursuant to paragraph (1), the objectives 
and legal basis for the issuance of the rule, and an approximate schedule 
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for completing action on any rule for which the agency has issued a general 
notice of proposed rulemaking, and

 (3) the name and telephone number of an agency official knowledgeable 
concerning the items listed in paragraph (1).

(b) each regulatory flexibility agenda shall be transmitted to the Chief Counsel 
for Advocacy of the Small Business Administration for comment, if any.

(c) each agency shall endeavor to provide notice of each regulatory flexibility 
agenda to small entities or their representatives through direct notification or 
publication of the agenda in publications likely to be obtained by such small 
entities and shall invite comments upon each subject area on the agenda.

(d) nothing in this section precludes an agency from considering or acting on 
any matter not included in a regulatory flexibility agenda, or requires an agency 
to consider or act on any matter listed in such agenda.

§ 603. Initial regulatory flexibility analysis
(a) Whenever an agency is required by section 553 of this title, or any other 
law, to publish general notice of proposed rulemaking for any proposed rule, 
or publishes a notice of proposed rulemaking for an interpretative rule involv-
ing the internal revenue laws of the United States, the agency shall prepare 
and make available for public comment an initial regulatory flexibility analysis. 
Such analysis shall describe the impact of the proposed rule on small entities. 
The initial regulatory flexibility analysis or a summary shall be published in 
the Federal Register at the time of the publication of general notice of pro-
posed rulemaking for the rule. The agency shall transmit a copy of the initial 
regulatory flexibility analysis to the Chief Counsel for Advocacy of the Small 
Business Administration. in the case of an interpretative rule involving the 
internal revenue laws of the United States, this chapter applies to interpretative 
rules published in the Federal Register for codification in the Code of Federal 
Regulations, but only to the extent that such interpretative rules impose on 
small entities a collection of information requirement.

(b) each initial regulatory flexibility analysis required under this section 
shall contain —
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 (1) a description of the reasons why action by the agency is being 
considered;

 (2) a succinct statement of the objectives of, and legal basis for, the 
proposed rule;

 (3) a description of and, where feasible, an estimate of the number of small 
entities to which the proposed rule will apply;

 (4) a description of the projected reporting, recordkeeping and other compli-
ance requirements of the proposed rule, including an estimate of the classes of 
small entities which will be subject to the requirement and the type of profes-
sional skills necessary for preparation of the report or record;

 (5) an identification, to the extent practicable, of all relevant Federal rules 
which may duplicate, overlap or conflict with the proposed rule.

(c) each initial regulatory flexibility analysis shall also contain a description of 
any significant alternatives to the proposed rule which accomplish the stated 
objectives of applicable statutes and which minimize any significant economic 
impact of the proposed rule on small entities. Consistent with the stated objec-
tives of applicable statutes, the analysis shall discuss significant alternatives 
such as —

 (1) the establishment of differing compliance or reporting requirements or 
timetables that take into account the resources available to small entities;

 (2) the clarification, consolidation, or simplification of compliance and 
reporting requirements under the rule for such small entities;

(3) the use of performance rather than design standards; and

 (4) an exemption from coverage of the rule, or any part thereof, for such 
small entities.

§ 604. Final regulatory flexibility analysis
(a) When an agency promulgates a final rule under section 553 of this title, 
after being required by that section or any other law to publish a general notice 
of proposed rulemaking, or promulgates a final interpretative rule involving 
the internal revenue laws of the United States as described in section 603(a), 
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the agency shall prepare a final regulatory flexibility analysis. each final regula-
tory flexibility analysis shall contain —

 (1) a succinct statement of the need for, and objectives of, the rule;

 (2) a summary of the significant issues raised by the public comments 
in response to the initial regulatory flexibility analysis, a summary of the 
assessment of the agency of such issues, and a statement of any changes 
made in the proposed rule as a result of such comments;

 (3) a description of and an estimate of the number of small entities to 
which the rule will apply or an explanation of why no such estimate is 
available;

 (4) a description of the projected reporting, recordkeeping and other com-
pliance requirements of the rule, including an estimate of the classes of 
small entities which will be subject to the requirement and the type of 
professional skills necessary for preparation of the report or record; and

 (5) a description of the steps the agency has taken to minimize the signifi-
cant economic impact on small entities consistent with the stated objec-
tives of applicable statutes, including a statement of the factual, policy, and 
legal reasons for selecting the alternative adopted in the final rule and why 
each one of the other significant alternatives to the rule considered by the 
agency which affect the impact on small entities was rejected.

(b) The agency shall make copies of the final regulatory flexibility analysis 
available to members of the public and shall publish in the Federal Register 
such analysis or a summary thereof.

§ 605. Avoidance of duplicative or unnecessary analyses
(a) Any Federal agency may perform the analyses required by sections 602, 
603, and 604 of this title in conjunction with or as a part of any other agenda 
or analysis required by any other law if such other analysis satisfies the provi-
sions of such sections.

(b) Sections 603 and 604 of this title shall not apply to any proposed or final 
rule if the head of the agency certifies that the rule will not, if promulgated, 
have a significant economic impact on a substantial number of small entities. 
if the head of the agency makes a certification under the preceding sentence, 
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the agency shall publish such certification in the Federal Register at the time of 
publication of general notice of proposed rulemaking for the rule or at the time 
of publication of the final rule, along with a statement providing the factual basis 
for such certification. The agency shall provide such certification and statement 
to the Chief Counsel for Advocacy of the Small Business Administration.

(c) in order to avoid duplicative action, an agency may consider a series of 
closely related rules as one rule for the purposes of sections 602, 603, 604 and 
610 of this title.

§ 606. Effect on other law
The requirements of sections 603 and 604 of this title do not alter in any man-
ner standards otherwise applicable by law to agency action.

§ 607. Preparation of analyses
in complying with the provisions of sections 603 and 604 of this title, an agency 
may provide either a quantifiable or numerical description of the effects of a 
proposed rule or alternatives to the proposed rule, or more general descriptive 
statements if quantification is not practicable or reliable.

§ 608. Procedure for waiver or delay of completion
(a) An agency head may waive or delay the completion of some or all of the 
requirements of section 603 of this title by publishing in the Federal Register, 
not later than the date of publication of the final rule, a written finding, with 
reasons therefor, that the final rule is being promulgated in response to an 
emergency that makes compliance or timely compliance with the provisions of 
section 603 of this title impracticable.

(b) except as provided in section 605(b), an agency head may not waive the 
requirements of section 604 of this title. An agency head may delay the comple-
tion of the requirements of section 604 of this title for a period of not more than 
one hundred and eighty days after the date of publication in the Federal Register 
of a final rule by publishing in the Federal Register, not later than such date of 
publication, a written finding, with reasons therefor, that the final rule is being 
promulgated in response to an emergency that makes timely compliance with the 
provisions of section 604 of this title impracticable. if the agency has not prepared 
a final regulatory analysis pursuant to section 604 of this title within one hundred 
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and eighty days from the date of publication of the final rule, such rule shall lapse 
and have no effect. Such rule shall not be repromulgated until a final regulatory 
flexibility analysis has been completed by the agency.

§ 609. Procedures for gathering comments
(a) When any rule is promulgated which will have a significant economic 
impact on a substantial number of small entities, the head of the agency pro-
mulgating the rule or the official of the agency with statutory responsibility for 
the promulgation of the rule shall assure that small entities have been given an 
opportunity to participate in the rulemaking for the rule through the reason-
able use of techniques such as—

 (1) the inclusion in an advanced notice of proposed rulemaking, if issued, 
of a statement that the proposed rule may have a significant economic 
effect on a substantial number of small entities;

 (2) the publication of general notice of proposed rulemaking in publica-
tions likely to be obtained by small entities;

(3) the direct notification of interested small entities;

 (4) the conduct of open conferences or public hearings concerning the 
rule for small entities including soliciting and receiving comments over 
computer networks; and

 (5) the adoption or modification of agency procedural rules to reduce the 
cost or complexity of participation in the rulemaking by small entities.

(b) prior to publication of an initial regulatory flexibility analysis which a cov-
ered agency is required to conduct by this chapter—

 (1) a covered agency shall notify the Chief Counsel for Advocacy of the 
Small Business Administration and provide the Chief Counsel with infor-
mation on the potential impacts of the proposed rule on small entities and 
the type of small entities that might be affected;

 (2) not later than 15 days after the date of receipt of the materials 
described in paragraph (1), the Chief Counsel shall identify individu-
als representative of affected small entities for the purpose of obtaining 
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advice and recommendations from those individuals about the potential 
impacts of the proposed rule;

 (3) the agency shall convene a review panel for such rule consisting wholly 
of full time Federal employees of the office within the agency respon-
sible for carrying out the proposed rule, the Office of information and 
Regulatory Affairs within the Office of Management and Budget, and the 
Chief Counsel;

 (4) the panel shall review any material the agency has prepared in connec-
tion with this chapter, including any draft proposed rule, collect advice and 
recommendations of each individual small entity representative identified 
by the agency after consultation with the Chief Counsel, on issues related 
to subsections 603(b), paragraphs (3), (4) and (5) and 603(c);

 (5) not later than 60 days after the date a covered agency convenes a review 
panel pursuant to paragraph (3), the review panel shall report on the com-
ments of the small entity representatives and its findings as to issues related 
to subsections 603(b), paragraphs (3), (4) and (5) and 603(c), provided that 
such report shall be made public as part of the rulemaking record; and

 (6) where appropriate, the agency shall modify the proposed rule, the 
initial regulatory flexibility analysis or the decision on whether an initial 
regulatory flexibility analysis is required.

(c) An agency may in its discretion apply subsection (b) to rules that the agency 
intends to certify under subsection 605(b), but the agency believes may have a 
greater than de minimis impact on a substantial number of small entities.

(d) For purposes of this section, the term “covered agency” means the 
environmental protection Agency and the Occupational Safety and Health 
Administration of the department of Labor.

(e) The Chief Counsel for Advocacy, in consultation with the individuals 
identified in subsection (b)(2), and with the Administrator of the Office of 
information and Regulatory Affairs within the Office of Management and 
Budget, may waive the requirements of subsections (b)(3), (b)(4), and (b)(5) 
by including in the rulemaking record a written finding, with reasons therefor, 
that those requirements would not advance the effective participation of small 
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entities in the rulemaking process. For purposes of this subsection, the factors 
to be considered in making such a finding are as follows:

 (1) in developing a proposed rule, the extent to which the covered agency con-
sulted with individuals representative of affected small entities with respect to 
the potential impacts of the rule and took such concerns into consideration.

 (2) Special circumstances requiring prompt issuance of the rule.

 (3) Whether the requirements of subsection (b) would provide the indi-
viduals identified in subsection (b)(2) with a competitive advantage rela-
tive to other small entities.

§ 610. Periodic review of rules
(a) Within one hundred and eighty days after the effective date of this chap-
ter, each agency shall publish in the Federal Register a plan for the periodic 
review of the rules issued by the agency which have or will have a significant 
economic impact upon a substantial number of small entities. Such plan may 
be amended by the agency at any time by publishing the revision in the Federal 
Register. The purpose of the review shall be to determine whether such rules 
should be continued without change, or should be amended or rescinded, con-
sistent with the stated objectives of applicable statutes, to minimize any sig-
nificant economic impact of the rules upon a substantial number of such small 
entities. The plan shall provide for the review of all such agency rules existing 
on the effective date of this chapter within ten years of that date and for the 
review of such rules adopted after the effective date of this chapter within ten 
years of the publication of such rules as the final rule. if the head of the agency 
determines that completion of the review of existing rules is not feasible by 
the established date, he shall so certify in a statement published in the Federal 
Register and may extend the completion date by one year at a time for a total 
of not more than five years.

(b) in reviewing rules to minimize any significant economic impact of the 
rule on a substantial number of small entities in a manner consistent with 
the stated objectives of applicable statutes, the agency shall consider the 
following factors—

(1) the continued need for the rule;
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(2)  the nature of complaints or comments received concerning the rule 
from the public;

(3) the complexity of the rule;

(4)  the extent to which the rule overlaps, duplicates or conflicts with other Federal 
rules, and, to the extent feasible, with State and local governmental rules; and

(5)  the length of time since the rule has been evaluated or the degree to 
which technology, economic conditions, or other factors have changed 
in the area affected by the rule.

(c) each year, each agency shall publish in the Federal Register a list of the 
rules which have a significant economic impact on a substantial number of 
small entities, which are to be reviewed pursuant to this section during the 
succeeding twelve months. The list shall include a brief description of each rule 
and the need for and legal basis of such rule and shall invite public comment 
upon the rule.

§ 611. Judicial review
(a)  (1) For any rule subject to this chapter, a small entity that is adversely 

affected or aggrieved by final agency action is entitled to judicial review 
of agency compliance with the requirements of sections 601, 604, 605(b), 
608(b), and 610 in accordance with chapter 7. Agency compliance with 
sections 607 and 609(a) shall be judicially reviewable in connection with 
judicial review of section 604.

 (2) each court having jurisdiction to review such rule for compliance with 
section 553, or under any other provision of law, shall have jurisdiction to 
review any claims of noncompliance with sections 601, 604, 605(b), 608(b), 
and 610 in accordance with chapter 7. Agency compliance with sections 607 
and 609(a) shall be judicially reviewable in connection with judicial review of 
section 604.

(3)  (A) A small entity may seek such review during the period beginning on 
the date of final agency action and ending one year later, except that where 
a provision of law requires that an action challenging a final agency action 
be commenced before the expiration of one year, such lesser period shall 
apply to an action for judicial review under this section.
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 (B) in the case where an agency delays the issuance of a final regulatory 
flexibility analysis pursuant to section 608(b) of this chapter, an action 
for judicial review under this section shall be filed not later than—

 (i) one year after the date the analysis is made available to the 
public, or

 (ii) where a provision of law requires that an action challenging a 
final agency regulation be commenced before the expiration of the 
1-year period, the number of days specified in such provision of law 
that is after the date the analysis is made available to the public.

 (4) in granting any relief in an action under this section, the court shall 
order the agency to take corrective action consistent with this chapter and 
chapter 7, including, but not limited to —

(A) remanding the rule to the agency, and

 (B) deferring the enforcement of the rule against small entities unless the 
court finds that continued enforcement of the rule is in the public interest.

 (5) nothing in this subsection shall be construed to limit the authority of 
any court to stay the effective date of any rule or provision thereof under 
any other provision of law or to grant any other relief in addition to the 
requirements of this section.

(b) in an action for the judicial review of a rule, the regulatory flexibility 
analysis for such rule, including an analysis prepared or corrected pursuant to 
paragraph (a)(4), shall constitute part of the entire record of agency action in 
connection with such review.

(c) Compliance or noncompliance by an agency with the provisions of this 
chapter shall be subject to judicial review only in accordance with this section.

(d) nothing in this section bars judicial review of any other impact statement 
or similar analysis required by any other law if judicial review of such statement 
or analysis is otherwise permitted by law.

§ 612. Reports and intervention rights
(a) The Chief Counsel for Advocacy of the Small Business Administration 
shall monitor agency compliance with this chapter and shall report at least 
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annually thereon to the president and to the Committees on the Judiciary and 
Small Business of the Senate and House of Representatives.

(b) The Chief Counsel for Advocacy of the Small Business Administration is 
authorized to appear as amicus curiae in any action brought in a court of the 
United States to review a rule. in any such action, the Chief Counsel is autho-
rized to present his or her views with respect to compliance with this chapter, 
the adequacy of the rulemaking record with respect to small entities and the 
effect of the rule on small entities.

(c) A court of the United States shall grant the application of the Chief 
Counsel for Advocacy of the Small Business Administration to appear in any 
such action for the purposes described in subsection (b).
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 of workers, 112, 113 (table)
 of workers in training, 132,  

 133 (table)
Maryland, see State data
Massachusetts
 exporting in, 77, 81 (table), 83 (table)
 see also State data
Men
 and entrepreneurial activity, 20
 number of male employees, 298 (table)
 and training, 132, 133 (table)
 see also Gender
Merit Systems Protection Board
 procurement by, 52 (table)
Metal products
 exporting gains in, 68
Metropolitan statistical areas
 exporting by, 79, 84 (table)
Mexico
 firm creation activity in, 218
 and free trade, 95, 96, 97 (table)
 as importer of U.S. goods, 103
Miami MSA
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 exporting by, 84 (table)
Michigan
 business taxes in, 157
 unemployment rate in, 21
 see also State data
Middle east
 trade with, 71 (table)
Midwest
 entrepreneurial activity in, 21
Millennium Challenge Corporation
 procurement by, 52 (table)
Mining
 businesses by firm size in, 284 (table)
 employment in, 16 (table), 17 (table)
 exports in, 80 (table)
 startups in, 195 (table)
 worker training in, 135 (table)
Minnesota
 unemployment rate in, 21
 see also State data 
Minorities
 and small business, 19
 workers, 112, 113 (table), 114
 see also ethnicity, Race
Minority-owned businesses
 federal procurement from, 61,  

 62 (table), 63 (table)
 see also ethnicity, Race
Mississippi
 exporting in, 77, 81 (table), 83 (table)
 unemployment rate in, 21
 see also State data 
Missouri, see State data
Montana, GDP growth in, 21
 see also State data 
Morocco
 and free trade, 95, 96, 97 (table)
Mortgages, 18

nAFTA, 95, 96
namibia

 and free trade, 96
nascent enterprises, see Startups
nascent entrepreneurs, 171, 176, 179
 aspirations of, 191
 characteristics of, 180, 184, 185, 192
 education of, 183, 184 (figure), 185,  

 188, 189 (table)
 experience of, 190 (table)
 gender of, 180, 181 (figure),  

 182 (figure), 183 (figure),  
 184 (figure), 185, 186 (table),  
 187 (table), 189 (table),  
 190 (table), 191 (table),  
 192 (table)

 immigrant status of, 188 (table)
 income of, 182, 183 (figure), 185,  

 188, 189 (table)
 marital status of, 187 (table)
 motivations of, 191 (table),  

 192 (figure)
 see also Business creation, Startups
nASDAQ, 272 (table)
national Academy of Sciences
 business dynamics study, 171, 232,  

 233 (figure)
national Aeronautics and Space  

 Administration
 procurement by, 51 (table), 52 (table),  

 57 (table)
 SBIR awards by, 59
national Archives and Records  

 Administration
 procurement by, 52 (table)
national Association for the  

 Self-employed, 262
national Association of Manufacturers, 102
national Capital Planning Commission
 procurement by, 52 (table)
national Commission on Libraries and  

 Information Science
 procurement by, 52 (table)
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national endowment for the Arts
 procurement by, 52 (table) 
national endowment for the Humanities
 procurement by, 52 (table) 
national Federation of Independent 

Business, 11, 12 (table), 20, 262
national Gallery of Art
 procurement by, 52 (table) 
national Labor Relations Board
 procurement by, 52 (table)
national Mediation Board
 procurement by, 52 (table)
national Science Foundation
 procurement by, 52 (table)
 SBIR awards by, 59
national Transportation Safety Board
 procurement by, 52 (table)
native Americans
 number of business owners,  

 296 (table)
 number of employees, 298 (table)
native-born 
 business owners, 296 (table), 
 employees, 298 (table)
nebraska
 unemployment rate in, 20
 see also State data 
netherlands
 entrepreneurial studies in, 237
 firm creation activity in, 218
networks and innovation, 94
neubig, Thomas, 156, 158
nevada
 unemployment rate in, 21
 see also State data
new business
 PSeD definition of, 177
 see also Business creation
new employer firms
 as measure of business activity, 174
 see also employers

new entrepreneurs, see nascent 
entrepreneurs

new Hampshire, see State data
new Jersey
 unemployment rate in, 21
 see also State data
new Mexico
 unemployment rate in, 21
 see also State data
new York
 GDP growth in, 21
 see also State data
new York City MSA
 exporting by, 84 (table)
nicaragua
 and free trade, 95, 96, 97 (table)
nonemployers
 by firm size, 278 (table)
 number of, 270 (table)
 by state, 274 (table)
 see also employers
north Carolina, see State data 
north Dakota
 GDP growth in, 21
 see also State data 
norway
 entrepreneurial studies in, 237
 firm creation activity in, 218
nuclear Regulatory Commission
 procurement by, 52 (table), 57 (table)

Occupational Safety and Health  
 Administration

 RFA comment letter to, 249 (table)
 SBReFA provisions about, 243
Occupational Safety and Health Review  

 Commission
 procurement by, 52 (table) 
Office of Federal Inspector for Alaska  

 natural Gas Transportation System
 procurement by, 52 (table) 
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Office of Federal Procurement Policy, 48
Office of Government ethics
 procurement by, 52 (table) 
Ohio
 business taxes in, 157
 see also State data 
Oil prices, 8, 10 (figure), 87, 88 (figure)
Oklahoma
 GDP growth in, 21
 see also State data
Oman
 and free trade, 95
One-stop career centers, 122
On-the-job training, 128, 129 (table),  

 139 (figure)
Optimism of consumers, 11, 12 (table)
Oregon
 exporting in, 77, 81 (table), 83 (table)
 GDP growth in, 21
 see also State data
Output, 15 (table), 272 (table)

Pacific region
 trade with, 68, 71 (table)
Palmetto Consulting, 101
Panama
 and free trade, 95
Panel Study of entrepreneurial Dynamics,  

 165, 167, 172
 conceptual model of, 176, 177 (figure)
 future applications, 224
 research implications of, 220
 research procedure, 178, 178 (table),  

 234, 236 (table)
Partnerships
 as exporters, 77, 78 (table)
 as startups, 196 (table)
 and tax policy, 149
Part-time workers, 114, 115 (table)
 as nascent entrepreneurs, 185
 and training, 134 (table)

Patent and Trademark Office
 regulatory cost savings by,  

 251 (table), 261 (table)
Patents, 47
Paulson, Treasury Secretary Henry, 86
Payroll by firm size, 278 (table)
Peace Corps
 procurement by, 52 (table)
Pennsylvania, see State data
Pension tax credits, 150
Personal Responsibility and Work 

Opportunity Reconciliation Act, 122
Personnel Management, Office of
 procurement by, 52 (table), 57 (table)
Peru
 and free trade, 95
Philippines
 firm creation activity in, 219
Phillips, Andrew, 158
Pipeline and Hazardous Materials  

 Safety Administration
 regulatory cost savings by, 251 (table),  

 261 (table)
Prime rates, 272 (table)
Private industry councils, 122
Procurement, 47-65
 8(a) program, 61, 62 (table), 63 (table),  

 65 (table)
 from HUBZone businesses, 61,  

 62 (table), 63 (table)
 from minority-owned businesses, 61,  

 62 (table), 63 (table)
 from small firms, 47-65
 from veteran-owned businesses, 61,  

 62 (table), 63 (table)
 from women-owned businesses, 61,  

 62 (table), 63 (table)
Producer price index, 12 (table), 272 (table)
Productivity, 87, 272 (table)
 and new firm creation, 170
 and training, 107
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Professional, scientific, and 
  technical services

 businesses by firm size in, 284 (table)
 exports in, 77, 80 (table)
 startups in, 195 (table)
Profits, corporate, 272 (table)
Property tax, 153
Proprietorships 
 as exporters, 77, 78 (table)
 income of, 15 (table) 272 (table)
 as startups, 196 (table)
 and tax policy, 149
Public administration startups, 195 (table)
Puerto Rico
 regulatory flexibility success story, 263

Quality
 measurement standards, 90
 role in competitiveness, 88

Race
 of workers, 113 (table)
 of workers in training, 132, 133 (table)
 see also African Americans, ethnicity,  

 Hispanic Americans, Minorities,  
 White Americans 

Railroad Retirement Board
 procurement by, 52 (table)
Real estate
 businesses by firm size in, 284 (table)
 startups in, 195 (table)
Receipts
 by firm size, 278 (table)
 of exporting firms, 78 (table)
Regulation
 and exporting, 103
 as small business issue, 20
Regulatory Flexibility Act of 1980, 241
 2007 report, 241-268
 comment letters, 248 (figure),  

 249 (table)

 cost savings, 241, 251 (table),  
 261 (table)

 and economic data, 247 
 effectiveness measures, 247
 provisions of, 242
 section 610 review, 245
 text of, 321
 training in, 248
Regulatory Review and Reform initiative, 245
Research and development, 90
 and startup businesses, 198
Research sponsored by Office  

 of Advocacy, 303
Retail trade
 businesses by firm size in, 284 (table)
 employment in, 16 (table), 17 (table)
 exports in, 77, 80 (table)
 sales in, 272 (table)
 startups in, 194, 195 (table)
 worker training in, 135 (table)
Rhode Island, see State data
Rural areas
 number of business owners in,  

 296 (table)
 number of employees in, 298 (table)

S&P composite, 272 (table)
Sales, 272 (table)
Sales tax, 148
San Jose MSA
 exporting by, 84 (table)
SBA Procurement Scorecard, 48
Scheirer, William, 93
Schilling, Melissa, 94
SCORe, 99
Seattle MSA
 exporting by, 84 (table)
Securities and exchange Commission
 procurement by, 52 (table), 57 (table)
 regulatory cost savings by, 251 (table),  

 261 (table)
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 RFA comment letter to, 249 (table)
Selective Service System
 procurement by, 52 (table)
Self-employment, 7, 12 (table), 14, 19,  

 270 (table)
 demographics of, 296 (table)
 as measure of labor force activity, 173
 by state, 274 (table)
Self-employment Assistance Program, 123
Senior Loan Officer Opinion Survey, 36
Services
 businesses by firm size in, 284 (table)
 employment in, 14, 16 (table), 17 (table)
 and entrepreneurial activity, 20
 exports in, 77, 80 (table)
 international trade in, 70, 72 (table)
 job growth in, 111
 training of workers in, 132, 134 (table),  

 135 (table)
Shane, Scott, 94
Singapore
 and free trade, 95, 97 (table)
Size 
 of exporting firms, 77, 78 (table)
 of small businesses, 48
Small Business & entrepreneurship  

 Council, 262
Small Business Administration, U.S.
 export assistance from, 99
Office of Government Contracting, 47
 procurement by, 52 (table)
 recertification regulation, 48
 and TPCC, 99
 see also Advocacy, U.S. Small 

Business Administration Office of
Small business development centers, 99
Small Business Economy, The
 contents of previous editions, 337 
Small Business Innovation Research, 47, 

59, 60 (table)

Small Business Regulatory enforcement 
Fairness Act, 242

Small Business Technology Transfer, 47
Small businesses
 amount of training provided by, 124,  

 125 (table), 126 (table), 127 (figure)
 and international trade, 67-106
 lending to, 35, 37, 38 (table), 40 (table)
 procurement from, 49, 50 (table)
 and training, 107-146
 and training costs, 136, 136 (table),  

 137 (figure), 138 (table), 139 (figure)
 see also Business
Small disadvantaged businesses
 federal procurement from, 61,  

 62 (table), 63 (table), 64 (table)
Smithsonian Institution
 procurement by, 52 (table), 57 (table)
Social assistance
 businesses by firm size in, 284 (table)
 exports in, 80 (table)
Social Security Administration
 procurement by, 52 (table), 57 (table)
South
 entrepreneurial activity in, 21
South African Customs Union, 96
South Carolina, see State data
South Dakota
 unemployment rate in, 20
 see also State data
South Korea
 and free trade, 95
Spain
 firm creation activity in, 218
Special Rail Reorganization Court
 procurement by, 52 (table)
Startups
 activities to create, 204 (table),  

 205 (table)
 characteristics of (summary), 199
 customers of, 197 (table)
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 family ownership of, 199
 growth expectations of, 198 (table)
 by industry, 194, 195 (table) 
 investment in, 205 (table), 213,  

 214 (table), 215 (figure)
 legal form of, 196 (table)
 location of, 196 (table)
 market impact (expected) of, 197 (table)
 outcomes, 206, 207 (table), 209 (figure)
 process to create, 202
 profile of, 194
 size expectations of, 198 (table)
 success characteristics, 210
 team characteristics, 199, 200 (table)
 technological emphasis of, 197 (table)
 see also Business creation, Business  

 formation, Business starts,  
 nascent

 entrepreneurs
State, U.S. Department of
 procurement by, 52 (table), 57 (table)
 regulatory cost savings by, 251 (table),  

 261 (table)
State and local tax policy, 147, 153
 and aging of population, 161
 apportionment formulas, 156
 combined reporting requirements, 156
 and corporations, 154
 decoupling from federal provisions, 157
 and health care inflation, 153
 individual income tax, 160
 property tax, 153, 160
 sales tax, 158
 see also Tax policy
State data
 business turnover, 276 (table)
 employers and employment, 281 (table)
 employers and nonemployers by size,  

 274 (table)
 exporting, 81 (table), 83 (table)
 GDP, 22 (table)

 macroeconomic indicators, 22 (table)
 number of businesses, 274 (table)
 per capita income, 22 (table)
 regulatory flexibility provisions, 262,  

 263, 266 (table), 267 (figure)
 self-employment, 274 (table)
 training provided, 123
 unemployment rates, 22 (table)
State governments
 borrowing by, 31, 33 (table)
State Justice Institute
 procurement by, 52 (table)
Streamlined Sales Tax Project, 158
Suburbs
 number of business owners in,  

 296 (table)
 number of employees in, 298 (table)
Success
 in creating businesses, 166, 210
Survey of Income and Program 

Participation, 112, 117, 142
Swaziland
 and free trade, 96
Sweden
 entrepreneurial studies in, 237
 firm creation activity in, 218
Switzerland
 firm creation activity in, 218

Tax Court, U.S.
 procurement by, 52 (table)
Tax policy, 147-164
 and aging of population, 161
 alternative minimum tax, 147, 149,  

 151, 152
 apportionment formulas, 156
 capital gains taxes, 149
 carried interest, 150
 combined reporting requirements, 156
 corporate taxes, 151, 154
 decoupling from federal provisions, 157
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 determination of nexus, 147, 155
 estate taxes, 152
 expensing, 152
 future trends, 161
 green taxation, 162
 and health care cost inflation, 153
 health insurance deductibility, 150
 income taxes, 149
 and Internet sales, 159
 pension startup credit, 150
 property tax, 153, 160
 rates, 149
 as small business issue, 20
 technology for, 162
 see also State and local tax policy
Tax Policy Center, 151
Tax rebates, 18
Tax returns
 number of, 270 (table)
Tennessee
 entrepreneurial activity in, 21
 see also State data
Terminations
 number of, 271 (table)
 by state, 276 (table)
Texas
 business taxes in, 157
 exporting in, 77, 81 (table), 83 (table)
 GDP growth in, 21
 see also State data
Textiles
 exporting gains in, 68
Thailand
 and free trade, 96
 firm creation activity in, 219
Thermacore, 59
Time Domain Corporation, 59
Total entrepreneurial activity index, 217
Trade, see exporting, International trade
Trade and Development Agency, U.S.
 procurement by, 52 (table)

Trade deficit, 11
Trade Promotion Coordinating 

Committee, 96
Training in small businesses, 107-146
 amount of, 145 (table), 146 (table)
 amount provided by small businesses,  

 124, 125 (table)
 in basic skills, 118, 119 (table)
 characteristics of, 110, 116
 costs of, 135, 136 (table), 137 (figure),  

 138 (table), 139 (figure)
 federal government role in, 121
 formal vs. informal, 119
 general vs. specific, 118
 to improve job skills, 124, 125 (table),  

 138, 139 (table), 140 (table),  
 145 (table), 146 (table)

 intensity of, 127, 128 (table)
 for job search, 124, 125 (table), 138,  

 139 (table), 140 (table),  
 145 (table), 146 (table)

 measurement of, 117
 on or off the job, 128, 129 (table),  

 130 (figure)
 purposes of, 144 (table)
 sources of, 130, 131 (table),  

 131 (figure)
 in specific skills, 119 (table)
 state role in, 123
 trends by firm size, 125, 126 (table),  

 127 (figure)
 types, 117
 and worker characteristics, 132
Transportation, U.S. Department of
 procurement by, 52 (table), 57 (table)
 SBIR awards by, 59
Transportation and warehousing
 businesses by firm size in, 284 (table)
 exports in, 77, 80 (table)
 startups in, 195 (table)
 worker training in, 135 (table)
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Treasury bond yields, 272 (table)
Treasury securities, 28
Treasury, U.S. Department of
 procurement by, 52 (table), 57 (table)
Turnover by type of business change, 286  

 (table), 288 (table), 292 (table)

Unemployment, 12 (table), 14, 272 (table)
Unemployment insurance filings, 174
Unemployment Insurance Trust Fund, 123
Unions
 and small firm workers, 114, 115 (table)
 and workers in training, 134 (table)
United Arab emirates
 and free trade, 96
United Kingdom
 currency exchange rates, 86, 86 (figure)
 entrepreneurial studies in, 237
 firm creation activity in, 218,  

 219 (figure)
 as importer of U.S. goods, 103
University of Michigan consumer  

 sentiment survey, 11, 12 (table)
Unskilled workers
 small business employment of,  

 108, 111
U.S., see next word in name
Utah
 employment growth in, 21
 exporting in, 77, 81 (table), 83 (table)
 GDP growth in, 21
 unemployment rate in, 20
 see also State data
Utilities
 businesses by firm size in, 284 (table)
 exports in, 80 (table)
 startups in, 195 (table)

Venture capital, 27l, 44, 45 (table)
Vermont
 unemployment rate in, 21

 see also State data
Veteran-owned businesses
 federal procurement from, 61,  

 62 (table), 63 (table)
Veterans
 number of business owners, 296 (table)
 number of employees, 298 (table)
 workers, 113 (table)
 workers in training, 132, 133 (table)
Veterans Affairs, U. S. Department of
 procurement by, 49, 51 (table),  

 52 (table), 57 (table)
Vietnam
 firm creation activity in, 219
Virgin Islands, see State data
Virginia
 unemployment rate in, 20
 see also State data

Wages and salaries
 growth in, 14, 15 (table)
 growth by firm size, 110
 index of, 272 (table)
 of small firm workers, 114, 115 (table)
 of workers in training, 132, 134 (table)
Washington
 exporting in, 77, 81 (table), 83 (table)
 GDP growth in, 21
 see also State data
Wealth of nascent entrepreneurs, 182,  

 183 (figure), 185
Welfare recipients
 training provided to, 121
West
 entrepreneurial activity in, 21
West Virginia
 exporting in, 77, 81 (table), 83 (table)
 see also State data
White Americans
 as nascent entrepreneurs, 180,  

 182 (figure), 185, 186 (table)
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 number of business owners,  
 296 (table)

 number of employees, 298 (table)
 and training, 132, 133 (table)
 as workers, 112, 113 (table)
Wholesale trade
 businesses by firm size in, 284 (table)
 employment in, 14, 16 (table),  

 17 (table)
 exports in, 72, 73 (table), 74 (table),  

 76 (figure), 77, 80 (table)
 sales in, 272 (table)
 startups in, 195 (table)
 worker training in, 135 (table)
Wisconsin, see State data
Women 
 as nascent entrepreneurs, 180,  

 181 (figure), 182 (figure),  
 183 (figure), 184 (figure),  
 185, 186 (table), 187 (table),  
 189 (table), 190 (table),  
 191 (table), 192 (table)

 number of business owners, number  
 of, 296 (table)

 number of employees, 298 (table)
 and small business, 19
 and worker training, 132, 133 (table)
 as workers, 113 (table), 114
Women-owned businesses
 federal procurement from, 61,  

 62 (table), 63 (table)
Women’s business centers, 99
Workers
 characteristics of, 112, 113 (table),  

 115 (table)
 see also employees
Workforce Investment Act, 122
World economic Forum, 91
World Trade Organization, 96

Wyoming
 unemployment rate in, 20
 see also State data




