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t is well known that the U.S. population is rapidly diversifying. Ethnic groups now

constitute majorities in four states (California, Hawaii, New Mexico, and Texas) and

the District of Columbia. Within twenty years, this will be the case in nine states,

including the electoral battleground, Florida."! Major shifts in the composition of U.S.
business ownership flow from these demographic changes, with a dramatic increase in firms
in emerging domestic markets (EDMs). EDM firms are ethnic- and women-owned businesses
serving low- to moderate-income (LMI) populations and those located in urban and rural
areas. Multiplying far faster than other businesses, they represent a growing share of entre-
preneurs and job-creating small- and medium-sized enterprises (SMEs).> Given this trend,
the degree to which investors recognize and respond to these changes will have significant
consequences for the national economy in the years ahead.

Unfortunately, investors face challenges in tapping the potential opportunities. For finan-
cial markets to thrive, decision-makers (investors, lenders, and funders), business leaders,
and public policy officials must be able to price risk and consider options effectively. To do
so, they need comprehensive, reliable demographic and financial information and a well-
developed infrastructure to obtain that information. The data on emerging domestic markets
is fragmented, nonstandardized, and not widely accessible. One way to remedy this informa-
tion gap would be to create a “data consortium” that leverages existing resources and uses
them to build an integrated database. Increasing the amount and quality of data available on
EDM firms would provide opportunities for improved analysis, policymaking, capital flow,
and product development.

Recognizing the need for more and better EDM data, the Milken Institute’s (MI) Center
for Emerging Domestic Markets undertook an in-depth review of the issue. The report,
“Emerging Domestic Markets: Increasing Capital by Improving Data,” includes detailed
information on our methodology, findings, and recommendations, a summary of which we
provide in this article.?

1 U.S. Census Bureau, “Texas Becomes Nation’s Newest ‘Majority-Minority’ State, Census Bureau Announces,”
August 11, 2005. William H. Frey, e-mail to authors, October 17, 2007.

2 For an in-depth examination of emerging domestic markets and their difficulty in accessing capital, see “A
History of Emerging Domestic Markets” (Yago, Zeidman, and Abuyuan) in the Federal Reserve Bank of San
Francisco’s Community Development Investment Review 3, no. 1 (2007).

3 Glenn Yago, Betsy Zeidman, Teresa Magula, and Jon Sederstrom, “Emerging Domestic Markets: Increasing
Capital by Improving Data,” Santa Monica, CA, 2007.
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Methodology and Summary of Findings

To better understand the EDM data gap, MI studied the full range of data collection

efforts.

In doing so, we:
Conducted an extensive survey of the current literature on EDM data concerns;

Interviewed more than one hundred experts, including lenders, both traditional
finance and EDM experts, in the public, private, and nonprofit sectors, and researchers
on the EDM market;

Reviewed nearly seventy databases with information on EDM business and invest-
ment performance;

Consulted with database managers;
Explored potential products that could be developed from improved data in the
course of two Financial Innovations Laboratories sponsored by the Institute.

Among our key findings:

There are, as anticipated, numerous existing databases. This is particularly true when
“EDM?” is broadly defined to include people (minorities and women) and places
(urban areas, LMI communities), and when the data of interest include demographic
information and financial transactions. We chose the broad definition to capture as
many sources as possible.

Data are collected by a variety of types of organizations, with potentially divergent
data needs. Compared to other types of organizations, government agencies main-
tain the highest number of EDM databases.

Databases use a variety of survey units (making comparison difficult). Of those we
surveyed, forty-five use “businesses” as their survey unit; nine use “lenders,” eight use
“individuals,” and six use “transactions.”

While significant data overlaps exist, so do substantial holes, in terms of quantity and
quality of the data.

There is little information covering the financing of EDM businesses at the transac-
tion level, except in proprietary databases of financial institutions or information
management companies.

Differences in definitions and terminology hinder comparability, even among data-
bases with the same survey unit.

Our proposed data consortium differs from current efforts to improve data in that it
attempts to capture the full range of EDM businesses and would include both demo-
graphic and financial data. It would be tailored to investors’ needs.

There is definite interest in forming a data consortium and gaining access to an inte-
grated EDM database, but concern exists regarding privacy of the EDM business, as
well as the privacy of the data source’s information. We feel there are adequate legal
and technological solutions to these privacy concerns.
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The Data Matrix — Organization of Findings

We grouped the organizations collecting data into four key groups and identified them
as: financial institutions/funds (12 EDM databases); government agencies (21); trade associa-
tions, nonprofit organizations, and research groups (26); and information management compa-
nies (8).* In an effort to compare the different data pools, and to clarify overlaps and gaps, we
created a matrix of data providers. An abbreviated version of this matrix appears at the end of
this article. A discussion of organization type and the data provided by each follows.

Financial Institutions/ Funds

Financial institutions, specifically banks, generally have robust EDM databases. Either
within a larger data set or separated for reporting on Community Reinvestment Act (CRA)
activity, banks collect and store demographic data and information on small-business owners,
small businesses, loan details, and loan performance. Because of privacy concerns, financial
institutions do not release information on the size of their databases, but we believe they
are among the largest, second only to credit-reporting agencies (categorized as “information
management companies” and detailed in a later section). They are also the least willing to
share data, as they are proprietary and central to their business. In general, banks collect
information at the company/business level rather than by transaction.

Nonbanks also collect data on borrowers. For example, Allied Capital’s small-business
lender, Business Loan Express (BLX), collects data on each transaction performed. While
its databases are smaller because of the size of the population served, they still rank among
the largest databases we identified. Like banks, nonbanks in general are not willing to share
proprietary information.

On a similar note, the EDM-targeted investment funds (National Association of Invest-
ment Companies members, for example) track performance and, frequently, demographics
for their own purposes. Funds in which public pension funds have invested increasingly
release performance data because of Freedom of Information Act requests, but not on a
company level. With the increasing interest in double-bottom-line investments (sometimes
known as blended-value or hybrid investments), there are efforts to track the investments’
financial returns and collateral benefits, such as job creation, environmental mitigation,
workforce benefits, and urban redevelopment. One source of such data is the Research Initia-
tive in Social Enterprise (RISE). RISE’s annual Social Investor Survey provides a national
database of investments whose products, services, or business structures can be considered to
have positive social or environmental impacts. The data are available in the RISE “Double
Bottom Line Investor Directory,” a searchable public database of these funds.

4 Note that the organization type “financial institutions/funds” includes both debt and equity. “Information
management companies” collect and sell data related to all types of businesses. Such companies include Dun
& Bradstreet, Fair Isaac, VentureOne, and the three major credit-reporting agencies: Equifax, Experian, and
TransUnion.
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Government Agencies

Government agencies, led by the U.S. Census Bureau, have abundant demographic data
on business owners. Studies such as the “Survey of Business Owners and Self-Employed
Persons,” “National Longitudinal Surveys,” and the “Panel Study of Income Dynamics”
capture the gender and ethnicity of business owners, as well as the location and age of their
businesses. The Small Business Administration (SBA) has a number of databases covering its
lending programs. These databases are potentially important because they would enable the
creation of proxies for comparisons by income level or business type.

For example, Standard & Poor’s analyzed default data from the SBA 504 loan program to
generate a risk model and develop ratings for the Community Reinvestment Fund’s Series 17
and Series 18 note sales (community development small-business loans). These ratings were
critical in enabling institutional investors to purchase the notes, a first in the community
development field. In addition to demographic data, the SBA has amassed information on
small-business cash flows, financing, and repayment performance. The data are generally
publicly available, although access may be limited by regulation or process. Sole proprietor-
ships, for instance, report revenues on the owner’s personal income tax form, which would
not be accessible to researchers.

Trade Associations, Nonprofit Organizations, and Research Groups
Trade associations, nonprofit organizations, and research groups tend to have mission-
specific databases that vary greatly in size and content. Detailed data are generally available
by request, although access may be restricted to members. In most cases, aggregate data are
available online or in the form of reports or white papers. Three general subgroups exist

among these databases:

+ Databases that collect information only on the business and the business owner (loca-
tion, number of employees, revenues, ethnicity, gender), including the Kauffman

Financial and Business Research Database and the four databases from the Initiative
for a Competitive Inner City.

+ Databases like the Brookings Institution’s Urban RPM Investor and the PRI Makers
Network, which collect information on enterprise financing but do not survey the
characteristics of the business or owner.

+ Databases like the Business Consortium Fund of the National Minority Supplier Devel-
opment Council, which collect data on both demographics and business financing.

Information Management Companies

Information management companies, such as Dun & Bradstreet, Fair Isaac, VentureOne,
and the three major credit-reporting agencies (Equifax, Experian, and TransUnion), collect
and sell data related to businesses of all types and have some of the most extensive databases.
Dun & Bradstreet markets general business information—ownership, location, size, age, and
cash flows—used by its clients to decrease risk exposure and increase sales. VentureOne sells
venture capital data: firm location, cash flows, and financing. Although these databases are
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not specific to small or EDM businesses, many EDM firms are captured. Fair Isaac captures
hundreds of thousands of individual transactions and uses them to model predictive risk. Its
databases are solely for the use of its clients.

Among the largest databases, holding millions of records each, are those of the three
major credit-reporting agencies. These records are proprietary, strictly regulated by the Federal
Trade Commission, and are not available for general pooling. Although they cannot share
their data directly, credit agencies are interested in reviewing other pooled data as a means to
explore alternative credit-scoring mechanisms.

Overall Data Quantity and Quality

Our review of the EDM databases made it clear that substantial holes exist in terms of
the quantity and quality of the collected data. Many data sets have a narrow focus, capturing
only information on demographics, specific industries, or individual cities. Although the
scope of these databases meets the needs of the groups maintaining them, few effectively
cover EDM businesses as a market. For example, the U.S. Census (the source of the Survey
of Business Owners) is the best source for demographic information, but it does not capture
data pertaining to business financing. In addition, few databases cover the financing of EDM
businesses at the transaction level, except in proprietary content of financial institutions or
information management companies. Yet this information is the most critical for assessing
business opportunities and improving capital flows.

Furthermore, a large number of EDM databases contain relatively few survey units. The
Venture Capital Fund Database, owned by the National Association of Investment Compa-
nies, has information on twenty-four venture capital funds. The Aspen Institute’s MicroTest
Database and the Calvert Foundation’s Profiles Databases likewise consist of seventy-five
and seventy-one survey units, respectively. Alone, they do not provide sufficient information
on EDM businesses to allow potential investors to analyze the markets effectively.

In terms of quality, existing EDM data are self-reported and their accuracy is unverified.
Dun & Bradstreet, for instance, manages an extensive database covering 366,000 minority-
owned businesses and 1.4 million women-owned firms.’ However, identification of a firm as
minority- or women-owned depends solely on voluntary disclosure by the business.

Proposed EDM Data Solutions

A review of key literature uncovers several potential solutions to the need for improved
EDM data. The Information Policy Institute analyzes nontraditional information sources
that could be used to bring minorities, low-income individuals, and others with insufficient
credit information into the credit system. It suggests that consumer information from utility,
child-care, and health-care providers, along with data from auto insurance companies and

5 Interview with Darren Elsner, Dun & Bradstreet, July 29, 2005.
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rental agencies (housing, furniture, and consumer durables) could be used to evaluate “thin-
file to no-file” (TENF) loan applicants.®

An obstacle to the use of these nontraditional data sources could be the limitations
inherent in voluntary reporting. To that end, Afshar recommends that the public sector offer
incentives to potential data providers (such as the utility companies) to overcome economic
costs and possible regulatory barriers.” Increased reliance on this alternative transaction data
has the potential to provide many TENF individuals with expanded access to credit. To date,
most activity with alternative data involves consumer, as opposed to small-business, credit.
However, personal credit history is a significant predictor of small-business credit risk.?

The Minority Business Development Agency, the Small Business Administration, Weiss-
bourd, and Weissbourd and Berry all suggest that government, nonprofit organizations and
for-profit companies collaborate to improve EDM data.’ The federal government and for-profit
companies could make existing databases more accessible and augment their value by disag-
gregating the data.!” Similarly, Hawke recommends combining U.S. Census, private marketing,
and nontraditional sources to better understand the economic importance of EDM. !

Creating a Data Consortium

Our report, “Emerging Domestic Markets: Increasing Capital by Improving Data,”
recommends taking this collaborative approach of combining existing data sources. A central
database, populated by multiple entities and managed by a third party, would make the
data accessible to a number of people. Contributors would agree to a standard set of defini-
tions and reformat their data to these standards to enable comparison across databases. In
exchange for contributing data, members of this “data consortium” would gain access to the
contents of the entire database. They would be free to run searches, download records, and
analyze data. Thus, they would dramatically increase their understanding of EDM business
and investment performance, and they would be better able to identify EDM investment
and lending opportunities.

6 Information Policy Institute. “Giving Underserved Consumers Better Access to the Credit System: The
Promise of Non-Traditional Data,” 2005.

7 Anna Afshar, “Use of Alternative Credit Data Offers Promise, Raises Issues.” Federal Reserve Bank of Boston,
2005.

8 Interview with Thomas C. Wise, Fair Isaac, May 30, 2006.

9 U.S. Minority Business Development Agency, “Accelerating Job Creation and Economic Productivity:
Expanding Financing Opportunities for Minority Businesses,” 40; U.S. Department of Commerce, 2004;
U.S. Small Business Administration, Office of Advocacy, “The Small Business Economy” (Washington, DC:
U.S. Government Printing Office, 2004); Robert Weissbourd, “Banking on Technology: Expanding Financial
Markets and Economic Opportunity” (Washington, DC: Brookings Institution, 2002); and Robert Weissbourd
and Christopher Berry, “The Market Potential of Inner City Neighborhoods: Filling the Information Gap”
(Washington, D.C: Brookings Institution, 1999).

10 U.S. Small Business Administration, Office of Advocacy, 2004.

11 John Hawke, “Growing Diverse Banking Markets: Going Beyond Traditional Measures,” Comptroller of the
Currency Administrator of National Banks Community Development Newsletter, 2001.
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The primary value of a data consortium is its ability to motivate increased interest and
investment in EDM. Using its data, members could model new structures, develop and refine
products tailored to EDMs, generate data, increase understanding of the market, and deploy
additional capital. Product development would become an ongoing activity, fed by the infor-
mation contained within the consortium database. Historically, financial innovation has
significantly broadened access to capital, for example, the increase in small-business lending
by large banks upon adoption of small-business credit scoring. Of particular interest to the
individuals interviewed by the Milken Institute were EDM-tailored credit-scoring models
(similar to those being developed for consumers, but reflective of business lending data)
and structured finance vehicles leveraging multiple sources of capital, such as private funds,
philanthropic contributions, and government guarantees. In addition, the data consortium,
with a robust database, would significantly enhance the ability to securitize EDM loans
by providing methods and data for risk assessment and the establishment of proxies and
synthetic structures as needed. The richness of the data would inform investors and lenders
and also help establish pricing.

Several notable efforts are under way to pool and cross-reference data within subsectors
of the EDM field: the Community Development Financial Institutions (CDFI) Data Project,
the National Association of Investment Companies (NAIC) project research on returns, and
the Research Initiative in Social Enterprise (RISE) surveys of community impact double-bot-
tom-line investment funds, for example. However, current pools of data remain fragmented,
and many lack sufficient size, scope, or format. Our work differs in that it attempts to capture
the full range of EDM businesses and includes both demographic and financial data. The
database would be tailored to the needs of investors.

Data Content Considerations

Because each organization currently employs a unique data format, submissions would
have to be standardized. Each consortium member—the organization supplying the data—
should be responsible for reformatting its own data, for the following reasons:

*  Greater data integrity. Each organization knows its data well and is better equipped
to work with its own information. Placing the onus on each organization to ensure
properly formatted data will reduce errors and increase the accuracy and integrity of
the data.

*  Reduced costs for the consortium. The consortium would be relieved of the time and
labor needed to ensure that data are properly formatted, which would greatly reduce
costs.

o Simple data submission. The consortium would determine what information to collect
and would define a standard data format, a schema using XML, a common markup
language for documents containing structured information. Consortium members
would then either periodically send XML files to the database administrator or have
a web-based interface for submitting data themselves.
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 Access to data. In exchange for contributing data, members would gain access to the
contents of the entire database. They would be free to run searches, download records,
and analyze data. Thus, they would dramatically increase their understanding of
EDM business and investment performance, and they would be better able to iden-
tify EDM investment and lending opportunities.

Consortium members would also have to adopt common definitions. EDM data consis-
tency is undermined by a lack of common definitions. Concepts such as “LMI” and “ethnic-
owned business” vary, as do calculations of the rates of financial and social return. Differences
in definitions and terminology hinder comparability, even among databases with the same
survey unit. For example, the Survey of Business Owners (SBO) defines a business as any
nonfarm or nongovernmental business that filed a tax form as an individual proprietorship,
partnership, or any type of corporation, and with receipts of $1,000 or more. The Kauffman
Index of Entrepreneurial Activity uses household survey data and measures individual busi-
ness owners, defined as individuals from the age of twenty to sixty-four who own a business
as their main job with fifteen or more hours worked per week.

Possible uses of consortium data are numerous. They would likely vary with user type and
would require enhanced database functionality. Profit-driven entities might want to mine the
data to evaluate investment and lending opportunities, while nonprofits might seek to track
social returns. Researchers might want to explore relationships, such as those between total
loans disbursed and geographic location. Thus, the database would have to have significant
flexibility to meet each user’s needs.

To ensure the privacy of the borrower or equity recipient, the name, address, and contact
information would be replaced with a unique identification number. Multiple loans to one
borrower could then be linked to a single customer identification number, but the identity
of the customer would remain anonymous.

The identity of the data provider could be hidden through two mechanisms:

A standardized format. Converting all data records to a common format would, at a
minimum, make it harder to attribute a data record to a specific organization.

*  Recruiting a significant number of organizations of each type. Even with a standardized
format, it might still be possible to guess what type of organization, financial insti-
tution, nonprofit, or trade association supplied a given record. Another layer of

masking could be accomplished by recruiting a significant number of organizations

of each type into the consortium.!?

12 Take the example of a consortium comprised of the CDFI Data Project and two banks, Bank A and Bank B.
The data collected by the CDFI Data Project would be recognizably different from bank data because it would
track social returns. Therefore, Bank A should be able to attribute any record that did not track social returns,
and was not its own, to Bank B. This could give Bank A a competitive advantage. However, adding more
contributors removes this risk. Take the example of a consortium comprised of ten nonprofits and ten banks.
Bank A should be able to determine if a data record belonged to a competing bank, but it would not be able to
identify which one.
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The consortium would need to monitor data accuracy. While the cost of an independent
data watchdog would likely be prohibitive, consortium members could be asked to watch
for suspicious records and report abnormalities. Penalizing members with expulsion from
the consortium for providing false data could encourage them to scrutinize their own data
before submitting it.

Additional issues to consider include ownership and funding of the database. The initial
establishment of a consortium would require philanthropic support. However, long-term
ownership, financial responsibility, administration, and maintenance should be shifted to
members. They would provide the data, and they should retain ownership of that data.
Any transfer of ownership would present a conflict of interest related to potential resale
opportunities. Furthermore, because members would directly benefit from the consortium,
they should pay for it. If they chose, the membership could offset expenses by selling access
subscriptions to nonmember financial institutions and research organizations. Alternatively,
database users could pay a fee based on the number of queries or downloads.

Recommended Format: Relational Database

The database could take several forms: relational, dimensional, or object. For a variety of
reasons, the recommended format is a relational database. A relational database uses a two-
dimensional structure of rows (records) and columns (fields) to store data. All data are stored
inside tables and operations are performed on the tables. Operations include the retrieval of
a subset of columns, a subset of rows, or selected records and columns from multiple tables
to create a new table based on their intersections. Relational databases must adhere to basic
rules. Each record in each table must be unique and correspond to a primary key, a field that
provides record identification. Each column must have a unique name. Entries in the same
column must be of the same kind, and no column value can depend on any other column
value other than the primary key. The database also must be normalized—each table should
include unique fields that are not redundant with other fields within that table.

A relational database has several advantages over other models. First, it provides a descrip-
tion of the data using its natural structure only; no additional programming is required to
structure the database.!® Second, it allows for easy normalization “to ensure data consistency
and stability, to minimize data redundancy, and to ensure updatability and maintainability
of the data.”'* Finally, and perhaps most important for the consortium, the relational model
is mature and widely used. Most organizations have experience with such models and are
comfortable using common query languages like SQL to manipulate data. Thus, the use of
a relational database should increase the ability of members to create their own programs to
search and export data from the database, thereby lessening the responsibilities of the data-
base administrator and reducing overall costs.

13 E. F. Codd, “A Relational Model of Data for Large Shared Data Banks,” Communications of the ACM 13,
no. 6 (June 1970): 377-87.

14 Tore Bostrup, “Introduction to Relational Databases—Part 1: Theoretical Foundation.” 15 Seconds.
http://www.15seconds.com/issue/020522.htm.



Community Development INVESTMENT REVIEW

Conclusion

In this issue of the Review, Federal Reserve Chairman Ben S. Bernanke stresses the impor-
tance of community economic development data. “By making companies, entrepreneurs,
and investors aware of the new opportunities,” he said, “and by promoting competition
in underserved areas, such information helps put market forces in the service of commu-
nity development.”!®> A well-constructed data consortium could help eliminate information
barriers and unleash the dynamism of the financial markets through knowledge building and
product development. Ultimately, both the emerging domestic markets and the national
economy would benefit.
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