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What Role for the Private Sector in Public Statistics?

Robert H. McGuckin” [*]

(September 7, 2004)
(Draft, please do not quote without permission of author)

1) Introduction

Federal data collection programs date from the very earliest days of our
democracy. The first decennial census was conducted in 1790 with the primary purpose
to apportion representatives as required by Article II of the U.S. Constitution. Federal
(and state) statistical programs have grown to support ever expanding needs for
information for governmental policy. For example, in 1810 questions about the quantity
and value of manufactured products were added. By the mid-1800s the list of industries
had expanded and information on crime, taxation, churches and other social issues were a
part of the mix of questions. But it was over one hundred years before a permanent
Census Office was created to ensure continuity from one census to another. (See National
Academy of Sciences 2003)

While the Census Bureau remains by far the largest and most comprehensive
statistical agency in terms of economic and demographic data collections, it is by no
means the only federal statistical agency.' There are at least one hundred federal -
statistical programs, collecting data on workers, education, health, transportation,
environmental issues, agriculture, immigration, crime, and much more. In addition,

independent government entities such as the Federal Reserve Board maintain extensive

data programs.
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The government is not the only data collector. Many private sector organizations
have extensive data collection and distribution programs. For example The Conference
Board undertakes a large monthly survey of consumers with the TNS NFO survey
organization and publishes various measures of consumer confidence. A similar survey,
but with different methodology and measures is conducted by the University of
Michigan’s survey research center.

Industry and trade associations regularly poll their members and provide
numerous statistics to the public domain. The Institute of Supply Management (ISM), for
example, produces an important leading economic indicator, vendor performance in
manufacturing, as well as a similar index for the service sector. This service sector
indicator has been in place for less than a decade, but it was one of the first serious efforts
to address the major data deficiencies in the service sector. Similarly, The Conference
Board’s index of help wanted advertising has been an important monthly indicator of
labor demand for many years.

Non-profits are involved in compilation and distribution activities as well. The
National Bureau of Economic Research (NBER), for example, makes available many
databases created to support their analytical activities. Similarly, The Conference Board,
as part of an extensive program of international productivity comparisons, develops
databases in cooperation with its partner, The University of Groningen’s (in the
Netherlands) Growth and Data Development Center.

For-profit organizations also take part in both survey and distribution work. For
the most part these activities are proprietary and center on the support of value added

analytical and consulting activities. Companies like Haver Analytics and Datastream are
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important distributors of data for many analysts and researchers. Many for-profit
companies supply data in combination with analytical software. For example, Wharton
Econometric Forecasting Associates (WEFA) distributes both data and an econometric
model that is used by many forecasters and analysts.

This essay examines the role of the private sector in public statistics. The essay
considers public statistics to be statistical information produced by federal statistical
agencies and focuses on the role of the private sector in the production of these public
statistics. It does not draw distinctions among “private” sector organizations. Moreover,
particularly with regard to analytical research, the essay does not make sharp distinctions
between the “private sector” and non-statistical government agencies.

This approach can surely be criticized; most would draw distinctions between for
profit and non-profit private organizations, academic institutions and non-statistical
federal agencies. For example, the evaluation of whether to accept an analytic project
proposal to work with confidential data from a private business must take into account
whether the project involves data from a competitor. This is much less of an issue for
projects coming from non-profit and academic researchers funded by major scientific
organizations.

As major users of public statistics, private sector and non-statistical government
agencies have direct interest in the data and, perhaps more important, offer unique
perspectives and advantages in subject matter research. The role of these groups in
analytic work is essential, however, it is not well understood and, though substantial

progress has been made, more could be done to facilitate such an understanding.
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2) The Federal Statistical System

The federal statistical system encompasses a wide range of agencies and programs
within agencies, and includes data about the United States from its beginnings to the
present. Statistical programs and agencies generally are created to support new
governmental programs and the specialized needs for data they required. For example, in
1950, at the outset of the cold war, The National Science Foundation was created to
support the federal government’s increasing role in Research and Development. The new

foundation was given the specific mandate to:

Provide a central clearinghouse for the collection, interpretation, and analysis of data on scientific
and engineering resources and to provide a source of information for policy formation by other

agencies of the federal government.

The process of adding agencies and programs incrementally and linking them to
subject matter areas has led to a very decentralized federal statistical system, particularly
compared to statistical systems in other countries.” This approach, coupled with
differences in legislative authorities, has produced a system in which legal standards,
rules, and practices often differ from one agency to another. The Office of Information
and Regulatory Affairs (OIRA) and the Statistical Policy Office, both in the Office of
Management and Budget (OMB) provide coordination and statistical policy guidance.
Also, there are a variety of interagency committees and other groups that work to

standardize practices and coordinate activities across agencies.’

[2]

[3]
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The differences in mandates and operating standards are especially important in
the areas of data sharing and access to confidential microdata for analytic purposes,
particularly where the data involved comes from more than one agency. This causes
particular problems when the data involves both statistical agency records and
administrative data (for example, from the International Revenues Services (IRS) or the
Social Security Administration). Despite the differing standards among agencies and
programs, a number of useful generalizations about the federal statistical system can be
drawn.
First, the empirical evidence represented by the steady expansion of federal
programs, suggests cogent reasons exist for a prominent and permanent public presence
in data collection. Information directly required for the operation of government
programs is also needed by citizens in order for them to exercise their responsibilities in a
free democratic society.* Moreover, since the marginal cost of supplying it to citizens is [4]
near zero, once it is collected, statistical information has many features of a public good.
Further, clear economies of scale in data collection make it impractical and wasteful for
more than one agency to collect the same data.’ 3]
Second, much of the data collected by federal statistical agencies is confidential—
meaning that the identity of the person or firm providing it will not be revealed. Given
this promise of confidentiality, the federal government includes questions about
proprietary and private matters on its questionnaires and makes failure to respond to them
punishable by law. The Census Bureau, for example, can institute legal proceedings
against those who opt not to respond to questions on a number of census forms.

Significantly, data collection by private organizations does not involve compulsorily
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responses to questionnaires and though confidentiality is typically maintained, such
promises may not withstand government requests for information. While less of a threat
to survey respondents, the ability of the statistical agencies to withstand requests for data
collected under a pledge of confidentiality is not absolute, especially when national
security is at stake. (See, Anderson and Seltzer, 2004 )

Third, statistical programs require strong analytic input from subject matter
specialists in the areas they collect data. This offers one of the strongest cases for the
decentralized statistical system.® Decentralization puts the data collection activities close
to the programs and policy makers using the information. While statisticians maybe
experts in sampling designs, survey error, cognitive issues, and a wide range of practical
and methodological issues involved in collecting and analyzing data, they generally are
not subject matter specialists nor experts in the sources of non-sampling error associated
with poorly specified concepts and imperfect measures.

Fourth, there have been dramatic improvements in the availability of public
statistics in the last twenty years. The computer revolution simplified obtaining and
using public statistics. Further, the costs of access to published aggregate statistics and
public use microdata have been reduced, and the possibilities for access to confidential
microdata have expanded. The Census Bureau has a formal program, run by its Center for
Economic Studies (CES) that encourages outside subject matter research proposals and
other agencies have expanded their advisory and analytical programs. (See
www.census.gov) Moreover, priority for such research has increased. A recent report of

the Committee on National Statistics (2003), for example, devoted three of its first four

[6]
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recommendations to needs for increased analytical research and access by outside

researchers at the statistical agency.

3) Federal Statistical Agencies

As noted earlier, this essay considers public statistics to be those produced by a

federal statistical agency, as defined by the National Research Council (2001)

A federal statistical agency is a unit of the federal government whose principle function is the

compilation and analysis of data and the dissemination of the information for statistical purposes.

(Pg. 13)

Limiting public statistics to those produced by federal statistical agencies
excludes from the realm of public statistics, data collected by government entities that
neither make it public nor use it for law enforcement purposes. It also excludes agencies
like the Federal Reserve Board and its regional offices, which produce and widely
distribute statistical information (for example, monetary statistics and the index of
industrial production). In other words, just because information is collected by statistical
means does not mean that a government agency is a statistical agency.

The NRC (2001) designates an agency as a federal statistical agency if its
principal function is the compilation and analysis of data for public dissemination. Few
private sector organizations consider data compilation and public dissemination as their

primary activities, nor do organizations like the Fed often have as their primary function,
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the production of public statistics. The Fed’s major mission involves the conduct of
monetary policy, which requires substantial information. Some of the information it
collects and some of it is obtained from federal statistical agencies.

It is worth noting that some organizations, both private and public, which fall
outside the boundaries of the federal statistical system, produce statistics that have all the
attributes of those produced by the statistical agencies. These attributes include such
things as well-designed surveys, transparent operations, and data disseminated freely to
the public. Despite these similarities, however, organizations like, The Conference Board
make clear distinctions between their role as “statistical agencies” and their role as
interpreters of economic data.

In its statistical role, The Conference Board publishes a handbook that outlines
the data and sources of the series it uses in its business cycle indicators program. It
includes extensive documentation of the methodology and principles used to create the
coincident and leading economic indexes. It also issues a press release each month as a
statistical document that provides data on the newest values of the indexes and any
revisions to prior releases.

In its main role, that of an interpreter and forecaster; The Conference Board
releases a separate document that outlines its analysis of the implications of the new data
for the direction of the economy and provides proprietary value—added services and
products, which help pay for the public information. Similar distinctions are applicable to

organizations like the NBER, ISM and WEFA.

4) Statistical Purposes and Confidentiality
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According to NRC (2001) statistical purposes “include description, evaluation, analysis,
inference, and research.” As noted above, while statistical agencies collect data from
individuals and economic units, this data may not be used for administrative, regulatory
or law enforcement purposes. (See “Confidential Information Protection and Statistical
Efficiency Act” 2002) This means that publicly supplied data can only be used to
describe patterns and relationships involving classes of individuals or organizations. But
research work often requires at least some work with the individual- and organization-
specific data, both of which are generally collected with the promise to keep them
confidential. Whether or not activities support statistical purposes is the key factor
determining access to confidential microdata.

Confidentiality raises two substantial issues: One involves what statistics can be made
public; the other involves conditions for use of the underlying confidential data for

research and analysis.

«  What information can be revealed without identifying individual data?
(This issue involves disclosure protection; the release of information that does
not reveal confidential information on individuals or organizations.)

« What are the limits of use by those outside the statistical agency work and when is
access to confidential information necessary?
(The key issue here is analytic subject matter research; that is, how and by whom

is this research accomplished?)



Page 10

5) Disclosure Protection

Disclosure protection -- what can and cannot be reported publicly by a statistical
agency -- is rooted in both principle and practicality. Most important is the maintenance
of individual and organizational confidentiality, so that the data can not be identified with
the supplier. Freedom and democratic principles require protection of individual privacy,
and protection of private information is essential for the efficient operation of markets.
But the practical issues are also important: If confidentiality is not maintained, responses
to requests for information are likely to be either ignored or the information supplied may
be seriously distorted.

The disclosure issue has a long history of debate and discussion and little will be
added to it here. (See Report on Statistical Disclosure Limitation Methodology (1994))
There are well-defined ways to ensure confidentiality is protected and many techniques
for providing information while protecting confidentiality. The basic idea is to release as
much useful information as possible without disclosing individual information.’ [7]

Aggregation is the principle method used to conceal individual identities for
public dissemination, but public use microdata bases, noise introduction, and synthetic
data are among the many methods also used to protect confidentiality. Research in this
area continues. It is worth noting that the range of information that can be released
without violating confidentiality is much greater for analytic results (for example,
regression coefficients) than for tabular data. Indeed, special tabulations developed by
analytic researchers raise troublesome disclosure issues. This means that even though

new tabulations may be disclosure free by themselves, they may, when combined with

10
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other tabulations released previously, for example as part of a regular program, violate
confidential standards. Statistical agencies’ divisions generally release as much tabular
data as possible. Secondary disclosure analysis, which is required to alleviate such ensure
against such contingencies, is especially difficult and limits the amount of additional
tabulations that can be released. Use of regression coefficients and charts of estimated
relationships reduces the chance of secondary disclosure and offers confidentiality
protection. Release the data in the form of an estimated relationship among one or more

variables exploits the error in the relationship to protect individual data points.®

6) Private Sector Work with Confidential Data

Statistical agencies rely on the private sector and other public sector agencies in
several ways. Private sector organizations offer a broad range of goods and services to
statistical agencies in the creation of survey instruments, the collection and processing of
the data, and the dissemination of the survey results. Such work is part of the routine
operations of most commercial statistical programs and can be purchased cheaply by
public agencies, thereby either saving money or providing better quality for the same
price. The 2002 Economic Census, which offered electronic filing and specialized
survey instruments through a Generalized Instrument Design System (GIDS), designed
and built by a private company is an example of this.’

The use of outsourcing pervades the private sector and it should continue in the
public sector as well, as statistical agencies continue to organize themselves around a set

of core competencies and leave other work for specialists. This is a natural consequence

11
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of the information technology revolution and the specialization and division of labor that
has accompanied it. Moreover, many of the technologies for handling large data
collections and analysis of the data are developed by private sector entrepreneurs and it
can be, as illustrated in the case of GIDS, more efficient to procure the work from outside
vendors. (See McGuckin 2004)

In addition, to its role in production, the private sector is a major user of
information produced by the statistical agencies. As such, private sector requirements are
important factors in drawing up the statistical agency’s programs, services and data
products. The private sector also is involved in setting public policy agendas through
lobbying activities, consulting activities, support of research and educational
organizations and public reports and comments. Moreover users, such as academics,
researchers working for private organizations, and businesses participate in advisory
policy meetings and related mechanisms, that provide statistical agencies with much of
their expertise, both subject matter and statistical.

Statistical agencies also contract with the private sector for specific analytical
research projects just as they contract for other goods and services, including statistical
research and advice. The practical issues in conducting such research and protecting
confidentiality are very important for such work. At the Census Bureau, for example,
contractors must agree to work within what is called “special sworn status,” which
exposes them to the possibility of severe penalty if they disclose confidential
information.'® Few if any problems associated with the use of confidential information by
outside contractors, consultants or researchers have surfaced which indicates that there

are well-defined and practical ways to accomplish this access."'

12

[10]
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One important consideration in expanding this work beyond occasional contracts
from the statistical agencies themselves is the resources necessary to support outside
researchers. But historically the most important factor limiting access for analytical
research has been whether the project could be accommodated under the term “statistical
purposes.” In turn, this depends on how important the analytic research is to statistical
agencies’ missions, why support from outside agencies is needed, and whether the private

sector can be effective if it doesn’t have access to the microdata?

7) Analytical Subject Matter Research at Statistical Agencies

Statistical Agencies require support from investigators with strong analytic
capabilities for a number of reasons.'” First, analytic support provides the agency with an
improved understanding of the potential problems with its data: Without working with
data on analytic projects it is difficult to understand the problems with it.

Second, it enables the agency, a better way to inform the public and other
governmental entities, in a non-partisan way, about the economic forces that affect them.

Third, analytic work provides an understanding of the needs of customers (survey
sponsors or data users), including both the executive and legislative branches of the
government and the private sector.

Fourth, it often generates new data products, providing important research and

development services to the statistical agency.

13
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Finally, analytical research can lead to new surveys since analysis helps to
identify areas where information is incomplete and new data is needed for resolution of
an issue."® Such surveys typically increase the value of the existing data by providing [13]

new and useful insights in their own right.

8) Why Rely on Outside Researchers?

Since increased access to census data comes with increased risk of a
confidentiality breach, it maybe logically argued that public statistical agencies would be
better served by developing internal analytical programs, thus limiting the likelihood of

disclosure.

There are two strong arguments against this reasoning. First, statistical agencies
are not likely to develop analytical research programs on their own. Aside from
difficulties in attracting the best academic and professional talent on a permanent basis,

internal research programs tend to be either co-opted by the political process or starved

because of inadequate funding.'* Encouraging independent outside researchers, [14]
maximizes the possibility for good research thus enhancing the quality and relevance in
statistical agency programs.'” [13]

Outside researchers, particularly those charged with making policy or interpreting
statistical data are more likely to generate ideas and innovative ways of improving the
value of the data collected, than statistical designers who focus primarily on the validity

and credibility of the survey rather than its use.
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Further, empirical evidence suggests that the risks of disclosure are acceptable. In
thinking about what is an acceptable risk, it is important to recognize that there is always
some risk of data disclosure. For example, a rouge employee may use confidential data
for revenge or profit. The risk of disclosure needs to be assessed in light of the
procedures in place for access and the penalties for those breaching the confidentiality
rules. Taken together the procedures and penalties suggest that the risks are small.

The CES program at the Census Bureau has offered analytic researchers access to
economic microdata with a carefully planned access program for some time. There have
been no incidents of disclosure reported. For the most part the programs at other
statistical agencies are less extensive and less formalized than at the Census Bureau.
These agencies have not reported any difficulties in this area either.

Reinforcing the procedural requirements, which by raising awareness and limiting
the opportunities for disclosure, whether accomplished inadvertently or by design. As
discussed earlier, these include fines and incarceration as well as loss of professional

standing and reduced job opportunities.

9) Analytical Subject Matter Research with Published Data

There is such a long history of research based upon published statistical data by
private sector groups, academics, and government, that little comment is necessary. Such
research is not just a matter of consumption by users; it is critical input to the creation of

new statistics and quality improvement in series already being produced.'®
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Macroeconomic analysts, forecasters and business cycle researchers are major
consumers of national account information from the Bureau of Economic Analysis
(BEA). They also rely upon a variety of employment and productivity series produced by
the Bureau of Labor Statistics (BLS). These investigators provide essential feedback
concerning the quality of the statistical series produced and how well they capture the
economic concepts they purport to measure. The feedback is given in many ways, from
advisory committee presentations and discussions to formal papers and conferences on
particular issues. The feedback helps identify gaps in available information and leads to
the development of new measures.

A major factor in the shift of the economic indicators program from BEA to The
Conference Board in 1995 was the need for increased analysis of the indicators.
(Business Cycles Indicators Handbook 2001)While a number of the indicator series are
produced by BEA, since their primary concerns and focus is on the national income and
product accounts, business cycle research was a low priority. Thus, when The
Conference Board assumed responsibility for producing the economic indicators it
simultaneously initiated a research program to improve the indicators as a tool for
business cycle analysis. Despite the front-loaded effort required to produce the
indicators, the Board continues to believe that its focus on business and economic
projections placed production of the economic indicators well within its general mission.
The fact that the board now releases the leading indicators by about two weeks earlier
then BEA did, suggests the continued wisdom of the transfer of responsibility

The same procedures — statistical imputation -- used to make the U.S. index

timelier also enabled development of monthly indicators for many foreign countries. (See

16
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Business Cycle Indicators Handbook 2001) Privatization of the foreign monthly
indicators program linked it closer to the subject matter specialists and improved the
program. Significantly, data used for the indicators is a mix of government and private
series and are publicly available.”

Some of this input comes from independent work by the private sector to solve a
problem or understand an issue. For example, The Conference Board’s early work from
1918 to 1958 in the area of cost of living indexes was undertaken because member
companies were interested in understanding how their salaries and wages satisfied the
demands and needs of workers (See Kurian 2001) These indexes where the first
continuous monthly indexes produced in the U.S. The information was important for
companies during labor negotiations and for determining reasonable, across the board,
increases in wages. (See Sayre 1958) Publication of the indexes was dropped in 1958 as
the quality and breath of federal programs at the BLS made the costly The Conference
Board program unnecessary. However, The Conference Board maintained its interest in
the indexes and convened a commission and issued a report on major recommendations
for improvements in the CPI in 2001. (See McCracken, 1999)

A similar example involves the coincident and leading economic indexes. They
were developed as part of an NBER program in the 1930s, shifted first to the Census in
1961 and later to the BEA in 1972. As noted above, in 1995 they were shifted back to the
private sector, The Conference Board, where they could be closer to the analytic research.
(See Beckman 2001) A key factor in the most recent shift was the fact that confidential
microdata was not needed for the creation of the economic indexes since they rely on

published aggregates from both the statistical system and the private sector.
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In another example of the role of analytic research, industrial organization
specialists provide much of the key analytical input to the development of detailed
industry and product information collected and published as part of the economic census
produced by the Census Bureau. A good deal of this work grew out of special ad hoc
access programs to the Economic Census in the 1960s. For example, a major study of the
extent to which firms classified in one industry produced products classified in other
industries was based on special access to the Census industry data collected in the
economic censuses. (See Gort 1962) One result of work with the confidential data was
the creation of industry and product concentration statistics from basic data collected to
support the national income accounts. These programs were discontinued in the late
1960s, for reasons that remain unclear.

These statistics were introduced in the 1963 Economic Census at the urging of
many industrial organization economists concerned with the concentration of economic
power in large firms and monopoly pricing arising from oligopoly. Somewhat
paradoxically, the flood of research stimulated in part by this data, demonstrated that
extensive industry cross-section data on business concentration and price-cost margins
were not very useful in formulating public policy. The problem with these types of data
is that they could not adequately distinguish between collusion and economies of scale or
lower costs as explanations for the positive concentration- profits relationship observed in
cross-section data. Panel data on individual firms are needed to understand this

relationship. (See Jensen and McGuckin 1997)
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10) The Importance of Access to Microdata for Subject Matter

Research

While the importance of work with the published aggregates is considerable,
without access to the underlying microdata that form the basis for the published data
analytic subject matter research is severely restricted. For example, unless one looks at
individual data, it is hard to assess aggregation error. Moreover, many of the most
productive research projects involve longitudinal panel data. For example, the new job
creation and destruction statistical program at BLS grew out of analytical work at the
Census Bureau.'® The benefits of this work to statistical programs are discussed in
McGuckin (1992, 1994, 1995). For more recent information, working papers are
available at (Www, ces.census.gov).

Comparison of the research of users of data from the Census Bureau’s
demographic programs, which carries out surveys of households and individuals, with
those using data from the Bureau’s economic programs area, which carries out surveys of
business establishments and firms, reveals that researchers that relied on demographic
data made much more progress in developing their research programs. A key difference
in the way these areas developed was that microdata were available for demographic
work, but not for business data. The demographic researchers had access the microdata
using public use microdata files (PUMF) which the Census Bureau releases on a regular
basis.

The large sample sizes involved in demographic collections make it possible to

release masked microdata without fear of disclosure. In contrast, economic programs
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microdata is characterized by small numbers of observations and extremely skewed size
distributions at appropriate levels of aggregation and thus cannot support useful public
use databases. (See McGuckin and Nguyen (1990))" This difference is a key reason [19]
why analytic use of business data has to rely on direct access programs with
confidentiality protection.
This difference in availability of data influences the direction of research and data
collection. The sophistication of the models, data available and insights and technical
tools created to analyze them were greater in labor economics, which relies on
demographic programs information than in industrial organization, which relies on
establishment and business data. This despite the fact that there is no known theorem
argues that the supply side of the labor market is less important than the product markets.
Yet, for many years, labor market researchers had microdata on workers (the supply side
of the market) available through public use files. This availability provided insights that
helped fund longitudinal household surveys such as the Survey of Income and Program
Participation (SIPP). There are other examples, such as the National Longitudinal
Survey, conducted outside the U.S. Census Bureau at the University of Michigan. In
contrast, there was little support for business unit (for example, establishment) analysis of
the flows of job creation and destruction until the results of research undertaken through
the Census access programs were known.* [20]
Financial economists use panels of data developed by private companies to
support analysis of security markets.”’ These panels include data on daily security prices [21]
as well as income and balance sheet information on publicly traded companies to

understand the operation of security markets. They also have been used to develop new
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financial products (for example, options, index, mutual funds, and other “derivatives”). It
is probably not a coincidence that finance, like labor economics, has been one of the
more dynamic areas of social science research in the past thirty years.

Two other features of the subject matter projects should be emphasized. First,
while the public use of microdata supports substantial analytical work, Census access
programs are being used by increasing numbers of statistical analysts who have access to
public use data. In fact, nearly one third of the projects currently underway at CES
involve demographic not economic data. This demonstrates that many of the most
important policy issues can only be addressed via linked data sets.”> The use of linked
databases broadens the range of issues that can be dealt with and the findings typically
lead to new data products and changes in surveys that improve their quality. This work
also identifies gaps in existing work to be filled by new surveys and modifications to
existing ones.

Second, many of the linkages that have proved most useful come from marrying
administrative record sets with survey and census data. Some of the most important work
has involved linkages between demographic and establishment information. It is
virtually impossible to undertake such linkages without working directly with the
microdata. But this work brings the differing legal standards regarding access into sharp

focus.
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11) Where are we?

The practical relevance of the analytic subject matter research programs involving
researchers outside the statistical agencies is very strong. We now have twenty plus
years of experience with a wide variety of projects and the work has brought forth many
new databases and statistics as well as better understanding of the measurement issues
surrounding many older programs. This supports the argument that analytical research
supports statistical purposes by bringing important insights and innovation to statistical
programs. Moreover, without the access programs it is not likely that statistical agencies
would have been able to undertake such research.

While not all this research needs access to microdata, much of it does. Experience
with access programs in the U.S. and abroad, demonstrates that the practical difficulties
of confidentiality protection are solvable. Furthermore, procedures have been developed
to ensure that the understanding and learning from the research is passed on to the
statisticians producing the data, thus resolving a problem from the early years of the CES
program.

Additional signs of progress abound. A new Research Data Center is scheduled
to open in New York City before spring of 2005. It will join seven other research centers
and the main center at headquarters in Washington DC. The access program at Census is
expanding and projects are being approved and there seems to be more interest in subject

matter research at other statistical agencies. (See www.bls.gov)
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12) Looking Ahead; a Concluding Comment

Much of the easy fruit has been picked in the sense that we have identified the
importance of longitudinally based economic statistics like gross job flow and entry and
exit statistics. The work to date also has identified the pervasiveness differences in
establishment characteristics and performance, even within narrowly defined industries.
These insights will continue to guide research projects as well as the production of
statistics. But we have also learned that linking data across surveys and agencies is a key
to continued improvement in our understanding of the economy and the creation of new
statistics. For example, developing data sets that link information on the performance of
business units to the characteristics and pay of individual workers at those units are
needed to evaluate training and hiring programs, business organizational issues and many
other issues. Developing these kinds of data sets has raised new issues, since they
typically require linkages of data across programs and agencies with differing
authoritative interpretations and practices. Although resolutions of inevitable conflicts
maybe difficult to obtain, they should be pursued.

Working out procedures for access has been a major issue for the Census Bureau
and the IRS in the past four or five years. Completion of this process has resulted in new
operational standards for access at the Center for Economic Studies. The new standards
place more emphasis on the needs of the statistical agency. As such, projects must have a
“predominant” purpose of increasing the utility of Title 8 data. (See

http://www.ces.census.gov/ces.php/home)
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In the past, scientific merit and an agreement by the subject matter specialist to
apply the results of her findings to improve census programs, data, and products, was the
operable standard. The working assumption was that an empirical subject matter project
of scientific merit using the confidential microdata would provide important benefits to
the data programs of the agency. In practice this standard appears to have worked to
improve data programs. One can appreciate a system that values projects according to
their utility to the statistical agency. However, projects with great promise for expanded
understanding and only some benefits need not be excluded automatically.

While the list of criteria for deciding whether a project fits the new standard
includes virtually all of the benefits that have traditionally been associated with subject
matter research, the new standard still appears quite restrictive. In particular, the
uncertainty of research often means the full benefits of a project cannot be foreseen at the
outset of a project. In some cases it may take several complementary projects before the
statistical agency receives significant benefits. Analytic projects that provide greatly
expanded understanding and relatively fewer, but positive, foreseeable benefits to the
data programs may ultimately yield greater benefits to data programs. Furthermore, there
have been some disturbing word of mouth reports from some researchers about the
difficulty of getting projects approved. Some of this undoubtedly came during the early
days of the transition when some projects were dropped from the access program. Some
projects appear to have suffered extensive delays and, while it is hard to document, there
also appear to have been some projects that had to be abandoned.

It is clear that the process of gaining access to census data has become more

standardized in recent years and requires more explicit and well-documented proposals.
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This is something that was surely needed. CES was much too informal in its earliest
days, in part because the resources for running the program were woefully short,
particularly as the program grew and expanded to research data centers located away
from headquarters and to databases beyond the economic programs area.

It is too early to draw conclusions about the ultimate effect of the new procedures.
The steady flow of new projects and the pending opening of the New York Research
Data Center bode well for the future. Still, it is troubling that the criteria developed to
determine whether proposed projects will receive access to critical data continues to favor
those employing traditional statistical methodologies rather than analytical projects that
offer the promise of greatly expanded understanding.

Analytic research, including evaluation of non-sampling error and issues of
whether the actual measures created from the data are conceptually appropriate for the
policy issues of interest, are not explicitly mentioned. There also is no explicit
recognition that output of research is uncertain. Long-term benefits and new products are
often not obvious at the outset of a project. Just as business must undertake research
projects that may or may not yield products or services that fit the company’s business
model, projects with scientific merit may eventually generate enormous benefits, even

though the ex ante value to the statistical agency may be somewhat speculative.
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Endnotes

IjThe Conference Board, robert.mcguckin@conference-board.org

" The Census Bureau, in addition to its own programs, undertakes data collection programs for other major
governmental agencies and some private organizations. (See “Statistical Programs of the United States”
(2004))

* The decentralized system is a continuing source of debate and controversy. I deal with it here
tangentially.

3 There is a well codified and researched guide to principles and practices for federal statistical agencies,
now in second edition, and widely used to evaluate statistical agencies and to guide the development of
new ones (National Research Council (2001)). See pages 36-38 for an overview of coordination activities.
* A more extensive discussion of the case for a strong presence in data collection by federal statistical
agencies can be found in Private Lives and Public Statistics (1993). A key aspect of the argument is the
idea that federal statistical agencies are independent of the policy process (to ensure professionalism and
impartiality).

> The cost of provision of statistical information is not free and can, in principle be undertaken through
private parties as long as property rights in the information are available. Such possibilities seem difficult at
best, particularly given the importance of information to democratic processes.

% While programs and surveys designed to support specialized programs such as the research and
development surveys created for the NSF, they also benefit from the data and analysis derived from other
programs. The CES provides one method for sharing this data across programs.

" Many private sector organizations conduct surveys with confidential guarantees to respondents. While
many of these efforts are one-time surveys of limited scope, there are many exceptions; The Conference
Board’s nationally representative sample of consumers undertaken monthly with NFO, and the many
regular polls undertaken by private survey organizations for foundations, research organizations and news
and media outlets, for examples.

¥ It is virtually impossible to recover information on individual observations from a regression equation in
which the number of data points is substantially larger than the number of parameters estimated. Moreover,
the R-squared values are almost always not close to one. See McGuckin and Nguyen (1990), National
Academy of Sciences (2003), and Statistical Policy Office (1994)

? Feenstra Technologies, Germantown, Maryland.

' The relevant law is Title 13, U.S.C., Section 214. Violations are punishable with a fine of not more than
$5,000 and imprisonment of not more than five years, or both. For mixed Census and tax data, Title 26
comes into play.

"' See Census Bureau Website (www.census.gov) for an example of the procedures involved.

2 This formulation of the benefits of analytical research is taken from my testimony to the OECD in 1994
(McGuckin (1994). See also Triplett (1991) for a discussion of the importance of analytic research.

" In fact, the U.S. Bureau attracted several surveys because the CES offered the possibility of analytic
work with the survey microdata linked to the longitudinal microdata collected in the Censuses and surveys.
Such linked data make it possible to design surveys in a more cost-effective manner and provide analytical
benefits beyond those available in simple surveys. See McGuckin (1995).

' In this regard, mechanisms that ensure that there is independence and wide dissemination of research
results are essential. The statistical agency is not the body to deal with the quality of the research. In the
absence of freedom to publish findings independently of the statistical agency, researchers are not likely to
become a part of the program. See McGuckin (1992).

'* This is not to suggest that statistical agencies do not require analytic specialists. Analytic subject matter
specialists are needed at the statistical agencies to evaluate projects. This ensures that the quality of the
research undertaken is high and, more important; the agency is able to reap the benefits of the research
projects.
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' This kind of feedback circuit is increasingly being observed in business. A substantial fraction of the
productivity gains attributable to information and communication technology are associated with services
sectors, particularly the intensive users of these technologies. See Ark, B, van, et.al (2002), Brynjolfsson
and Hitt (2000), Bosworth and Triplett (2001), McGuckin and van Ark (1999).

"If new series needed to be developed from the underlying microdata collected in federal agency surveys,
then the work could only be accomplished if the agency did it or provided access to the data for the
Conference Board.

'8 See Davis, Haltiwanger and Schuh (1995)

" There are public use data files of establishment data outside the United States. For example, Millward
(1993) discusses the British Workplace Industrial Relations Surveys (WIRS) and the conditions under
which they are made available. However, the United States has a different legal environment, and the
WIRS data sets are based on small samples. For large samples, it is still unlikely that public use files will
be released in the foreseeable future in the United States.

20 Today research is just getting underway based on files linking individual data on individuals with the
businesses they work with. This brings the product and labor markets together and is already yielding
many new insights.

2'Much of this data is in the public domain because regulations require disclosure and transparency in
public corporations.

*? In addition, many issues require information about the structure of the family. For example, some recent
work focuses on the order and nature of siblings as a determinant of educational attainment and success.

(See (Conley (2004)) This is similar to the need to open the black box called the firm.
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