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Chupter 3 

JOB GAINS AND JOB LOSSES IN FIRMS 

A. INTRODUCTION AND MAIN FINDINGS 

The 1987 Employment Outlook contained one of the 
first comparative studies of the processes of job creation 
and destruction which underline changes in net employ- 
ment. Interest in such analysis has grown in recent years, 
spurred by policy concerns with understanding the pro- 
cess of job creation and the availability of new data 
which throw light on the process. 

The aim of this chapter is to highlight several issues 
surrounding job creation and destruction. Section B 
examines the issue of cyclical and structural change as 
reflected in the observed fluctuations in job turnover 
and its components. Section C focuses on the relative 
importance of inter-industry and intra-industry flows in 
accounting for job turnover. Section D analyses new 
establishments, especially their survival, growth and 
death. Section E examines a topic which has given rise to 
much controversy in both the acidemic literature and 
policy debate: the role of small establishments in the 
process of job creation and job destruction. Conclusions 
are contained in Section F. 

Evidence presented in Section B suggests that the 
rate of employment gains from the opening of new estab- 
lishments in a number of countries is associated with the 
trend in net employment growth, while expansion and 
contraction of existing establishments dominate cyclical 
movements. The employment gains recorded in a number 
of OECD countries during the latter ha11 of the 1980s 
were largely driven by the expansion of existing estab- 
lishments or their reduced rate of contraction, while 
employment gains from the creation of new establish- 
ments remained relatively constant over this period com- 
pared with the early 1980s. 

Analysis of job turnover data has led to considerable 
debate concerning the degree to which they reflect struc- 
tural change. There is also debate on the “timing” of 
structural change: is it triggered by downturns or is it a 
more continuous process? Due partly to inadequacies 
with current databases, it is rather difficult to provide 
clear answers to these questions. However, there is evi- 
dence of structural change in the correlation of openings 
with trend employment change and also in other existing 

research [Baldwin and Gorecki (1990); Robson et al. 
(1993)l. This chapter also finds that cycIical downturns 
are driven by increases in contractions and declines in 
expansions among existing establishments. Part of this 
reflects structural change occurring in recessions, e.8. the 
weeding out of less efficient firms. Canada, Finland and 
Sweden seem to have expcrienced unusually large 
increases in job losscs during the most recent recession. 
There is evidence that the process of structural change 
may be protracted, with replacement o€ lost jobs coming 
gradually through the opening of new establishments, 
many of which will subsequently close. 

Section C presents evidence that turnover within 
industries explains the vast majority of overall turnover. 
This suggests considerable heterogeneity in establish- 
ment behaviour, and underscores the difficulty in fully 
understanding labour market dynamics in the absence of 
establishment-based data. 

Some important findings on the “demography” of 
establishinents emerge from Section D. First, the number 
of establishments present at the beginning and end of 
each year is much larger than the number of establish- 
ments either entering or leaving the pool. Second, each 
year in every country new establishments tend to be 
created at a fairly constant rate - 9-19 per cent of the 
existing pool. However, they also exhibit high mortality 
rates. Only one new establishment in two seems to sur- 
vive into its fifth year. The policy implications of such 
high birth and death rates are far from obvious. Can 
poky-makers justify using resources to encourage high 
birth rates, knowing that success will likely entail a large 
number of business failures? On the other hand, it is not 
clear that policy-makers have sufficient knowledge to 
“target” policies towards entrepreneurs likely to be 
successful. 

However, in analysing the policy experience of the 
past two decades, one major message does emerge. This 
is the need, in many OECD countries, to create a network 
of local strategic resources - business services, access to 
universities and centres of technological expertise and 
good physical infrastructure - to increase the chances of 
new firms surviving and prospering. Corporate network- 
ing and encouraging close interaction between large and 
small firms do seem to facilitate success. 
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The final important result conccrns the job creation 
ability of small establishments (Section E). I1 is often 
claimed that thesc are disproportionately (some would 
say completely) responsible for net job creation. Such a 
conclusion, however, often arises from the inappropriate 
use of statistics or a narrow interpretation of them. Statis- 
tically, it is difficult to weigh properly the contribution of 
establishments of different sizes to net job creation. A 
more correct statement is that small establishments are 
disproportionately responsible for both gross job gains 
and losses. The latter is partly due to the relatively high 
mortality rate of new, small establishments. 

As with policies to encouragc new firm births, the 
differcnces in existing small establishments makes it dlf- 
ficult to tailor effective pvlicies that are generally appli- 
cable to all small establishments taken as a group, It 
might be preferable to try to distinguish particular sub- 
groups of small establishments facing similar problems, 
like their newness or their difficulty in growing. Because 
of high volatility, jobs created by small firms as a rule do 
not last long. Special assistance in terms of training 
might be offered to employees in small firms, which 
typically do little training, to enhance their versatility. 
Even if internal labour mobility is a possibility offered 
mainly in larger firms, institutions promoting a network 
of partners among local, national, public and private 
actors, including small and large firms, can help Lo raise 
the quality of small firms and their workers, perhaps 
leading to some reduction in the flows from jobs to 
unemployment. 

B. OVERVIEW OF JOB GAINS AND JOB LOSSES 

The traditional focus on nel change masks much of 
the dynamics of employment. Regardless of whether net 
ernploymcnt i s  rising or falling, large numbers of jobs are 
being created and destroyed. Attempts to understaiid this 
process of job turnovcr have resulted in a considerable 
theoretical and empirical litmature. In particular, analysts 
have been preoccupied with the cxtent to which turnover 
is cyclical or structural, and with whether structural 
change is or is not driven by cyclical downturns. This 
section attempts to shed some light on the dynamics of 
job turnover, first by examining its extent and differences 
across countries, and then by considering how different 
components of turnover behave over the cycle. 

1. Concepts and measurement 

“Jobs” in this chapter are defined as filled cmploy- 
ment positions. Job twnover is based on comparisons of 
the stock o l  employment in each establishment or enter- 
pi-ise at two points in time. However, because only net 

job changes within each establishment arc counted, true 
job turnover is underestimated. In addition, changes in 
unfilled vacancies are not included in job turnover. Job 
turnover is distinct from labour turnover, which measures 
the movement of individuals into and out of jobs. 

As shown in Chart 3.1, establishments may be clas- 
sified into one of four categories: opening (block A), 
expanding (block C), contracting (block D) and closing 
(block B). The sum of these four components (without 
regard to sign) represents job fwnuver (block I). The 
difference bctween these four components is equivalent 
to the net employmcnt change (block I). 

Finally, there is the concept of excess job turnover 
(block K). This is the difference between total job 
turnover and the absolute value of net employment 
change (in Chart 3.1 block I - block J).’ This measure 
captures the dispersion of establishment growth rates 
around the mean rate of employment change. Impor- 
tantly, this both reflects differing circumstances facing 
establishments and implies that establishments within 
industries, regions and size classes are not homogeneous, 
as is traditionally assumed in economics. As Hamermesh 
(1993) has pointed out, this means that there is no “rep- 
resentative establishment” in an industry. 

This chapter focuses on employees in the private 
sector excluding primary industries, public administra- 
tion and non-market services. The self-employed arc also 
excluded. Analysis was undertaken at the establishment 
level as far as possible with the exceptions of Canada, 
Italy and the United Kingd0rn.l Further details on the 
data sources and definitions are contained in Annex 3.A. 
For a number of reasons, these data cannot be fully 
standardized; therefore, cross-country comparisons must 
be made with great care. 

2. Cyclical and structural influences on turnover 

High job turnover relative to net employment 
chaige is found in most economies. Table 3.1 and 
Chart 3.2 show rates of job turnover and its components 
for the second half of the 1980s into the early 1990s for 
ten OECD countries. The annual rate of turnover usually 
averaged 20 per cent or more of total employment (for 
those countries with establishment data, the figure ranged 
from a low of 17 per cent in Germany to 30 per cent in 
Denmark). In other words, each year an average of one in 
five jobs changes. Net employment change ranged from 
-1.6 per cent annually in Finland to 2.6 per cent in 
Canada and the United Srntcs. Results foi- the United 
States should bc treated with considerable caution as is 
outlined in Ihe box “Difficulties in the accurate measure- 
ment of the components of job turnover”. New Zealand 
stands out as having particularly high turnover (36 per 
cent) as well as a marked decline in net employmcnt 
( 4 . 1  per cent annually) over the period 1987-1992, as a 
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Chart 3.1 

Components of job turnover 
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a) Absolute values. 
Source: OECD Employment Outlook, September 1987. 



Table 3.1. Job gains and job losses“ 
Averagc annual rates as a per ccnt of tootdl employinent 

Gross job gains 
Openings 
Expansions 

Cross job losses 
Closures 
Contractions 

Net employment change 
Net entry 

Nct expansion 
(openings less  closures) 

(expansions le.ss contractions) 

Job turnover 

Base period employment (thousands) 

New United United 
Kingdomh, States‘ Canada” Denmark Finland France Germany Italy zealand Sweden 

1983-91 1983-89 1986-91 1984-92 1983-90 1984-92 1987-92 1985-92 1985-91 1984-91 

14.5 16.0 10.4 13.9 9.0 
3.2 6.1 3.9 7.2 2.5 

11.2 9.9 6.5 6.7 6.5 

11.9 13.8 12.0 13.2 7.5 
3.1 5.0 3.4 7.0 1.9 
8.8 8.8 8.7 6.3 5.6 

2.6 2.2 -1.6 0.6 1.5 

0.2 1.1 0.5 0.2 0.5 

2.4 1.1 -2.1 0.4 0.9 

26.3 29.8 22.4 27.1 16.5 

7 034 1447 1 308 12 778 16350 

12.3 
3.9 
8.4 

11.1 
3.8 
7.3 

1.3 

0.2 

1.1  

23.4 

8 381 

15.7 
7.4 
8.3 

19.8 
8.5 

11.3 

4 . 1  

-1.1 

-3 .O 

35.5 

828 

14.5 8.7 13.0 
6.5 2.7 8.4 
8.0 6.0 4.6 

14.6 6.6 10.4 
5.0 3.9 7.3 
Y.6 2.7 3.1 

-0.1 2.1 2.6 

1.5 -1.2 1.1 

-1.6 3.4 1.5 

29.1 15.3 23.4 

2 306 16 744 85 824 

a) Sampling months/periods vary across countries as follows: Canada: annual averages; Denmark: November; Finland: annual averages; France: December; Germany: 
June; Italy: December; New Zealand: February; Sweden: November; the United Kingdom: December; and the United States: December (June in 1989 and 1991). 

b) Data refer to firms. 
c )  These data should he treated with caution. See box entitlcd “Difficulties in thc accurate measurcmcnt of the components of job turnover: an example from the 

United Statcs”. 
Sources and notes: See Annex 3.14. 

consequence of both a pronounced cyclical downturn and 
structural change. 

Some insight into job turnover can be gained by 
looking at the magnitude of gross job gains (openings 
and expansions) and gross job losses (closures and con- 
tractions). The annual rate of job gains in establishments 
ranged from 9 per cent in Germany and the United 
Kingdom to 16 per cent in Denmark. The rate of job 
losses averaged slightly less, ranging from 7 per cent in 
Germany and the Unied Kingdom to 15 per cent in 
Sweden. The magnitude of job losses can be viewed as 
the target for the number of new jobs that must be gener- 
ated if empJoyrnent is not to decline. However, high job 
gain rates also seem to imply high loss rates and vice 
versa. 

There is a considerable literature attempting to 
explain the magnitude of and fluctuations in job turnover 
and its four components [Davis and Haltiwanger (1990, 
1992); Baldwin and Gorecki (1990); Blanchard and 
Diamond (1990); Boeri and Cramer (1992)l. This 
research has focused, in particular, on the extent to which 
turnover may be characterised as driven by structural or 
cyclical influences. It has also been concerned with 
analysing the timing of structural change: is it a continu- 
ous process? Does it tend to be concentrated in reces- 
sions? Do some of the components of job turnover better 
represent structural as opposed to cyclical influences? 

Two streams have developed in the literature. One 
sees structural change in employment as a continuous 

process, an integral feature of a market economy [Boeri 
and Cramer (1992); Baldwin and Gorecki (1990)l. It 
emphasizes the importance and stability of establishment 
openings as the primary means through which structural 
changes are diffused in an economy. In this view, the 
trend in net employment change is driven mainly 
by job creation among new establishments. This holds 
not only for the economy as a whole, but also as the 
primary factor underlying differential job change across 
industries. 

Another, though not mutually exclusive, view is that 
structural change is concentrated in cyclical downturns 
[Davis and Haltiwanger (1990, 1992); Blanchard and 
Diamond (1990); Davis et al. (1994)l. The second stream 
analyses whether annual job turnover increases in reces- 
sions due to larger increases in job losses than declines in 
job gains. As one would expect job gains to be as likely 
to fall in a downturn as job losses to rise - either leading 
to a decline in net employment growth - a finding of 
asymmetry might be considered an indication of struc- 
tural change. Davis and HaItiwanger (1990, 1992) found 
evidence of this process in U.S. manufacturing. 
Blanchard and Diamond ( 1  990) suggcst that recessions 
are a time of cleaning up, when industry restructuring is 
produced by increased competition for a dwindling mar- 
ket. Restructuring based on the technological obsoles- 
cence of older establishments could also be delayed until 
recessions. Davis and Haltiwanger (1992) found that 
large older plants account for the marked rise in job 
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Chart 3.2 

Canadab 

1983-1991 

Denmark 

1983-1 989 

Finland 

1986-1 991 

France 

1 984-1 992 

Germany 

1983-1 990 

Italyb 
1984-1992 

New Zealand 

1987-1 992 

Sweden 

1985-1 992 

United Kingdom', 

1985-1991 

United States' 

1984-1991 

Job gains and job losses 

Average annual rates as a per cent of total employment 

-1 5 -1 0 -5 0 5 10 15 

-5 0 5 -1 0 -1 5 10 15 

Establishment openings 

Establishment expansions 

Establishment closures 

Establishment contractions 

a, b, c) See notes to Table 3.1. 
Sources and notes: See Annex 3.A. 



Difficulties in the accurate measurement of the components of job turnover: 
an example from the United States 

Data for the United States used in this chapter are based on information collected by Dun and Bradstreet Corporation 
and developed into a database by the US.  Small Business Administration (SBA). (These data are no longer used by the 
SBA.) The database does have problems and the results for the United States, as well as their comparison with other 
countries, should be treated cautiously. 

There are reasons to believe the Dun and Bradstreet database has several important drawbacks vis-6-vis administra- 
tive and survey data sources used for other countries: 

- The data for openings and closures are particularly weak. Openings are based on the entries recorded in Dun and 
Bradstreet filcs. CIosures are based on the failure to revise a record. However, the critcria are not clcarly defined, 
Changes in location or lcgal status or both are believed to have resultcd in the overstatement of openings and 
closures. Little is known about lags between the actual opening or closing of businesses and their being recorded in 
Dun and Bradstreet files. 

- Employment data are missing for about 12 per cent of establishments, while employment totals are missing for 
about 13 per cent of firms. Among multi-establishment firms, comparison of a firm's recorded employment with 
that derived from adding up employment in the relevant establishments reveals that firm totals are both over- and 
underestimated in a significant proportion of cases. 

- The coverage of small service sector firms is incomplete. 
- While sampling takes place in December, the underlying data are updated on a continuous basis so that employ- 

ment actually refers to various points during a year rather than a particular point in time, which is the case with 
other data sets. 

- Calculations of job turnover are made every two years {and then annualised), which influences results relative to 
othcr countries where turnover is based on annual calculations. 

It is possible that data in this chapter for the United Kingdom, which are also drawn from information compiled by 
Dun and Bradstreel, have many of the same weakncsscs. 

The figures below compare job turnover from the Dun and Bradstreet filcs for inanulacturing with the Longitudinal 
Research Database (LKU) developed by thc U.S. Bureau of the Census based on census and survey data which refer to 
March. The focus is on manufacturing because the LRD is limited to that sector. 

Dun and Bradstreet 1984-1988 LRD 1985-1988 

Gross job gains 
Openings 
Expansions 

Gross job losses 
Closures 
Contractions 

Net employment change 

Job turnover 

Base period employment 
(thousands) 

Average annual mtes as a per cent of manufacturing employment 

11.6 8.3 
7.7 1 .h 
3.8 6.7 

10.6 
7.4 
3.2 

103 
2.7 
7.6 

0.9 -2.0 

22.2 18.6 

22 700 16 382 

While the estimates of job turnover do not differ greatly, there are large dissimilarities in the components. The LRD 
does not suffer from many of the problems of the Dun and Bradstreet files. It is based on business surveys designed to 
provide a statistical portrait of manufacturing: the quinquennial Census of Manul'acturcs and the Annual Survey of 
Manufactures, verified by using administrative data. Given that the LRD excludes establishments with fewer than five 
employees, esrimatcd employment in manufacturing is mure consistent with the OECD figure ( IS  965 000 in 1985) than 
that given by Dun and Bradstrcct. More particularly, the criteria for measuring opcning and closures are fairly well defined 
in the LRD, and this is where the two databases seein to differ most. Openings and closurcs are identified by using 
information on plant location, company ownership and codcs entered on the tape tracing plant history, to distinguish these 
events from legal changes. 
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Table 3.2. Main results from selccted studies of job turnover 

.lob turnover is counter-cyclical 

Davis and Haltiwanger (1990, 1992) 
Davis, Haltiwanger and Schuh (1994) 
Country United States 
Sector Manufacturing (establishments) 
Data 
Periods 

Blanchard and Diamond (1990) 
Counrry United Statcs 
Sector Manufxturing (cstablishnw~ts) 
Dala LKD 
Periuds 

Caballero and Iiammour (1991) 
Country Unilcd State? 
Sector Manufacturing (establishments) 
Data LRD 
Periods 

Violante and Prat (1992) 
Country Italy (Turin region) 
Sector Private economy (firms) 
Data National Institute for Social Security 

(INPS) 
Periods 1978-1989: annual 

Knnings (1993) 
Country United Kingdom 
Sector Manufacturing 
Ontu 

Periods 

Longitudinal Research Data file (LRD) 
1972 Q1-1986 Q4: quarterly and annual 

1972 Ql-lYS5 Q4: quarlerly and annual 

1972 42-1986 43: quarterly and annual 

Sample of 993 (large firms) and Workplace 
Industrial Relations Survey (WIRS) 
1972-1986: annual and WIRS 1980, 1984 
and 1990: annual 

- Job turnover negatively correlated with net employment change. 
- Persistent establishment level changes. 
- Concentration of gains (losses) among rapidly growing (declining) establishments. 
- Most turnover is intra-industry and shifts across industries and categories based on 

- Job turnover accounts for 30 to 50 per cent of labour turnover. 

- Job turnover is negatively correlated with net employment change, a result 

size, age, region and ownership account for relatively little turnover. 

primarily due to the 1981-1.982 recession. 

- Providc an explanation for counter-cyclical pattern in job turnover. 
- Responses to demand fluctuations through job creation have an insulalhg effect 

on job losses in existing establishments. Costs of job creation during upswings 
delay restructuring until downturns. 

- Job turnover is weakly negatively correlated with total net employment change; 
correlation stronger in manufacturing; positive correlation for small firms, negative 
for large. 

establishment age and size categories. 
- A relatively high proportion of turnover is explained by shifts across industry, 

- Job turnover is negatively correlated with net employmcnt change. 
~ Sectoral and aggregate shocks explain most of the variation in job turnover over 

- Sob gains md losses persist in subsequent periods. 
time. 

Gavosto and Sestito (1992) 
Country Italy 
Sector Private economy (firms) 
Data INPS 
Periods 1985-1990: monthly 

Job turnover is not counter-cyclical 

- Job turnover in manufacturing display a pro-cyclical pattern. 
- Simulations point to noticeable costs of adjustment, particularly among large 

firms. 

Bneri (forthcoming) 
Countries Canada, France, Germany, Italy, Norway, 7 OECD countries. 

Sector Private economy 
Data Various, see Annex 3.A. 
Periods Various: annual 

- There is not a strong correlation betwccn turnover and net employment change in 

- Inter-industry turnover is more cyclically sensilive thm intra-industry turnover. Sweden, United States 

Importance of the entry of new establishments 

Baldwin and Gorecki (1990) 
Country Canada employment change across industries. 
Sector Private economy (firms) 
Data Longitudinal Employment Analysis 

Program (LEAP) file 
Periods 1970-1981, 1978-1986: annual 

Boeri and Cramer (1992) 
Country Germany 
Sector Private economy (establishments) thc wend. 
Data 

Periods 1977- 1990: annual 

- Entry and, to a lesser extent, exit are the main sources of differences in long-term 

- Short and long-term entry and exit rates are similar. 
- Expansion and contraction in existing firms dominate short-term job flows but 

expansions are likely to be followed by contractions and vice versa. 

- Establishment openings are correlated with the trend in employment changc and 
expansion of existing establishments is correlated with cyclical variation around 

Employment Statistics Register of the 
Bundesanstalt fur Arbeit 
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Table 3.2. Main results from selected studies of job turnover (Corzt.) 

Other issues 

Dunne, Roberts and Samuelson (1989) 
Country United States of excess job turnover. 
Sector Manufacturing (establishments) 
Data Census of Manufactures 
Periuds 

Baldwin, Dunne and Haltiwanger (1993) 
Country IJnited States and; Canada 
Sector Manufacturing (firms) 
Darn Unitcd States, L W  modilied; Canada, Canada. 

Periods United States 1972- 1956: annual Urrited States. 

- Shifts across industry. region and age of establishment accounted for 54 per cent 

1963, 1967, 1972, 1977 and 1982 

- Job turnover is negatively correlated with net employment change in 

~ Job loss rates in  the United States arc affected 'more by business cycles than in 

- Einploymeint changes coming fi-om entry and cxit are similar in Canada and the 

~ Intra-industry movemcnts account for most turnover in Canada. 

the United States, bul. not i n  Canada. 

Annual Ccnsus of Manufacturers 

Canada 1970-1987: annual 

Blanchflower and Burgess (1994) 
Country United Kingdom 
Sector All sectors (estabiishments) 
Data WIRS 
Periods 1980, 1984, 1990: annual 

- Both job gains and losses are concentrated close to the mean as well as in plants 

- Just 4 per cent of all continuing establishments accounted for over half of job 
growing or declining rapidly. 

turnover in these establishments. 

losses in downturns, which one would tend to associate 
with st,ructural change. A brief summary of findings of 
relevant studies is contained in Table 3.2. 

i) Structural change us LI cun!inuou.s process: 
the role of new establishments in job growth 

Structural change is often viewed as being related to 
the trend in net employment growth. Examining the rela- 
tionship between the four components of job turnover 
and the trend in employment change can shed light on 
this. Table 3.3 present? rewlts of correlations of the four 
components of job turnover with four specifications 01 
the trend in empluyrnenl change and four corresponding 
dcviatioiis from these trends. Unfortunatcly, adequate 
tirne-serics data are only available [or three countries. 
The results indicate that, for Canada and Germany, opcn- 
ings were positively correlated with the longer-term trend 
in net employrrierit change. There was no relationship in 
Norway in manufacturing and mining only.3 In all these 
countries, expansion and contraction of existing estab- 
lishments were correlated with deviations from the trend 
or the cyclical component of the change in net employ- 
ment. Closure of establishments showed little correlation 
with either measure. 

As there is some evidence that job gains stemming 
from openings are morc clo~ely related to the trend in 
employment growth, it is uscful to compare the 
cxpaiisionary perjod of 1984-1989 with the longer-term 
pattern. Data (not shown here) are only available [or a 
sufficiently long period for Canada (1977-1991), 
France ( 1  977-1992), Germany (1977- I990), Norway 
(1976-1986 manufacturing and mining) and the IJnited 

Statcs (3976-1991). Between 1984 and 1989, the contri- 
bution of new firms to the change in eniploymenI 
i-emained close to its long-term avcrage in Canada, while 
in Germany and Norway it rose only slightly. Job gains 
from expanding establishmenth rose above the long-term 
average while losses from contracting ones declined 
almost every year between 1984-1989 in Canada, 
Germany and Norway and accounted for most of the 
increase in net employment change. In France, increased 
expansion accounted for most of the increase in net 
change between the cyclical trough in 1985 and the peak 
in 1989.4 In the United States, change due to openings 
accounted for more than the total increase in net employ- 
ment growth, reflecting unusual cyclical volatility. Over- 
all, the fluctuations in the rate of openings do not account 
for much of the risc in net employment change during 
1984- 1989, suggesting that improved employment 
growth was principally the result uf the cyclical upswing. 

If the contribution of opeiiiiigs to employment is in 
f x t  related to the trend in eniployinent change, do econo- 
mies in which this contribution is higher also have a 
higher trend in net employment change? Within Europe, 
the change in employment from openings varied widely, 
accounting for annual average gains of between 2.5 per 
cent in Germany and 7.2 per cent in France during the 
mid-1980s to early 1990s. Closure of establishments 
resulted in annual employment losses in the range of 
3.9 per cent in Germany to 7.0 per cent in France. This 
wide disparity in opening and closing rates reflects differ- 
ences in both economic striictures and measurement; 
thus, accurate comparisons are hamdous. 

In this context, the United States is often compared 
with Europe. Howcver, data for the United States are 
considerably less coruparable than thoce for other coun- 
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Table 3.3. Components of turnover and the trend and cycle in employment growth" 

Canada 1977- 195, I 

All industries Tieoil 1 Trend 2 Tiend 3 Trend 4 Cycle 1 Cycle 2 Cycle 3 Cycle 4 

Opening firms 
Closing firms 
Expanding firms 
Contracting firms 

0.725" 0.725" 0.643' 0.440 0.379 0.374 0.104 0.121 

0.549 0.522 0.357 0.000 -0.038 -0.077 -0.242 -0.214 

0.599* 0.637* 0.758** 0.797** 0.907** 0.863** 0.681" 0.698" 

0.176 0.093 -0.145 -0.445 -0.786** -0.802** -0.907** -0.912** 

Germany 1977-1991 

All industries 'Tiand 1 Trend 2 'Tsend 3 Trend 4 CYCk 1 Cycle 2 Cycle 3 Cycle 4 

Opening establishments 0.841 "* 0.868"" 0.808** 0,747** 0.330 0.302 0.275 0.335 
Closing establishments 0.390 0.264 0.088 -0.01 I -0.258 -0.302 4.313 -0.209 
Expanding eslabl i shmen 1s 0.407 0.533 0.582' 0.555 0.9344'" 0.9564'* 0.951** 0.945'": 

Contracting establishments -0.610" -0.72W -0.813'" -0.819"" -0.830** -0.784*" -0.753** -0.747"" 

Norway 1976- I986 

Manufacturing and mining Trend I Trend 2 Trend 3 Trend 4 Cycle I Cycle 2 Cycle 3 Cycle 4 

Opening establishments 0.139 0.285 0.491 0.515 0.261 0.261 0.212 0.1 15 
Closing establishments -0.394 -0.309 -0.127 -0.09 1 -0.091 -0.09 1 -0.176 -0.236 
Expanding establishments 0.176 0.418 0.721" 0.842" 0.818" 0.818" 0.806" 0.745" 
Contracting establishments -0.030 -0.176 -0.394 -U.600 -u.y03** -u.y~3** -u.915** - 0 . 9 5 2 ~  

* Inilicaiec eignilicari( ai 5 per ceni Isvel ucirip Ihc r iec~,  
**  indiciites Fignitic;int :it 1 pcr CCN level  using the I test. 
a) As oullined in Boei-i and Crainer (l992), the analysis involves applying ~ h c  pl-rmdtire developed iii llodrick and Prescott (1980) tn fit a smooth curve through a data 

scries, here cmploymenl. The shapc of Lhc Lrcnd linc cslirnaicd by Ihc Hodrick-Frcscntt filter is crucially dependent on an exogenous paranierer B which embodies a 
trade-off between the fitting of the stria atid the snioothness of the trend. Kesulis are baaed on lour values oL B which diminish in the cxient lo which thcy smoolh 
the trend line that is estimated. Trend 1 is the strongest (B = 100) while Trend 4 (B = 4) is c1ores1 Lo observed enrpluyrmr~l. Cycle I corresponds to Trend I and 
reflects the largest deviations frnm the. trend, while Cycle 4 has the smallest devialinns from ihe tend. 

Sources und iioles: SCC Anncx 3.A. 

tries. At the establishment level, research shows little 
difference in the rates of employment change from estab- 
lishments opening and closing in manufacturing in either 
Canada or thc Unitcd Statcs [Baldwin et al. (1993)l.' 
Canadian data can thus serve as a substitute for the 
IJnited States data i n  a coinptlrison with Europe. 
Denmark, Finland and Sweden have the moqt rigorous 
definitions of establishment openings. Although not 
shown here, calculations reveal [hat employment gains 
through establishment openings in Canadian manufactur- 
ing are similar to those in Finland and below those in 
Denmark and Sweden. The same is true for establishment 
closures. On this basis, it seems that the manufacturing 
sector in North America is no more dynamic in terms of 
openings and closures of establishments than a sample of 
Nordic countries. 

While the identification of establishment opening 
with structural job turnover is the major argument in 
favour of structural ckangc a& a continuous process, 
OECD (1987), in another context, also emphasiLed high 
non-cyclical turnover. The assumption was that the rate 
of job losses at cyclical peaks and the rate of job gains at 
cyclical troughs are determined by non-cyclical factors, 

and so what remains can be considered cyclical. This 
approach indicated that approximately 80 per cent of all 
tuwovcr was non-cyclical. Updating these calculations 
shows similar results (see Chart 3.3). Bearing in mind the 
difficulty of making comparisons, the data suggest that 
European economies have a higher proportion of non- 
cyclical turnover or that turnover fluctuates more over the 
cycle in North Arneiica. 

In sum, openings were relatively stable during the 
latter half of the 1980s in most countries. Thc main 
source of the increase in employment was the expansion 
of existing establishments. This indicates the importance 
of cyclical conditions in explaining employment change 
over this period. 

ii) Stnrcturnl job turnover concentrated in cyclical 
downturns 

It is difficult to study empirically whether observed 
job turnover is counter-cyclical or not because of the lack 
of sufficiently long time-series data. Thc most significant 
movements in turnover took place during the recessions 
01 1981-1982 and 1990 onwards. Yet, these two periods 
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Chart 3.3 recession, widespread increases in turnover are not evi- 
dent. The exceptions are Canada and to a lesser extent 
Finland where turnover rose significantly. Non-cy clical t u r novera 

Percentage of total turnover 

3. Implications 0 20 40 60 80 100 

The stability of the rate of employment gains stem- 
ming from new establishments, even during the boom 
period of the late 1980s, suggests that it may be difficult 
to influence that rate by policy. However, understanding 
the factors underlying this process remains rudimentary. 
The importance of the incrcased expansion (and reduced 
contraction) of existing establishments in bringing about 
increased rates of employment change in the latter half of 
the 1980s suggests that there was a risk that these new 
jobs would disappear in a recession because of the cycli- 
cal sensitivity of gains from this source.’ 

If there is asymmetry in the process of change 
between concentrated job losses and gradual job gains, 
then adjustment is a protracted process. New jobs will 
eventually emerge through the opening of new establish- 
ments; however, permanent gains are gradual, given the 
high closure rates of new establishments. 

C. INDUSTKY PATTERNS OF TURNOVER 

0 20 40 60 80 100 

a, b. c) See notas toTable 3.1. 
Sources and notes: See Annex 3.A. 

cannot be statistically isolated from the remainder of the 
time-scrics. Most studies have made use of rank correla- 
tions between turnover and net employment change, an 
approach that has led to inconclusive results [Davis and 
Haltiwanger (1990, 1992); Gavosto and Sestito (1992); 
Violante and Prat (1992); Baldwin et al. (1993); Konings 
(1993); Boeri (forth~oming)].~ 

Data in this chapter can shed some light on the 
issue. During the recession of 1981-1982, job turnover 
increased in Canada but changed little in Denmark, 
France, Germany, Norway (manufacturing) and the 
United States. With reference to thc most recent reces- 
sion, Table 3.4 compares turnover and its components for 
the period 1984- 1989 with 1990-1 992 when economies 
entered the latest downturn. While it should be stressed 
that the data for most countries do not reflect the full 

This section establishes turnover within industries 
- as opposed to inter-industry shifts - as the main reason 
why turnover is higher than the change in net employ- 
ment. While turnover is relatively high in all industries, 
there are differences across sectors. 

1 .  Inter- and intra-industry shifts 

Studies show that most turnover is the result of 
labour displacement within industrics rather than across 
industries. As summarised in Baldwin et al. (1993), 
analysis focuses on excess job turnover. This is divided 
into two components: i) differences in the absolute value 
of net employment change in a particular industry from 
the overall average represent job reallocation among sec- 
tors; and ii) the difference between job turnover in a 
sector and the absolute value of its net employment 
change represents cxccss job turnover within that sector. 
For the United States, Dunne et al. (1989) and Davis and 
Haltiwanger ( I  992) found that inter-industry shifts 
account for less than 10 per cent of excess job turnover. 
Baldwin et al. (1993) found that inter-industry shifts 
accounted for less than 25 of the total change in cinploy- 
ment share by estabIishmenl for manufacturing in 
Canada.8 
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Table 3.4. Comparison of job gains and job losses in two periods“ 
Average annual rates as a per cent of total employment 

Canadau Finland France Germany Italyb New Zealand Sweden Jnited Kingdom b. United States< 

1983-89 1989-91 1986-89 1989-91 1984-89 1989-92 1983-89 1989-90 1984-89 1989-92 1987-89 1989-92 1985-89 1989-92 985-895 1989-91 1984-88 1989-91 

16.8 
8.1 
8.7 

20.6 
9.3 

11.3 

-3% 

-1.2 

-2.6 

37.4 

828 

16.1 
7.3 
8.8 

13.2 
5.2 
8.1 

2.9 

2.1 

0.8 

29.4 

2 306 

12.6 
5.6 
7.0 

16.1 
4.9 

11.3 

-3.5 

0.8 

-4.2 

28.7 

2 588 

9.1 
3.1 
6.0 

6.7 
4.2 
2.5 

2.4 

-1.1 

3.5 

15.8 

16 744 

8.0 
1.9 
6.1 

6.4 
3.4 
3.0 

1.6 

-1.5 

3.1 

14.4 

15 835 

13.2 
8.9 
4.3 

10.0 
7.2 
2.9 

3.2 

1.7 

1.4 

23.2 

85 824 

12.6 
7.4 
5. I 

11.1 
7.6 
3.5 

1.4 

-0.1 

1.6 

23.7 

92 217 

Gross job gains 
Openings 
Expansions 

Gross job losses 
Closures 
Contractions 

Net employment change 
Net entry (openings less 

Net expansion (expansions 
closures) 

less contractions) 

Job turnover 

Base period employment 
(thousands) 

14.9 
3.2 

11.7 

10.1 
2.8 
7.3 

4.8 

0.3 

4.4 

25.0 

7 034 

13.4 
3.4 

10.0 

16.5 
3.7 

1 2 3  

-3.1 

-0.3 

-2.8 

29.9 

9 160 

11.1 
4.4 
6.7 

103 
3.3 
7.0 

0.8 

1 .o 
-0.2 

21.4 

1 308 

9.3 
3.1 
6.2 

14.5 
3.4 

11.1 

-5.2 

-0.3 

-4.9 

23.9 

L 329 

13.9 
7.3 
6.6 

12.8 
6.9 
5.9 

1.2 

0.5 

0.1 

26.7 

12 778 

13.7 
6.9 
6.8 

13.9 
7.1 
6.8 

4 . 2  

-0.2 

-0.1 

27.6 

13 594 

8.7 
2.4 
6.4 

7.7 
2.0 
5.7 

1.1 

0.4 

0.6 

16.4 

16 350 

10.2 
2.8 
7.4 

6.6 
I .8 
4.8 

3.6 

1 .o 
2.6 

16.8 

17 400 

12.7 
4.1 
8.6 

10.5 
3.6 
7.0 

2.2 

0.6 

1.6 

23.3 

8 381 

11.8 
3.6 
8.2 

11.9 
4.0 
7.9 

-0.1 

-0.4 

0.3 

23.7 

9 347 

14.0 
6.2 
7.7 

18.5 
7.2 

11.3 

4 . 5  

-0.9 

-3.6 

32.5 

738 

a) Sampling monlhdperiods vary across countries: see note a) to Table 3.1 
b)  Data refer to firms. 
cj These data should bc treated with caution. See  box entitled “Difficulties in the accurate mcasuremnt of the componems of job timover: an example from the United States”. 

Sources and >lutes: See Annex 3.A. 

+ 



Table 3.5. Inter-industry and intra-industry job turnover 
As a per cent uf excess job turnover 

Inter-industry Intra-industry 
shifts shifts 
(%6) (%) 

Industry categories 

Inter-industry shifts 

Period Maximum Period Minimum 
(%f (%) 

Denmark 
Finland 
France 
Germany 
Italyb 
New Zealand 
Sweden 
United States 

1983- I989 
1986-1991 
1984-1988 
1983-1990 
1986- 1991 
1987-1992 
I 985 - I 99 1 
1989.199 1 

ISIC Major Divisions (8) 
ISIC Divisions (27) 
NAP Divisions (15) 
ISIC Divisions (24) 
ISIC Divisions (28) 
ISIC Divisions (28) 
ISIC Divisions (28) 
ISIC Divisions (26)L 

0.0 
5.5 
6.1 
3.1 
1.7 
1 .o 
2.8 
7.2 

100.0 
94.6 
93.1 
96.9 
98.2 
99.0 
97.2 
92.8 

0.0 1983-1984 4.6 1987-1988 
0.3 1990-1991 10.8 1989-1990 
2.0 1984-1985 7.4 1987-1988 
1.9 1989-1990 9.7 1984-198.5 
0.1 1988-1989 8.6 1990-1991 

1.2 1991-1992 5.8 1987-1988 
1.7 1987-1988 9.0 1989-1990 

Q) Sampling months/periods vary across countries: see note a) to Table 3.1. 
b) Data refer to firms. 
c) 69 SIC Divisions regrouped into ISIC Divisions. 

Sources and notes: See Annex 3.A. 

These findings are supported in Table 3.5 which 
shows the decomposition of excess turnover into inter- 
and intra-industry shifts. The latter accounted for over 
90 per cent of excess turnover in all eight countries. 
However, the share of inter-industry turnover does fluctu- 
ate slightly over time, ranging from less than 2 to 11 per 
cent of excess turnover in a number of countries. 

2. Patterns in manufacturing and services 

Table 3.6 presents more detailed data on turnover 
for manufacturing and services in ten OECD countries. 
Net employment change was weaker in manufacturing in 
all countries and it declined in some. The gap between 
net employment change in manufacturing and change in 
services was greatcst in France, followed by the United 
States. Turnover was generally hgher in services than in 
manufacturing, reflecting both higher ,job gains and 
losses. When one takes account of differcnces in net 
employment change between manufacturing and services 
by looking at excess job turnover, the difference in turbu- 
lence between manufacturing and services is reduced in 
most countries. This in part reflects cyclical swings in 
manufacturing net employment change, which reduce the 
average. In the United States, higher turnover in services 
is accounted for by faster net employment change (hence 
excess job turnover was higher in manufacturing). Italy 
was unusual in that job turnovcr in manufacturing was 
higher than in services, the difference becoming more 
marked after accounting for the differencc in net employ- 
ment change. 

When comparing eight ISIC (International Standard 
Industrial Classification) major divisions in six countries 
(Denmark, Finland, Germany, Italy, New Zealand and 

Sweden) - not presented here - there was a tendency for 
construction, and wholesale and retail trade and restau- 
rants and hotels, to have higher excess turnover relative 
to oher industries. Electricity, water and gas, as well as 
financing, insurance, real estate and business services, 
were consistently lowcr. At a more detailed level, restau- 
rants and hotels, real estate and business services, and 
recreational and cultural services, tended to have rela- 
lively high excess job turnover across five countries for 
which data were a~a i l ab le .~  Water works and supply, 
manufacture of chemicals and chemical, petroleum, coal, 
rubber and plastic products, and manufacture of non- 
metallic mineral products except products of petroleum 
and coal, tended to have low excess job turnover. 

lntra-industry turnover accounts for the majority of 
exccss job turnover. Though turnover is elevated relative 
tn the change in net employment in almost all industries, 
there are considerable differences across sectors in 
excess jnb turnover. However, the ranking of industries 
is not the same across countries. 

D. THE EMPLOYMENT IMPACT 
OF NEW ESTABLISHMENTS 

Section B analysed in detail gross job changes by 
four types or establisbments: opening, closing, expanding 
and contracting. This section focuses on establishment 
openings, i.s. new establishments, for two reasons. First, 
as suggcsted in Section B, the long-term trend of employ- 
ment change involves not so much the expansion of 
existing establishments as the birth of new ones. Second, 
as Reynolds and Storey (1993) have noted, new firms are 
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Table 3.6. Job gains and job losses in manufacturing and services“ 

Sweden United States‘ Canadah Denmark Finland France Germany Italy” New Zealand Norway 
1983-91 1983-89 1986-91 3984.88 1984-9 1 1987-92 1983-86 1985-91 1984-9 1 1983-90 

Aterage annual rates as a per cent of manufacturing employment 

MANUFACTURING 
Gross job gains 

Openings 
Expansions 

Gross job losses 
Closures 
Contractions 

het employment change 
Job turnover 
Excess job turnover 

(job turnover less I net change I) 
Base period employment (thousands) 

10.3 
1.6 

9.7 
2.1 
7.6 
0.6 

20.0 

8.7 

13.4 
4.3 
9.0 

11.9 
3.5 
8.4 
1.4 

25.3 

7.4 
2.3 
5.1 

10.8 
2.8 
8.0 

-3.4 
18.2 

10.5 
6.0 
4.5 

12.8 
6.6 
6.2 

-2.3 
23.2 

6.8 
1.3 
5.5 
5.7 
I .o 
4.8 
1.1 

12.6 

10.9 
3.3 
7.6 

10.4 
3.7 
6.7 
0.5 

21.3 

11.2 
4.1 
7.1 

17.1 
7 .2  
9.9 

-5.8 
28.3 

7.9 
1.3 
6.6 
7.5 
1.9 
5.6 
0.3 

15.4 

10.7 
4.8 
6.0 

11.6 
3.8 
7.8 

-0.9 
22.3 

11.0 
6.8 
4.2 

11.1 
7.6 
3.4 

-0.1 
22.1 

19.4 23.9 14.8 20.9 11.5 20.8 22.4 15.1 21.4 22.0 
1 842 463 5 03 4 650d 7 780 4 449 27 1 330 866 22 700 

SERVICES 
L d Gross job gains 
wl Opeilings 

Expansions 
Gross job losses 

Closures 
Contractions 

Average annual rates as a per cent of services employment 

15.1 16.6 11.8 15.2 11.5 11.0 18.0 
3.5 6.8 4.7 8.0 3.8 4.1 9.1 

11.6 9.8 7.1 7.2 7.7 6.8 8.9 
11.7 14.2 12.1 12.2 9.0 

3.1 5.7 3.5 6.9 2.9 
8.6 8.6 8.6 5.3 6.1 

8.8 20.5 
3.3 9.0 
5.6 11.6 

17.1 13.7 
7.6 9. I 
9.5 4.6 

15.2 9.4 
5.9 7.1 
9.3 2.8 

Net employment change 3.4 2.3 -0.3 2.5 2.6 2.1 -2.5 1.9 3.8 
Job turnover 26.7 30.8 23.9 27.5 20.6 19.8 38.6 32.3 23.6 
Excess job turnover 

(‘job turnover less I net change I) 23.3 28.5 23.7 25.0 18.0 17.7 36.0 30.5 19.8 

Base period employment (thousands) 4 463 843 654 6 800d 6 519 3 126 469 1 222 56 173 

a) Sampling monthdperiods vary across countries: see note a) to Table 3.1. 
b) Data refer to .firms. 
c) These data should be treated with caution. See box entitled “Difficulties in the accurate measurement of the components of job turnover: an example from the United Staes”. Services includc cquivalcnt to TSIC Major 

division 4: electricity, gas and water. 
dJ These estimates are approximate. 

Sources and nores: Scc Anncx 3.A. 



important in their own right “While no one would argue 
that new firms are responsible for all job growth, all 
innovation, all new career options, or all regional pros- 
perity, their intimate involvement in these four positive 
features suggests they are a major source of a better 
economic life for many.” 

Three dimensions of the employment impact of new 
establishments will be investigated: i) their birth and 
death rates; i i) their average size and their distribution, 
and the share of new jobs created according to their 
employment size; and iii) their survival rates. Several 
longitudinal studies following a cohort of new firms over 
several years will be reviewed to shed some light on 
post-entry performance. 

1. The birth and death rates of establishments 

Theoretically, the definitions of birth and death of 
an establishment are analogous to the demographic 
terms. In reality, however, and particularly with the 
administrative data used in this chapter, definitions are 
not clear-cut. Birth is the first appearance of an establish- 
ment on a register. It may take three different forms: 
iJ the creation of a new business from scratch; ii) the 
take-over of an existing business by an entrepreneur; and 
iii) the relocation of an existing business into another 
area or industry. In principle, only the first case should be 
considered as a true birth. The second case is, in fact, 
simply a change of ownership. In national registers, the 
third case - migration of existing establishments across 
regions or industries - ought not to be reported, but very 
often is. Symmetrical to birth, death is the disappearance 
of an establishment from a register. The reasons for this 
include not only business failures, but also retirement or 
death of the owners, sale of the establishment to a new 
entrepreneur, the desire to enter a more profitable line of 
business, etc. 

Table 3.7 shows transitions within the pool of estab- 
lishments in nine countries, based on annual average 
changes over the period 1984-1992. Four important 
points can be drawn from the data. First, on average, the 
pool of establishments shows a high degree of continuity: 
88 per cent of the establishments present at the beginning 
of a year are still in operation at year-end. Among estab- 
lishments present at both points, those with unchanged 
levels of employment form the major group.Io Expanding 
establishments are usually more frequent than contracting 
ones, except in Finland, New Zealand and Sweden. 

Second, the number of establishments entering or 
leaving represents, on average, 14 and I2 per cent of that 
pool, respectively. Countries with relatively high (low) 
birth rates also have relatively high (low) rates of estab- 
lishment deaths. Birth rates are the highest in Canada 
(19.1 per cent) where the death rate is also the highest 
(16.3 per cent); the lowest birth rates are in Finland and 
in the United Kingdom (11.2 and 9.2 per cent respec- 

tively) where the death ratcs are also among the lowest 
(9.8 and 8.5 per cent respectively). 

Third, because births outnumbered deaths, the num- 
ber of establishments generally increased over the period 
(the only exception is New Zealand). Cross-country dif- 
ferences in net birth rates seem large, ranging from 4 per 
cent in the United States to under 1 per cent in Denmark 
and the United Kingdom. 

Finally, the annual averages in Table 3.7 conceal 
volatility of establishment birth and death rates year by 
year (see Chart 3.4). In most counuies, establishment 
birth rates (Panel A) follow an inverted U shape with a 
peak around 1989. Birth rates increased throughout the 
period in the United States, while they decreased in the 
United Kingdom and Finland. Death rates (Panel B) do 
not follow the same pattern, and indeed seem more stable 
except in New Zealand and Finland. Taken on a yearly 
basis, net birth rates are not consistently positive, except 
in the United States. In the other countries, establishment 
deaths outnumbered births in the early 1990s. 

Three factors help explain cross-country differ- 
ences. First, there are dissimilarities in the technical 
aspects of data collection (see Annex 3.A for details).” 
In general, the four criteria used for defining the continu- 
ation of an establishment are: i )  same ownership; ii) same 
location; i i i )  same industry or activity; and iv) same 
workforce. Denmark, Finland and Sweden have the most 
constraining definitions of the countries examined here, 
in that two of these criteria must be met. 

Second, there are differences in institutional regula- 
tions concerning the formation and dissolution of estab- 
lishments. In some countries a “permit” is required to 
start up a business [ANCE-CEDEFOP (1994)l. In 
the Netherlands, for example, a permit is needed in 
110 different activities. A certificate can also be a 
prerequisite. In Germany, an individual wishing to open 
up a new business in the craft sector must obtain a 
Meister certificate; and in Belgium, entrepreneurship 
training organised by specialised institutes (Instituts dees 
classes moyennes) is compulsory in some 50 regulated 
occupations. All OECD countries have developed a wide 
variety of instruments (financing and/or tax facilities, 
information, counselling and training) to encourage peo- 
ple to start their own business; many of these date from 
the 1980s [ANCE-CEDEFOP (1994); EIM (1993)l. For 
example, 17 OECD countries (Australia, Canada, 
Finland, Norway, Sweden and the 12 EC countries) have 
introduced schemes to help unemployed people start their 
own enterprises [OECD (I 992)]. Concerning establish- 
ment dissolution, laws differ across countries and are 
subject to change. For example, a 1985 French law which 
eased access to the procedure for discharging liabilities, 
will be changed in 1994. 

Third, some countries have experienced wider cycli- 
cal swings and more sweeping structural change com- 
pared with others. Examples include Finland, which saw 
a dramatic fall in a major export market, and New 
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Table 3.7. Establishment transitions and their distribution by employment status a 

Annual average over the period 

United Denmark Finland France Italy New Zealand Sweden Kingdomb, United Statesd Canada 

1984-91 1984-89 1986-91 1984-92 1984-92 1987-92 1987-92 1987-91 1984-91 

1. New establishments 
2. Closing establishments 
3. Continuing establishments 
4. of which expanding 
5. contracting 
6. unchanged 

Total 

19.1 14.2 11.2 14.3 11.8 13.7 16.8 9.2 13.6 
16.3 13.6 9.8 13.2 9.9 14.5 14.6 8.5 9.2 
83.7 86.4 90.2 86.8 90.1 85.5 85.4 91.5 90.8 
35.0 29.3 29.9 23.8 19.4 24.1 20.9 15.0 
38.7 25.9 60.3 19.8 21.9 24.7 8.8 10.3 

31.2 46.5 44.2 36.6 61.7 65.6 
100.0 100.0 100.0 1c)o.o 100.0 100.0 100.0 100.0 100.0 

Net birth (1 less 2) 2.8 0.5 1.4 1.1 1.9 -0.8 2.2 0.8 4.4 
Net expanding (4 less 5) 6.3 3.4 -30.4 4.0 -2.5 -0.6 12.1 4.7 

Number of establishments (thousands) 
At the beginning of the period 65 1 146 142 1 166 1 002 92 203 905 4 823 
At the end of the period 780 150 163 1334 1 180 88 274 948 6 217 

a) Sampling monthdperiods vary across countries: see note a) to Table 3.1. 
b) Data refer to firms. 
c) Since rhese establishments are born during the year, they are not inchded in the number of establishments at the stait of the year, and hence their proportion is not included in Lht: total. 
d) These data should be treated with caution. See box entitled “Difficullies in the accurate rneasurcmcnt of thc components of job turnover: an example from the United Stares”. 

Sources and notes: See Annex 3.A. c 
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Chart 3.4 

A. Establishment birth ratesa 

16 

14 
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8 

B. Establishment death ratesb 

20 

18 
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14 
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10 

8 

a) New establishments during the year as a per cent of the total number of 

b) Closing establishments during the year as a per cent of the total number of 

Sources and notes: See Table 3.7 and Annex 3.A for further details 

establishments present at the beginning of the year. 

establishments present at the beginning of the year. 



Zealand, which experienced the twin influences of reces- 
sion and structural reform, principally privatisation. 

In summary, international data on establishment 
births and deaths are heterogeneous, mainly because of 
the different ways in which the first appearance and dis- 
appearance of establishments are reported and differences 
across countries in institutional regulations on the forma- 
tion and dissolution of establishments. 

2. The impact of new establishments 

At birth, new establishments are typically very small 
(Table 3.8).12 On average, a new establishment employs 
about four workers during its first year13 - a figure 
smaller than either all establishments taken together 
(around 1 1 employees) or continuing establishments 
(around 12 employees). Establishments that close are 
also very small, and there is little difference in size 
between them and new establishments. 

Additional information on new establishments and 
their employment impact in the first year of existence is 
provided in Table 3.9. Virtually all new establishments 
(over 96 per cent) are very small (1-19 employees). 
However, a significant portion of new jobs are generated 
by new medium and large establishments, for example, 
the former with 100-499 employees accounted for 
14.5 per cent of the total number of jobs created by new 
establishments in 1991 in Sweden. The proportion of 
new jobs created by large establishments is also not neg- 
ligible in some countries (about 7 per cent in Italy and 
Sweden, and 9.5 per cent in Canada). 

3. New enterprise survival and growth 

The volatility of firms' births and deaths is a well- 
known phen~menon. '~ Starting a new business is risky; it 
is widely believed that only a small proportion of new 
firms survive and only a handful of those grow and 
become prosperous. However, there is actually little 
empirical evidence to support these beliefs. This section, 
therefore, focuses on the survival rate of new firms 
defined as the number of firms still existing in a given 
year among a cohort of new firms born the same year. An 
attempt is also made to indicate factors that influence 
survival and to assess the long-run employment impact of 
new firms. 

Results based on a cohort of new firms in five 
OECD countries (Denmark, France, Ireland, Sweden and 
the United States) and one h n d  or Germany (Lower 
Saxony) are presented in Table 3.10. New firms appar- 
ently have a lower survival rate in France (49 per cent 
after five years) and in the United States (38 per cent 
between four to six years). The survival rate in Denmark, 
Lower Saxony and Ireland, at about 60 per cent after five 
years, is somewhat higher.'j 

Additional information for France, Lower Saxony 
and the United States brings to light important features of 
the firm survival process. According to a panel study in 
France [Viennet (1990, 1 9 9 1 ~  b, c ) ] ,  it is more risky to 
create a new business from scratch - the most frequent 
situation encountered (70 per cent) - than to take over an 
existing business or to be created as a subsidiary of an 
existing firm. After five years, only 42 per cent of newly 
created firms were still in business, while 63 and 71 per 
cent of take-overs and subsidiaries, respectively, had sur- 
vived. The first year appears to be especially critical. 
Once firms pass that threshold, survival rates increase 
considerably. A new panel study on firms created in 1987 
confirms these results and also shows that a higher begin- 
ning size is associated with a higher survival rate 
[Francoz and Bonneau (1994)l. 

In the manufacturing sector in Lower Saxony, the 
probability of closing also declines over time [Wagner 
(1 993)]. Unlike the case in France, however, subsidiaries 
of existing firms - which accounted for one new firm in 
eight - face a higher risk of failure compared with single- 
establishment firms (a survival rate of 48 versus 62 per 
cent). Wagner's study focuses mainly on single-estab- 
lishrnent firms and concludes that: ij the decline of jobs 
in a cohort of new firms due to closing or shrinking firms 
is more or less compensated by growing survivors of the 
same cohort; ii) surviving firms have on average high 
rates of growth; and iiij there is no dear relation either 
between start-up size and the probability of survival or 
between firm size and subsequent growth. 

In the United States, Phillips and Kirchhoff (1989) 
note that survival rates among new firms depend heavily 
upon whether or not the firm grows. A firm registering 
zero employment growth has less than a 30 per cent 
chance of surviving six years, while the probability is 
almost 80 per cent for a high-growth firm. Furthermore, 
although a larger initial size ensures a greater survival 
rate, the key variable affecting survival rates is growth. A 
firm which adds jobs early in its life has a far better 
chance of survival than one that does so later in life. Few 
firms grow early on, however, while between years four 
and six Lhe number that grow more than doubles. Only 
10 per cent of those firms surviving at least six years 
created jobs in the first two years and only 11 per cent 
created jobs during the first four years. However, after six 
years, 34 per cent of the survivors had created jobs, and 
at eight years, over half of them had done so. This sug- 
gests that the life cycle of a typical new small firm begins 
with several years of struggle and little growth. 

W h y  do some businesses survive and others close? 
According to Viennet (1990), the two main factors 
enhancing new firm survival are: i) the availability of 
advice from private or public experts; and ii) having 
partners such as an important and regular customer, sup- 
plier, or banker. These two factors also seem to improve 
growth prospects. The average size of a new firm benefit- 
ing from these factors was greater after five years com- 
pared with new firms that did not have access to expert 
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Canadab Denmark Finland 

1983-84 1990-91 1983-84 1988-89 1986-88 1990-91 

Kew establishments 
Closing establishments 
Continuing cstablishrnents 

of which expanding 
contracting 

A11 establishments 

Sweden United Kingdom' Italy New Zealand France 

1985-86 1991-92 1984-85 1991-92 1987-88 1991-92 1985-86 1991-92 1987-89 1989-91 

1.8 2.2 
2.0 2.1 

12.9 13.4 
12.9 11.2 
12.9 15.1 
1 1 . 1  11.5 

6.7 3.4 
5.7 4.1 

8.7 9.6 
11.7 11.1 
19.4 16.9 
9.0 8.1 

4.4 4.7 
3.3 4.1 

11.2 12.2 

4.4 5.2 
5.8 3.9 

14.1 14.9 
18.1 15.5 
22.4 28.3 
13.1. 13.3 10.2 11.0 

100.00 100.0 

3.5 2.5 
4.3 2.7 

10.1 8.8 
10.5 9.0 
9.8 8.8 
9.2 8.1 

Finland 
1990- 1991 

Eslablish- binploy- 
nients ment 

98.06 58.1 
1.73 25.2 

99.78 83.3 
0.20 13.2 
0.01 3.5 

100.00 100.0 

5.4 4.9 
5.7 5.4 

11.5 11.1 

10.9 10.3 

cI) Sampling nmnths/pcriods vary across cnonrries: see noie u) 10 Table 3.1 
h! Data rder to lirms. 
Soirrces und notes: See Annex 3.A. 

2.8 2.7 
3.1 2.9 
8.9 8.6 

8.4 8.1 

4.4 4.5 
6.8 7.2 

17.9 18.5 

16.2 16.7 

Y 

h, 
0 

Tablc 3.9. Distribution of new establishments by size classa 
Pcrcentages 

Canada 
1490- 1991 

1-19 employees 98.61 56.0 
20-99 1.22 21.9 
1-99 99.83 77.9 
100-499 0.15 12.6 
500+ 0.02 9.5 
Total 100.00 100.0 

Denmark 
1988-1989 

Establish- Employ- 
rnents mmt 

96.59 56.9 
3.08 23.7 

99.68 80.6 
0.32+ 19.4" 

Prance 
199 I - I892 

EsiablisIi- Employ- 
ments ment 

96.37 55.8 
3.23 24.7 

99.60 80.5 
0.37 13.8 
0.03 5.7 

100.00 100.0 

Italy 
199 I-  I992 

Employ- Firms 

98.30 69.7 
1.60 16.4 

99.90 86.1 
0.08 6.6 
0.02 7.3 

100.00 100.0 

New Zcaland 
1991- 1992 

Eslablish- Employ- 
ments 

99.78 
0.22 

100.00 100.0 

Sweden 
1990-199 1 

Establish- Ernploy- 
menis ment 

97.15 55.3 
2.51 23.3 

99.66 78.6 
0.30 14.5 
0.04 6.9 

100.00 100.0 

United Kingdom 
1989- 1991 

Firms Employ- 
ment 

98.35 82.7 
1.51 11.9 

99.86 94.6 
0.13 4.6 
0.01 0.7 

100.00 100.0 

a i  Sampling monthdperiods vary across countries: see note al to Table 3.1 
bi 100 and more. 

Sources and notes: See Annex 3.A. 



Denmark 
1985-1990 

Birth 100 
I year 
2 years 
3 y e i s  
4 years 69 
5 years sx 
6 ycars 

advice or partners. More generally, the common thrcad 
among casc studies of ncw business creation, as analysed 
in OECD (1993), is thai the key to survival lies in the 
formation 01 eflective partnerships between local and 
national, public and prjvate actors. Interaction between 
long-established, (often) large companies, and new and 
small firms is crucial, as well as intcraction between the 
business and the locality where it creates and produces 
products. On the other hand, major causes of start-up 
failures outlined in the first annual report of the European 
Observatory for Small Establishments [EIM (1993)l 
include lack of managerial competence, lack of training 
and technical competence, lack of marketing knowledge, 
and financial problems. Extensive interviews with suc- 
cessful entrepreneurs, documented in OECD ( 1990), 
indicate that lack of access to information is anothcr 
major cause of failure. 

France Germany IJnited States“ 
1985-1930 1982-1987 (1976-1978)-( 1984-1986) 

of which of d i c h  1985-1990 1988-1991 Employees 

creations creations 1-4 5-499 

100 100 100 100 100 100 100 100 100 

Ireland‘ Sweden 

Total pure Total Pure Total 

84 83 86 YO YO 
72 69 I7 81 80 76 
h l  58 68 73 70 66 
55 50 64 68 63 48 
49 42 60 62 58 

38 37 49 

4. Implications 

The key finding in this section is the relatively low 
survival rate of new firms. A question naturally arises: is 
it a good idea to develop policies to encourage high birth 
rates when successes will be accompanied by so many 
failures? 

A recent cross-country comparison suggests that 
there are substantial differenccs in birth rates not only 
across countries but also over time and among areas 
within countries [Keynolds and Storey (l993)]. This 
sludy suggests that three factors have a statistically sig- 
nificant impact on birth rates in most countries: i) growth 
in demand, e.g. in population and income; ii) a dominant 
role for small firms in business organisations; and iii) a 

dense, urbanised context. Other processes - related to 
uneinployment, personal wealth, a liberal political cli- 
mate, or local spending or programmes of assistance - 
had weak or mixed effects. Two important policy impli- 
cations of these findings are: nj reducing thc divcrsity in 
firm birth rates across regions within countries would 
be difficult and involve a considerable shift in the alloca- 
tion of public resources to non-urban areas; and 
b) entrepreneurial process is such a pervasive feature 
of a market economy that the most efficient way to 
encourage firm births is to enhance the environment for 
all business activity, for example by providing efficient 
infrastructure. 

A second important issue is whether policies should 
move away from stimulating births and towards promot- 
ing “high-potential-for-growth” firms. Storey (1991) 
argues that actions to stimulate births may be less effec- 
tive in terms of job creation than policies that devote 
resources to facilitating the growth and development of 
those new firms with clear promise for growth. However, 
the problems inherent in a straregy of “picking winners” 
are that of predicting which new businesses are more 
likely to succeed or of knowing the appropriate timing 
for public policy intervention. 

E. THE ROLE OF SMALL ESTABLISHMENTS 

The joh-creacion potential of small firms has 
received considerable attention. Spectacular cases of 
large enterprises running into economic difliculties and 
shedding employees have occurred in nearly all coun- 
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Small firms and job creation: measurement and interpretation 

Accurate assessment of the relationship between business size and job creation is subject to several statistical pitfalls. 
Often, analysts examine changes in the cross-section distribution of employment by firm size. Such shifts are not 
necessarily a good indication of whether jobs are being generated by small or larger firms. As firms grow or decline, they 
cross size category boundaries. This size distribution fhllacy distorts the picture on sources of net job growth. Confirmation 
that such movements are important and frequent is empirically clear from the magnitude of gross jub flows generated by 
f i rm of all sizes. ‘hcre  is also a compo,rition effect Lo be considered in any shift towards smaller establishments. It may 
simply reflect the structural shift of employnient from goods to services where average establishment size is smaller. For 
example, sinall firms account for a growing share of employment in the United States, not because thc proportion of 
employees in small firms is increasing in the fastest-growing industries, but because the industries that are growing fastest 
currently have a high proportion of employees in small Iirms [U.S. Small Business Administration (1992)]. 

Longitudinal data are requircd to addrcss more fully the question of how important small firms are in job creation. 
However, even longitudinal datasets suffer from thc statistical problem known as the regression fallacy or regression-to- 
the-mean bias. This arises from transitory deviations of employment from long-term optimum size. “Temporarily’ ’ small 
firms will gain jobs during their path to equilibrium, and vice versa for “temporarily” large firms. As Sengenberger et al. 
(1990) note, in a period of rapid structural change, when there is a significant shift from old to new industries, the 
employment share of small firms can rise as older firms shrink below their optimum size while newer ones move towards 
theirs. Brown et al. (1990) found wide swings from one two-year period to the next in the share of new jobs apparently 
generated by small firms in the United States. Davis et al. (1993) have recently reassessed the facts concerning small 
business and job creation in the United States manufacturing sector over the 1972-1988 period using the Longitudinal 
Research Database. To avoid the regression fallacy, they attribute job Aows on the basis of a calculation of average plant 
size, i.e. the mean computed over all sample observations, which may be a more accurate measure of the plant’s intended 
scale of operations and is another way to examine job creation by firm size. The study round no systematic relationship 
between net job creation and average plant size. These authors have also noted that, especially during periods of slow 
employment growth, downsizing of large firms into small oms is likely to occur quite often, creating the appearance of a 
booming small-firm sector. 

There are also substantive issues. The observation that new jobs are found in small businesses does not imply that 
they are an “independent” motor for employment growth. The 1980s was a period in which subcontracting and other 
kinds of inter-firm links increased so that some of the growth in small firms was the result of a direct transfer of activity 
from large firms. Large enterprises often have many legally independent subsidiaries. As Sengenberger et al. (1990) note, 
while subsidiaries are de jure independent, they are de fact0 part of the large enterprise and should be accounted for 
accordingly. The legal or implicit relationships between establishments are virtually impossible to track in current datasets. 
There has also been some discussion about the nature of the shift of employment towards smaller units. Brown et al. 
(1 990) argue that small firms simply absorb the labour shed by large firms, so that any structural shift amounts to a mere 
displacement effect - but this is a rather extreme view. 

Finally, Sengenberger el al, (1990) question the usefulness o f  focusing exclusivcly on thc size of business units. They 
argue that economic perhrmancc depends less on simply fostering small firms than on organisational structures and the 
public and private policies which influencc the development of firms in general. 

tries. In comparison, small firms are often seen as more 
consistent creators of jobs, in the sense of being less 
influenced by macroeconomic conditions. Much of the 
debate on the dynamics of “job generation” by small 
firms was launched by Birch (1979), who argued that 
between 1969 and 1976 in the United States 82 per cent 
of the increase in employment occurred in firms with less 
than 100 workers. While influential in the policy field, 
this finding has been subject to intense scrutiny and criti- 
cism [Armington and Odle (1982)].16 

This debate continues [see for example, Storey and 
Johnson (1987); Brown et al. (1990); Davis et al. (1994); 

Harrison (1994); Storey (1994)l. Unfortunately, the evi- 
dence is difficult to interpret and somewhat contradic- 
tory. As explained in the box, attention on firm size 
per  se may be misfocused. First, a number of statistical 
biases - size distribution and regression-to-the-mean fal- 
lacies - tend to overstate the contribution of small firms 
in generating jobs; second, small firms are not necessa- 
riiy “independent” motors of employment growth; and 
finally, economic and employment performance depends 
decisively on organisational and institutional structures. 
Keeping in mind these shortcomings, this section will 
focus first on whether there has been a shift in employ- 
ment by firm size, and second on the magnitude of gross 
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job gains and losses generated by small, medium and 
large establishments. l 7  

The size of an establishment can be measured not 
only by its employment, but also by its business receipts 
or the value of business assets.lg The appropriate defini- 
tion of small establishments may depend on the policy 
issue or question being analysed, or the industry being 
studied.I9 For example, with regard to its measures 
targeted at certain groups of businesses, the CEC (19924 
favours definitions of small and medium enterprises 
involving several criteria, namely turnover, total balance 
sheet, number of employees and independence. For the 
purposes of this section, however, the size of an cstab- 
lishment (or an enterprise) is defined in terms of the 
number of employees. As in OECD (1985), small estab- 
lishments are defined as those with 1-99 employees; very 
small establishments are those with 1-19 employees; 
medium establishments are those with 100-499 em- 
ployees; and large establishments are those with more 
than 500 employees. 

1. Employment patterns by size 

In spite of their shortcomings, data on cinployment 
shares by enterprise or establishment size are the most 
comprehensive information available for international 
comparisons. Cross-section data are used to examine 
changes over time in the share of employment by enter- 
prise size. The main questions addressed are: has there 
been a significant downsizing of firms? If so, in which 
broad sectors is it most visible? 

As reviewed by OECD (1985), the share of employ- 
ment in small firms appeared to have increased in some 
OECD countries from the early 1970s to the early 1980s. 
Among four of the six countries for which data were 
available for the whole private economy (Austria, 
pelgium, France and Japan), there was a tendency for the 
employment share 01 small enterprises to rise, while the 
share exhibited a slight decline in Sweden and the United 
States. When data for the manufacturing sector wcre 
examined, the general impression was onc of stability of 
shares in Australia, Belgium and Sweden, a marginal rise 
in Austria, Denmark, France, Luxembourg and the 
United Kingdom, and a slight fall in the United States. 

For Loveman and Sengenberger (199 l), the re- 
emergence of small-scale production began in the early 
1970s. They point out that, while the magnitude of the 
recent increase in the share of employment in small 
establishments varies considerably from country to coun- 
try and across sectors, its importance is that it signifies a 
reversal of a substantial downward trend in the employ- 
ment shares of small units that had prevailed for nxmy 
decades. The time-series behaviour of employment 
shares in small units has followed a V pattern in which 
declines through the late 1960s-early 1970s seem to have 
been reversed. 

Has this upward trend in the employment shares of 
small units continued into the 1990s? Table 3.11 shows 
newly available data by enterprise size and industry gath- 
ered by Eurostat, covering both EC and EFTA countries 
in 1988 and 1991 [CEC (1992b, 1994)l. The table also 
shows data for Australia, Canada, Japan and the United 
States. Data are presented, unless otherwise specified, on 
an enterprise basis, i.e. ownership unit or separate legal 
entity. 

It is useful to begin by noting several comparability 
problems. The data differ in the nature of the sources 
used, the population and sector coverage, the reference 
years, and the definitions and methods of computation. 
The following example illustrates some of the difficul- 
ties. Since small establishments are often part of larger 
enterprises, the distribution of employment by establish- 
ment size would be expected to show greater concentra- 
tion in the smaller size categories than would similar data 
based on enterprises. Therefore, one would expect the 
employee share in small units to be somewhat higher in 
Greece and the United States, where the data refer to 
establishments instead of enterprises. In fact, the statistics 
show the opposite pattern. For Greece, the explanation 
lies in the coverage of the data: establishments with 
1-9 workers and the service sector (except repairs) are 
excludcd. In the United States, the reason is that estab- 
lishments are classified by size of the owning firm. 
Another problem concerns the inclusion of self-employ- 
ment. In Australia, Finland, TtaIy and the United 
Kingdom, the self-employed (size class 0) are included in 
the category of small enterprises. 

These caveats need to be borne in mind. Table 3.11 
shows that the employment share of small firms in the 
whole private economy around 1990 varies significantly 
from country to country, ranging from a high of 71 per 
cent in Italy to a low of 43 per cent in the United States. 
This variability across countries is also apparent in the 
manufacturing and service sectors (not shown here), The 
data lor two contrasting European countries, Germany 
and Spain, illustrate this. In the early 1990s, around half 
of manufacturing employment was in large enterprises in 
Germany, compared with only a quarter in Spain. In the 
service sector, this contrast is much less striking (66 ver- 
sus 58 per cent). Small firms appear to be prominent in 
the service sector everywhere. 

A slight downsizing of firms appears nearly every- 
where (except for Germany and Japan) when comparing 
the eariy 1990s and the late 1980s. This seems the result 
of a number of factors: there is some counter-cyclical 
movement 011 thc part of employment shares in small 
firms as well as a sectoral shift from goods to services.2o 
However, these two factors do not account for the entire 
change. Moreover, as noted in the box, cross-section data 
cannot be used to draw direct conclusions regarding the 
contribution of small firms to job growth. Additional 
perspectives will be added in the next sub-section. 
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Table 3.1 1 .  Distribution of employment by enterprise size 
Industry and market services 

Percentages 

Enterprise size (number of persons employed) 

Large Small Medium 
1-99 100-499 500+ Total 20-99 (very small) 

1-19 

Australia 

Belgium 

Canada 

Denmark 

Finland 

France 

Germany 

Greece b. 

Italy 

Japan 

Luxembourg 

Portugal 

spai I1 '1 

Sweden 

Switzerland 

United Kingdom 

linifcd States< 

1988 
I992 

1988 
1991 

1988 
1991 

1988 
1991 

1989 
1991 

1988 
1990 

1988 
1990 

1988 
1991 

1988 

1988 
1992 

1987 
1991 

1988 
1991 

1988 
1991 

1988 

1991 

1988 
1991 

1988 
1991 

33.0(' 
36& 

25 .o 
25.2 

23.3 
27.2 

34.1 
38.4 

26.3O 
. .  

30.0 
29.1 

27.3 
25.9 

17.4d 
19.4d 

58.2" 

37.71 
36.41 

. .  
25.3 

32.6 
34.6 

35.7 
42.4 

24.4 

32.5 

32.1" 
33.0" 

18.0 
24.6 

___ 

23.3 
22.6 

20.1 
20.8 

20.7 
22.3 

26.4 
23.0 

18.0 
17.7 

19.4 
21.0 

18.6 
18.7 

32.4 
34.0 

13.2 

17.91 
17.7f 

22.2 
24.7 

23.6 
25.0 

24.6 
23.0 

.. 

22.0 

15.0 
16.1 

16.8 
18.8 

~~ ~ 

56.3 
59.2 

45. I 
46.0 

44.0 
49.5 

60.5 
61.4 

44.3 
. .  

49.4 
50.1 

45.9 
44.6 

49.8 
53.4 

71.4 

55.6 
54.1 

. .  
50.0 

56.2 
59.5 

60.4 
65.4 

. .  

54.5 

47.1 
49.1 

34.8 
43.4 

43.7r 
40.8s 

19.2 
19.1 

17.2 
15.9 

16.6 
17.6 

17.1 
I .  

15.4 
16.2 

18.0 
18.2 

30.2 
29.3 

9.9 

17.7 
18.3 

. .  
26.6 

20.4 
19.5 

19.9 
14.5 

. .  

20.1 

17.7 
17.2 

15.0 
13.5 

I ,  

. .  

35.7 
34.9 

38.8 
34.6 

22.9 
21.0 

38.6 
37.2 

35.3 
33.7 

36.1 
37.2 

20.0 
17.3 

18.7 

26.7 
27.6 

27.6 
23.4 

23.5 
21.0 

19.7 
20.0 

. .  
25.4 

35.2 
33.8 

50.2 
43.1 

100.0 
100.0 

100.0 
100.0 

100.0 
100.0 

100.0 
100.0 

100.0 
100.0 

100.0 
100.0 

100.0 
100.0 

100.0 
100.0 

100.0 

100.0 
100.0 

100.0 
100.0 

100.0 
100.0 

100.0 
100.0 

100.0 

100.0 

100.0 
100.0 

100.0 
100.0 

. . Data not available for masons of confidcnliality. 
n)  0-19. 
h) Data cover only manufacturing and rcpair services. 
cJ Data refer to establishments; in the United States, establiahmnenls are classified by size uf flie owning finn. 
d) 10-19. 
e )  The activity NACE 9 (other services) is excluded. 
fl 1-29 and 30-99. 
g) loo+. 
h) 1988 and 1991 are nor comparable because data come from different sources. 

Sources: EC and EFTA countries: CEC - Eurostat, Enferprises ~ J I  Europe, Second Report, 1992, Third Report, 1994; Australia: Australian Bureau of Statisiics, Employed 
wage arid sirfury cflrner.T, Catalogue No. 6248.0; Canada: See Annex 3.A; Japan: Statistics Burcau. Management and Coordination Agency, Aitrrutrl Report on fhe 
Labour Force S u n q y ,  1992, Table 6; United States: U.S. Small Business Administration. The State of Small Business, 1991, Table A.21. 
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2. How important are small establishments in job 
creation and dcstruction? 

The importance of smaller establishments in the job 
growth process is usually assessed on the basis of net 
employment changes. Net new jobs are created mainly 
- indeed often exclusively - in small and very small 
establishments. Table 3.12 shows the contribution to net 
employment change of establishments classified accord- 
ing to size category at the start date for the period 
1984- 1992.21 In all countries, small establishments dis- 
play much more rapid net employment growth compared 
will1 larger ones. Small establishments in fact account for 
most of net employment growth over the period. Indeed, 
in Canada, Denmark and Sweden, growth in these estab- 
lishments surpassed net job growth. The performance of 
very small establishments seems impressive in compari- 
son with all other sizes. In Finland, Italy, New Zealand 
and Sweden, this is the only size category registering 
gains. 

However, the large contribution of small establish- 
ments to net employment change should be put into per- 
spective. First, that small enterprises should play an 
important role in the job creation process is not in itself 
particularly surprising, given that they account fur 
between 40 and 70 per cent of all jobs. Second, the 
customary estimation of net employment growth per- 
formance conceals the process of job gains and losses. 
The data in Table 3.13 paint a picture of the concentra- 
tion of both gross job gains and losses in the very small 
and small establishments. Both are high relative to their 
share in total employment. Negative net employment 
changes among, say, large establishments should not be 
confused with the absence of new jobs, nor with the 
inability of large establishments to respond to a revival of 
demand. Third, as explained in the box, a number of 

statistical biases tend to overstate the contribution of 
small firms in generating jobs. 

To illustrate the potential weakness of the traditional 
approach, two ways of estimating the contribution of 
smdl firms to net employment change are shown in 
Table 3.14. They are both based on the size of establish- 
ments at the beginning of the period. Ideally, because of 
transitory employment changes, one should also present 
another way based on a measure of average establish- 
ment size computed over a period of years. However, the 
data used in this chapter do not pcrmit such a calculation. 
‘‘Total contribution” is thc usual way it is reported. This 
should bc considered an upper bound because any 
increase in employment of previous establishment 
cohorts that had temporarily shrunk to the small category 
is assigned to small firms, while their temporary employ- 
ment contractions are attributed to the medium or large 
size category. This upper-bound calculation of the contri- 
bution change ranges from 48 per cent in France to 
204 per cent in Sweden among very small establish- 
ments. For the small category, the percentages are 90 and 
191 per cent, respectively. A second, lower-bound esti- 
mate can be obtained considering only the net contribu- 
tion of-‘ new small establishments; this is a lower bound 
because it includes the closure not oidy of new establish- 
ments but also from the pool of all existing cstablish- 
metits. For vcry small establishments, this lower bound 
estimate ranges from 10 per cent in Canada to 78 per cent 
in Sweden. For the small category, the percentages are, 
respectively for the same countries, 14 and 101 per cent. 
This suggests that the contribution of small establish- 
ments to net employment change is usually overstated 
because it includes the net contribution of existing estab- 
lishments which have only temporarily declined to the 
small size category. 

Table 3.12, Nct cmployment change by establishment size class 
Average annual rates as a per cent of total employment 

Establishrricnl size 

Total 1-19 20-99 1-99 100-499 500+ 

Canada 
Denmark 
Finland 
France 
Italy“. L‘ 
New Zealand 
Sweden 
United Kingdom 

1983- 199 1 
1983-1989 
1 986- 199 1 
1987-1992 
1984- 1 YY2 
1987- 1992 
19x5-1441 
1987-1991 

2.6 
2.2 

-1.6 
0.9 
1.3 

4 . 1  
1.3 
2.7 

2.2 
2.3 
0.9 
0.4 
1.5 
0.4 
2.6 
?.h 

0.6 
0.3 

-0.7 
0.4 

-0.2 
-1.9 
-0.2 

0.4 

2.8 
2.6 
0.2 
0.8 
1.3 

-1.5 
2.4 
2.0 

0.1 -0.3 
4 . 4 d  
-1.1 -0.7 

0.3 -0.2 
4 . 2  -0.5 
-1.5 -1.1 
- 0 . 5  -0.6 

0.3 0.4 

( 8 )  Data I - e k  Lo h i m .  

b) Data by establishinent size class are nol available Tot- the period 1984-1987. 
cJ Surri ol’ size cakgurizs dues nol cqual totdl as firms temporarily operating with 0 eniployees are not clnssified ilccording to sizc for thc pcriod 1986-39‘32. 
d) 100 and more. 

Source.s nnd notes: See Annex 7.A. 
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Table 3.13. Distribution of gross job flows and employment by establishment size 
Percentage distribution of annual average 

~~ 

Establishment size 
Gross Rows 

Openings Expansions Job gains Closures Contractions Job losses 

Canada 1983-19910 
Total 
1-19 employees 

100-499 
500+ 

Denmark 1983-1989 
Total 
1-19 employees 
20-99 
loo+ 

Finland 1986-1991 
Total 
1-19 employees 
20-99 

500+ 

France 1987-1992 
Total 
1-19 employees 

20-99 

100-499 

20-99 
100-499 
500+ 

Total 
1-19 employees 
20-99 
100-499 
500+ 

New Zealand 1987-1992 
Total 
1-19 employees 

Italy 1984-1992" 

20-99 
100-499 
500+ 

Sweden 1985-1991 
Total 
1 - 19 employees 
20-99 
100-499 
500+ 

United Kingdom 1987-19911' 
Total 
1-19 employees 
20-99 
100-499 
500+ 

100.0 
53.6 
23.0 
13.7 
9.7 

100.0 
55.8 
22.6 
21.6 

100.0 
54.9 
25.2 
16.1 
3.8 

100.0 
54.8 
24.1 
15.0 
6.  I 

100.0 
71.2 
15.5 
7.2 
6. I 

100.0 
53.7 
25.1 
16.3 
4.9 

100.0 
54.1 
20.4 
14.2 
11.2 

100.0 
84.0 
11.0 
4.2 
0.8 

100.0 
41.0 
22.4 
15.3 
21.3 

100.0 
56.0 
26.5 
17.5 

100.0 
51.5 
24.4 
18.0 
6.1 

100.0 
63.0 
18.4 
10.0 
8.6 

100.0 
57.3 
27.2 
11.6 
3.9 

100.0 
56.1 
24.9 
13.8 
5.2 

1 m.0 
37.4 
18.6 
15.1 
28.9 

100.0 
43.7 
22.5 
15.0 
18.8 

100.0 
55.9 

14.1 

100,O 
52.7 
24.7 
17.3 
5.3 

25.0 

100.0 
65.7 
17.5 
9.0 
7.8 

100.0 
55.6 
26.2 
13.8 
4.4 

100.0 
55.2 
22.9 
14.0 
7.9 

100.0 
50.0 
16.6 
12.2 
21.2 

100.0 
48.0 
21.5 
15.6 
14.9 

100.0 
59.5 
21.5 
19.0 

100.0 
46.0 
29.5 
19.4 
5.1 

100.0 
53.4 
25.6 
15.0 
6.0 

100.0 
63.9 
17.6 
9.1 
9.4 

100.0 
53.2 
28.7 
12.7 
5.4 

100.0 
52.8 
21.4 
13.5 
12.3 

100.0 
63.6 
19.1 
10.3 
7.0 

100.0 
32.0 
23.7 
17.3 
27.0 

ioo.0 
41.7 
30.3 
28~0 

100.0 
35.5 
25.8 
25.6 
13.1 

100.0 
52.3 
21.1 
12.1 
14.S 

100.0 
33.4 
31.6 
22.8 
12.2 

100.0 
35.2 
28.9 
22.4 
13.5 

100.0 
21.1 
15.5 
16.4 
47.0 

100.0 
36.1 
23.1 
16.9 
23.9 

100.0 
48.1 
27.2 
24.7 

100.0 
38.4 
26.9 
23.9 
10.8 

100.0 
56.2 
20.0 
11.0 
12.8 

100.0 
41.8 
30.4 
18.5 
9.3 

100.0 
41.8 
26.1 
19.1 
13.0 

1no.o 
45.6 
17.6 
12.9 
23.9 

a)  Data refer to firms. 
Sources and notes: See Annex 3.A. 

Employment 
(last year) 

100.0 
27.2 
22.3 
15.9 
34.6 

100.0 
39.8 
31.8 
28.4 

100.0 
34.0 
29.3 
25.5 
11.2 

100.0 
35.7 
29.1 
22.5 
12.1 

100.0 
39.2 
22.2 
15.6 
23.0 

100.0 
45.2 
30.9 
18.3 
5.6 

100.0 
35.2 
28.3 
22.5 
14.0 

100.0 
30.5 
16.7 
12.9 
39.9 
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Table 3.14. Contribution of small establishments to net employment changea 
As a per cent of annual average net employment change 

Establishment size 'Total contributionh Contribution of net new 
estabhhments 

Canadad 1983-199 1 1-19 employees 
1-99 

Denmark 1983-1 989 1-19 
1-99 

France 1987- 1992 1-19 
1-99 

Italyd 1984- 1992 1-19 
1-99 

Sweden 1985-1991 1-19 
1-99 

United Kingdom 19 87-199 1 1-19 
1-99 

85.4 
106.9 
105.1 
1 16.6 
48.5 
90.4 

117.2 
104.5 
204.0 
191.3 
59.4 
73.9 

10.4 
13.7 
18.9 
32.5 
25.0 
20.9 
30.7 
26.5 
77.7 

100.8 

-6.2 
-20.1 

a)  The calculation is restricted to countries with positive net employment change in Table 3.12. 
6 )  Net change by size as a per cent of total net employment change. 
c) (Job gains in openings less job losses in closures) by size as a per cent of total net employment change. 
d) Data refer to firms. 

Sources and notes: See Annex 3.A. 

3. Implications 

It is usually claimed that small establishments are 
disproportionately responsible for net job creation. But it 
should be added that small establishments contribute a 
high share of gross job gains and of gross job losses. 
More important, however, is that their contribution to net 
job change tends to be overstated because of several 
statistical biases. When the net contribution of only new 
and small establishments is taken into account, generally 
no more than one-third of net job creation results from 
small establishments with the exception of Sweden 
(Table 3.14). Tn the event, it is not establishment size per 
se that is critical for job creation. Many large companies 
have responded effectively to the changing business cli- 
mate and play an essential role in maintaining and pro- 
moting economic vitality and employment. To help 
ensure a growing and healthy economy, it would seem 
important to have a mix of large, small and medium 
enterprises with strong links between them. 

F. CONCLUSIONS 

This chapter has tried to shed some light on several 
important issues related to the process of job creation and 
destruction in firms and establishments. While there is 
now an extensive country-specific literature on this topic 
that has given rise to considerable policy debate, compar- 

ative analysis has been much more rare. As emphasized 
here, accuratc cross-country comparisons are hindered by 
often inaj or differences in the type of data available. For 
the most part, these are drawn from administrative 
sources that differ not only in their collection methods, 
but also in their employment coverage, industry classifi- 
cation scheme and other factors. These affect results, and 
so comparisons must be made carefully. In addition, the 
data used here only allow analysis of job turnover from 
the recorded stock of employment at two points in time, 
which means that a true dynamic or longitudinal perspec- 
tive was not possible. 

lnterpreting movements in job turnovcr is also diffi- 
cult. The data show few clear tendencies. One is the 
apparent rise in turnover during cyclical downturns. 
However, even this is not consistent across countries and 
its interpretation has proved controversial. Most turnover 
occurs within industries, which indicates either that firms 
face differing circumstances or respond differently to 
similar events, or both. Analysis on the basis of general 
industry characteristics has not been particuIarly success- 
ful in explaining these differences, which implies the 
necessity for firm- or establishment-based micro data in 
order to understand the process. 

The issue of the role and importance of small and/or 
new enterprises in the job creation process has given rise 
to much controversy, in both the academic literature and 
the policy arena. A particularly contentious debate con- 
cerns the question of whether the contribution of small 
firms to net job creation is disproportionately high and 
whether any policy implications follow from the answer 
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to that question. This chapter, as well as some recent 
rescarch in the United States which exploited a true lon- 
gitudinal database, strongly suggcst that there are several 
important statistical biases which, if not accounted for, 
tend to overstate the contribution. While the debate on the 
actual role of small firms in net job creation remains 
open, the methodological problems in accurately 
accounting for the dynamics of job and firm creation (and 
destruction) can no longer be ignored. For example, 
events in the life of firms or jobs are much more compli- 
cated to measure compared with demographic events, 
largely bccause the population of the formcr are con- 
stantly going through a cycle of renewal and decline. 
With regard to the issue of how to measure the siTe of a 
firm in a dynamic context, should the size simply bc 
measured at the start of the data period (or at thc birth of 
the lirm), even though analyr;is has shown that this tends 
to be only temporary? Or, as some authors have argued, 
should size bc measured as some average over the entii-e 
period of observation? The latter probably better captures 
the establishment's more medium-term intended scale of 
operation; however, it necessarily overlooks short-term 

volatility in employmcnt levcls, something that appears 
to be an intrinsic characteristic ol  small businesses. 

While knowledge about the process of job creation 
and destruction has expanded, considerable work 
remains to be done. Three lines of action should be 
accorded high priority. First is the task of creating more 
comparable datasets to allow more robust comparative 
analysis. Ideal datasets should be longitudinal, available 
at regular intervals and based on random samples of 
establishments. Second, there is the necd to derive from 
these datasets unbiased statistical measures to capturc 
the birth, death, survival and growth ol' establishments 
and the related job flows. Finally, there is the challeng- 
ing task of linking job turnover and labour turnover; this 
is necessary because flows into and out of employment 
by workers are not identical to job creation and dcstruc- 
tion. The key issue here is how the labour market func- 
tions in allocating jobs and workers. The impact on 
workers of the reallocation of jobs across firms is indeed 
at the core of the dynamics of the labour market. 

NOTES 

I. Excess job turnover is so named because it assumes that 
job turnover equal to net employment change is all that is 
needed to achieve this change. 

2. The establishment is the preferred unit of analysis for sev- 
eral reasons. First, it represents the smallest level of aggre- 
gation for which useful data are available. Second, it  repre- 
sents the production unit while the enterprise represents the 
ownership unit; so that changes at the establishment level 
thus reflcct real changes more accurately. Third, inter- 
establishment transfers of jobs within an enlerprise ai-e 
frequently accninpanied by changes in location, type and 
overall number of jnbs. '['his feature of job turnover would 
bc lost if data were aggregated at. the cnterprisc Icvel. 
I'ourth, establis11ment.s call be classified by seclur more 
casily than enterprises, as they usually produce a narrowly 
defined range o f  products. Finally, scale economies ai-e 
more associated with establishments so that changes over 
time in the size distribution of establishments are more 
likely to reflect changing scale economies [Carlsson 
(1987)l. 

3. Results in Norway may be influenced by poor coverage of 
establishments employing fewer than five persons. In addi- 
tion, the trend in net employment change i s  negative. 

4, There are several breaks in the tirnc-series for France 
which do not permit analysis over a longcr period. Thcre is 
also a break in the data in 1988; however, it appears to be 
less significant. 

5. An estimate of the rate of employment gains from estab- 
lishment openings for Canada is required for comparison 
with Europe. The rate of employment gains from firm 
opening rates between two periods, 1978-1986 and 
1984-1989, was stable. This suggests that the estimated rate 
of gains from establishment openings of 2.4 per cent for 
selected years 1970-1986 [in Baldwin et al. (1993)l 
remained reasonably unchanged in the period 1984-1989. 
This 2.4 per cent rate is the basis of comparison. 

I;. Calculation oP.job turnover using changes in filled employ- 
ment positions may be cyclically biased. Estimates of filled 
positions may undcrcstirnatc job crcation during upswings 
bccause unfillccl positions steinining from skill shortages 
art: riot couritcd. In downturns, tirms may rctain workcrs 
longer as a result of labour contracts and legal requirc- 
ments. Thus, job losses during downturns may be 
understated. 

7. l'his view is not inconsistent with the instability of employ- 
ment in small establishments discussed in Sections D and E 
since their expansion is an important source of employ- 
ment gains during upswings. Furthermore, the cyclical sen- 
sitivity of employment gains and losses in existing estab- 
lishments does not imply Iower persistence of jobs 
rneasm-ed over two years in Davis ef al. (1994) given the 
length of the upswing in the 1980s. 

8. Thesc analyses have bcen cxtendcd to shiRs across plants 
grouped by a number or charackristics (age, size, owner- 
ship, region). Using industry and region, Dunne et al. 
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(,1YXY) explained ahour 20 per cent of excess job turnover. 
When age of the plant was added, the importance of shifts 
between groups rose to 57 per cent. Davis and Haltiwanger 
(1992), on the basis of more. precisely defined groupings of 
plants (in terms of industry, plant age, size, region and 
ownership type), accounted for about 40 per cent of excess 
job turnover, with age the most influential of all factors. 
For Germany, Boeri and Cramer (1992) established that 
variance across industry sectors (81 groups) accounted for 
less than 1 per cent of the total variance in establishment 
growth rates, while variance across size classes accounted 
for 5-6 per cent. For Italy (manufacturing in the Turin 
region), Violante and Prat ( 1  992) explain a higher propor- 
tion of job turnover by thc movcmcnt of jobs between 
groups d e h e d  by industry, firm size, age and year. These 
variables, especially age, account for 60 per cent of thc 
variability in net employment change and 70 per cent of 
the variability in turnover. 

9. Denmark was excluded from the detailed comparison, and 
results for New Zealand on industry turnover were quali- 
fied to take account of the influence of privatisation. 

10. That does not mean that labour turnover was zero. For 
example, an employee may be hired in a post while another 
is laid off from another post, resulting in the same number 
of employees at the beginning and at the end of thc ycar. 

1 1. Statistics on enterprise demography for six countries 
(Denmark, Finland, France, the Netherlands, Swcdcn and 
thc Unitcd Kingdom) have recently been compiled by 
Eurtistat [CEC (1994)l. Given methodological differences 
across countries, and thc limitations o f  national data in 
measuring enterprise creations and deaths bccausc of 
problems of timing and legal requirements, Eurostat notes 
that the statistics must be interpreted carefully. It should bc. 
noted that a number of general guidelines for the collection 
of business statistics are under discussion at the EC and 
EFTA level. 

12. Data by establishment size are not shown for the United 
States because they are not comparable. In contrast with 
other countries, establishments are classified by the size of 
the owning firm. 

13. If self-cmploymcnt were included, this average would be 
much lower, A panel survey in I’rance on new firms reveals 
that half of thcm arc formed by only one person [Moin-iaux 
( 1994)l. 

14. Business failures account for only a small par1 or firin 
deaths. In the IJnikd States, Dun and Bradstreet estimate 

that about 70 per cent of new firms will close within eight 
years, but only about one-fifth will actually have “failcd” , 
including thosc that file [or bankrupky [Phillips and Kirch- 
hoff (1989)l. In France, it seems that only a quarter of firm 
closures are due to failures [ANCE (1993)l. Low survival 
reflects not only poor entrepreneurship but also inadequate 
adjustment to socio-economic changes. 

15. In Lower Saxony, however, the data refer only to the 
manufacturing sector. Where data by sector are available, 
the survival rates in manufacturing are usually higher com- 
pared with services: 6 1 per cent in Denmark, 56 per cent in 
France, and 47 per cent i n  the United States. 

16. See Chapter 1V of OECD Empluymersi Oullook (1985). 

17. The focus of this scction in on the yirurafiry ol’ jobs creakd 
or lost by estaldishments o f  dirferenl sizes. An investiga- 
tion of the qualiry of such jobs has bcen carried out in 
OECD (1985). 

18. For example, Mulkay and Van Audenrode (1993) use the 
proportion of the wage biIl in sales in their analysis of the 
employment-creation record of Belgian firms. Those in 
which the wage bill was less than 10 per cent of sales 
created slightly more jobs than firms where the proportion 
was 50 per cent, and lost many fewer jobs. 

19. Small cstablishrncnts may appropriately be defined as those 
having fewer than 100 employees in a discussion of retail 
stores, because most retail stores have few employees. Rut. 
in some industries, such as autoiriobilc manufacturing, the 
typical establishment may be much larger. Here, a defini- 
tion or a sinall business as one with fewcr than 
500 cmployees may more accurately capture the fact that 
such an establishment is small 1-elative to the industry 
average. 

20. That this shift is not simply a sectoral one - at least at this 
level of aggregation - can be seen by examining the data 
for manufacturing (not shown in the chapter). The employ- 
ment share of small enterprises increased slightly in six of 
the nine countries for which data were available for both 
years. 111 Spain the share was unchanged, while in 
Germany and Japan it decreased slightly. The German 
exception in manufacturing is also c k x  when a longcr 
period is considcred [Perea and Savoye (.1993)]. Thus in 
most cases, the data suggest that the shift to smaller units 
reflects more than just a composition cffcct. 

21. Only in Francc are establishments classified according to 
their size at the end date. 
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Annex 3.A 

SOURCES, DEFINITIONS AND METHODS 
OF DATA COLLECTION ON JOB GAINS AND JOB LOSSES 

The data uscd in Chaprcr 3 are drawn from national, pri- 
marily administrative sources that differ not only in their meth- 
ods of collection but also in their employment coverage and 
scctoral classification. In some cases these data are supple- 
mented by business surveys. The information refers to estab- 
lishments except for Canada, Italy and the United Kingdom, 
where data refer to firms. 

The analysis involves cross-section comparisons of stocks 
of employment which are longitudinally linked at the level of 
establishmenthirm. It is important to note that most administra- 
tive sources do not distinguish between job slots and the indi- 
viduals tilling those slots. However, as job turnover is based on 
counts of employment a1 Lhe same time each year, labour turn- 
over is netted out in the intervcning period. Compariu-ison at the 
establishment level pi-civides the measure of job dynamics that 
distinguishes thcsc data from cross-section surveys. However, 
aggregation at the establishment level means that some job 
turnover is missed because job gains and losses withiiz the 
establishment are netted out, while only those between estab- 
lishments are counted. 

Because coverage differs across data sources, an attempt 
was made to “standardize” as much as possible. Thus, the 
analysis is limited to dependent employees in the private sector 
excluding public administration and establishments providing 
non-market scrviccs. Self-cmployed individuals and domestic 
workers are also excluded from the counts of turnover. In 
addition, the primary sector, except for mining and quarrying, 
was excluded. The exclusion of non-markct services presented 
difficulties. Public scctor institutions in ISIC (International 
Standard Industrial Classificahon) 93 1 (education services), 
ISIC 333 (mcdical, dental, other health and veterinary serviccs) 
and ISIC 934 (welfare institutions) were not included in 
Denmark, France, Italy, the United Kingdom and the United 
States. These entire industry groups had to be excluded for 
Canada, Finland, Germany, New Zealand and Sweden because 
a distinction could not be made between public and private 
establishments. This had a significant effect on the samples. 

Comparisons of status o f  each establishment between 
years t and t + 1 result in the classification of each establish- 
ment and associated employment changes according to open- 
ings, closures and ~ among continuing establishments - 
cxpanding, contracting and those with unchanged employment. 
An opening is recorded when thc first dcpcndent employee is 
hired, while a closing establishment is one that has laid oPf all 
its dependent employccs. Transitions to and from self-employ- 
ment are counted as openings. Movements to and Trom indus- 
tries included in the sample are also counted as openings and 
closurcs. For example, privatisations would be counted as open- 
ings. For continuing establishments, gains and losses by estab- 

liqhment size group are distributed according to establishment 
sizc at time t. In Finland (only in 1986-1988), the United 
Kingdom and the United Statcs, changes are reported over a 
two-year period and the resulting data annualised for compari- 
son with the other countries. There are many other subtleties 
which influence opening and closing rates described in country 
notes below. 

Canada 

The data arc from the Smdl  Business and Special Surveys 
Division, Statistics Canada, based on tax information filed 
yearly by all employers with Revenue Canada, and covcr thc 
period 1978-1991. Industries arc classified on the basis of the 
Canadian Standard Industrial Classification (SIC) of 5 1 two- 
digit group s. 

Method. Employment estimates arc annual average, ‘ ‘full- 
year equivalent person-years’ ’, computed in two stages: i) each 
firm’s total annual wage bill is estimated; and i i )  the number of 
“fu11-year equivalent employee-years’’ is then calculated for 
each employer by dividing the firm’s total annual wage bill by 
the appropriate average annual wage in the sector and province. 
Statistics Canada’s Survey of Employment, Earnings and Hours 
provides wage data. As a result, employment in smaller firms 
(which have lower wagcs) may be underestimated. ln sectors 
for which this survey does not provide information on averagc 
wages (e.g banking), the average annual wage for all sectors 
covered by the survey for the province and ycar in qucstion is 
used. 

Measurement of openingslclosures. Based on creation 
(opening) or disappearance (closure) of a Business Register 
Identifier (BRID). A new BRID number is assigned when both 
the Payroll Deduction (PD) number and the legal name of the 
firm are changed. Changes in business organisation (incorpora- 
tion, acquisition, merger) can lead to a change in the BRID and 
so could be recorded as openings and closures. In 1989-1990 
the Business Register was replaced by the Central Frame Data 
Base (CFDB). At the same time a procedure to screen openings 
and closures was introduced which takcs account of similarities 
in firm names, continuity of PD numbers and continuity of 
employees. Screening was previously manual. For a new firm, 
the wage bill actually covcrs only that p a t  of the year since the 
business opened, but it is used in the calculation of employment 
as if it wcrc covering the whole year. The resulting downward 
bids in the estimate of job creation through new openings is 
corrected by doubling the employment estimate, assuming that, 
cm average, all new firms had half a year of existence. 
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Denmark 

Data  a re  f r o m  t h c  Znlegrerel Database f o r  
Arbejdsmarkedsforskning (IDA) (Integrated Database for 
Labour Market Research) of Danmarks Statistik, based on vari- 
ous administrative sources. The core sources are the Salary 
Information Register established by the tax authorities and the 
Business Register of Danmarks Statistik. Additional sources 
include other tax registers, the Central Population Register, the 
Register for Unemployed Persons and the register-based work- 
place statistics. The information covers the period 1980-1989 
and refers to the last week of the month of November. For this 
study, all public scctor establishments are excluded and data by 
industry are only available at the one-digit ISIC (Rev. 2) Icvcl. 

Method. This is a truc longitudinal datasct for both indi- 
viduals and establishments. Data on individuals are linked to 
establishments each November to determine thcir cmployrnent 
situation, using the Salary Information Register. Comparison is 
then made between each November to calculate the categories 
of job turnover analysed in this chapter. Some adjustments were 
made in the standard tabulations for Denmark to ensure greater 
consistency with other countries. This involved distributing all 
changes included in the category “Other” (openings and clo- 
sures within firms) among openings, closures, expansions and 
contractions and unchanged employment. 

Measurement of openings/closures. Four criteria are used: 
ownership, workforce, industry and location. For an establish- 
ment to be considered the same from year to ycar, one of three 
conditions must be met: i) same owner and same industry; 
i i )  same owner and same workforce; or iii) sane  workforcc and 
samc location or industry. “Same wurkhce”  is defined as a 
situation where at least 30 per cent of the employees are com- 
mon to the establishment from year to year. This ensures that 
either workforce or ownership and one additional criterion must 
change for an establishment to be counted as new. 

Finland 

The data are from the Business Register of Tilastokeskus 
(Statistics Finland) based on various administrative filcs from 
the registers of the tax authorities for enterprise data, supple- 
mented by annual establishment surveys. The information cov- 
ers the period 1986- 1991. Tnduslries are classified according to 
the Finnish system which is based on LSlC (Rev. 3). 

Method. ‘l’ax registers contain enterprise data, but not 
inI‘orrnation on estahlichnients. Establishment data are based 
largely on enterprise surveys which collect information on 
employment, branch of economic activity, location, and infor- 
mation on take-overs. Verification of information included in 
the tax register is also obtained. Surveys are sent to all new 
enterprises and existing enterprises covering: all multi-estab- 
lishment enterprises; all singIe-establishment enterprises 
employing more than 20 persons; and a portion (on a rotating 
basis) of remaining enterprises. To be included, firms must 
operate for at least six months and have a turnover of at least 
FMk 45 000 (1991). Employment estimates are annual aver- 
ages, though in enterprises which are not surveyed, establish- 
ment cmploymcnt is cstimated by dividing the wage bill by 
average industry wages. Among continuing establishments, 
there is not a separate catcgory for those with unchanged 
employment. 

Measurement of openings/closures. Openings and closures 
are based upon receipt and termination of, or changes in, an 

establishment identification number. Apart from newly formed 
establishments, this occurs if certain criteria are met. Where 
ownership changes, if either address or detailed industry group 
changes, this is counted as a new establishment. If there has not 
been an ownership change, there must be a change in broad 
industry section or in both detailed industry group and address. 

France 

Data are based on the register of establishments of 
the Union nationale pour l’emploi dans I’industrie et le 
commerce (UNEDIC), and cover the period 1978-1992, 
Because the public sector is not included, covcragc across sec- 
tors for France is uneven because major national enterprises are 
excluded from the analysis. lndustry data are only availablc 
using the national French inductrial classification system 
[Nomenclature d’activitds et de produits (NAP) 15 to 
100 groups, depending upon the year]. 

Method. UNEDIC annually produces employment data for 
the current year and revised data for the previous year. The 
point of comparison in this chapter is between the 31st Decem- 
ber t - 1 and 31st December t. Changes between consecutive 
years are attributed according to their size at the beginning of 
the year (and the end of the year for new establishments). See 
also OECD (1 987). 

Measurement of openings/closures. Establishment open- 
ings are based on the registration of at 1e;lst one UNEDTC- 
affiliated employee in year t, when none were recorded in 
r ~ 1. Establishment closure is symmetrical. The count of new 
establishments is affected by changes in ownership, location or 
activity (industry) which rcsult in a ncw rcgistration number. 
Data on openings are generally available later than those on 
closures, and the number of new establishments and the jobs 
thereby generated may thus be slightly understated. 

There are breaks in the time series. Data for 1978-1984 
come from OECD (1987). Data for 1980 were unavailable, 
since preliminary and revised data could not be paired. For 
1985-1988, data were taken from published figures in the Bulle- 
tin de liaison of UNEDIC. Firm size data are not available for 
1985-1 988. From 1989-1992 a different methodology was 
adoptcd by UNEDIC. As a result, data on the expansion and 
contraction of existing establishments are not avaiiablc. Unpub- 
lished data wcrc provided by ANCE (Agenw nutiionale pour la 
crkution et le de‘veloppement des nouvelles entreprises). In 
addition, calculations of gains and losses hy firm size category 
are not strictly comparable to other countries bccause they are 
attributed to establishment size at the end rather than the begin- 
ning of the period. 

Germany 

Data are from the Employment Statistics register of the 
Bundesanstaltfur Arbeit (BA) (Federal Office of Labour). They 
are collected via the Social Insurance Scheme notification pro- 
cedure and cover the pcriod 1977-1990. Tiidustry data are based 
un the BA’s classification system, which was converted to the 
ISIC (Rev. 2)  system for the purposes of this chapter. 

Method. Comparisons in consecutive years are made for 
each establishment to determine cstablishmcnt and employment 
dynamics. The number of employees in an establishment is 
tabulated for this study at 30th June annually. Howcvcr, persons 
in limited employment, i.e. those working less than 15 hours a 
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week or who are cmployed only for short periods and whose 
monthly wage is less than a specified minimum, are excluded. 
The legal definition of limited employmcnt changed over the 
period, introducing some incompatibility over time. 

Measuremerzt of openings/closures. Plant openings and 
closures are identified by comparing the number of employees 
at the end of June each year. Opening (closing) establishments 
are those which had no (some) registered workers at t, but some 
(no) dependent employees at t + 1.  The treatment of changes in 
ownership is ambiguous. In some cases, the establishment’s 
identification number remains unchanged. in others, e.g. 
bccause of a change in the sickness insurance scheme, a new 
number will be issued and an opening (closure) will be 
rccorded. Tn addition, thc tcrin “establishment” in the Employ- 
ment. Statistics regiskr is riot very strictly delined, reflecting 
firms’ staff management practices rathcr than an official ruling. 

Italy 

The data are from records of the Istituto Nazionale 
Previdenza Socinle (INPS) (National Institute for Social Secur- 
ity), which collects social security contributions from both 
firms and workers and administers retirement benefits, various 
wage supplements and unemployment benefits. The information 
covers the period 1985-1991. All public sector firms are 
excluded. Industry data are based on the national classifical.ion 
system at. the two-digit Ievrl and were converted 10 ISIC 
(Rev. 2) in this chapter. 

Melhod. A standard comparison between conseciitive 
annual employment observatioiis on each firm is made l o  calcu- 
late job turnover. Firm temporarily operating without depen- 
dent workers are retained in the data file and counted as having 
no employees. This i s  a more accurate reflection of enterprise 
turnover than in some other countries. 

Measurement of openirigs/closures. New registration of 
businesses with INPS are counted as openings. However, legal 
changes resulting in the formation of new firms, hence the 
receipt of a new identification number, are also counted. It is 
not possible, therefore, to differentiate changes in ownership 
from the opening of a new business. Delays in processing data 
affect. the count of business terminations, especially among 
small firms. To compcnsate for this, INPS applies estimalttd 
closure probabilities to per ids  of absence 0 1  reported data. 

New Zealand 

The data are from the Busincss Demography Database of 
the Department of Statistics New Zealand, developed from the 
Central Business Directory. Sources include administrative 
records of the Goods and Services Tax (VAT) and the Annual 
Business Directory Survey. The period covered is 1987-1992. 
Industry data are available using the ISIC (Rev. 2) 
classification. 

Method. The database is longitudinal liir activity units, 
defined as separate operating units engaged in predominantly 
one economic activity h r n  a single physical location. This 
approximates an cstablishnient. Employmcnt counts a.re based 
on information collected irorn activity units. Part-time positions 
arc counted as half full-time positions. In terms of dynamics, 
changes bctween time I and t + I are based on comparisons 
conducted between February or each year when the database is 
updated through the Annual Business Directory Survey. 

Meusuremcnt Qf oyeninKs/clmsrdr~s. 0pen.ings and closures 
are recorded with chanpcs in the unique identifying number 
assigned to each activity unit, hascd on changes in industry and 
location. They are not recorded if there is a change in owner- 
ship or a minor change in location. However, privatisation of 
activities which had been public are counted as openings. 

Norway 

Data are from the Itzdustristntistikk Heft I Nceringstall 
(Manufacturing Statistics, Voluine 1: Industrial Figures) pro- 
duced by the Statistisk SentrdhyrZ {Central Bureau of Statis- 
tics) from the Central Registcr of Establishments and Entcr- 
prises. Most data in the Ccntral Register are taken from the 
VAT Register of the Directorate of Taxes and from the Register 
of  Employers in the National lnsurance Jnsti tution. Annual 
reports are collected from establishments with usually more 
than five persons, while only some annual data are collected 
from the remainder. Information covers the period 1976- 1986. 
Industry information is based on the national industrial classifi- 
cation system, which corresponds very closely to ISIC (Rev. 2). 
However, it is limited to mining and quarrying and nine sub- 
groups of manufacturing. 

Mefh.od. Data are longitudinal for establishments but data 
on employment are obtained indirectly through enterprise 
records. Employment includes those on leave or on strike. Pro- 
prietors, owners and fainily workers are also included if they 
are engaged actively in the daily work of thc establishment. 
Working shueholdcrs in corporations aid co-operatives are 
counted as ordinary cmployees. In larger entcrprises, salaried 
inanagers and directors are counted as employees. In a number 
of cases in multi-establishment enterpriscs, the number of 
employees in constituent establishments has been estimated. 

Measurement of openin.gs/closures. Opening (closing) 
establishments are those which began (disappeared) in time t or 
early in time t + 1 based on registration for National Insurance 
or the VAT. Because employment estimates are annual 
averages, the estimated contribution of openings and closures to 
job turnover is likely to be affected. Establishments flows to 
(fromj mining and manufacturing from (to) other industries 
were excluded from openings and closurcs since a continuous 
lime scrics was iiot available. The same is t.rue [or m0vement.s 
to and from self-cniployrnen~. As a result, the sun1 of opening, 
closure, expansion and contraction dues riot cyual the net 
c.hange i n  crnploytnent. 

Sweden 

Information comes from Database Statistics on Regional 
Employment produced by Statistics Sweden. This dataset is 
based on sever$ sources combined in the Register of Regional 
Employment (ARSYS): the Register of Income Verifications, the 
Taxation Register and the Business Register. Data cover the 
pcriod 1985-1991. Industry data are available using t.he TSTC 
(Rev. 2) classification. 

Methid. Longitudinal data available for establishments. 
Data on individuals consist of both an identification code for 
t.he individual (hence these data may also be longitudinal) and a 
code for bot:h the establishment and enterprise, allowing indi- 
viduals to be linked to establishnicnts. Each Novembcr, estab- 
lishment codes arc compared, and establishments and their 
dependent employees (linked to the establishment through a 
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code on the file of individuals) determined. In some cases 
individuals cannot be assigned to a particular establishment. 
This lcads to a slight unckrcstimation of crnployrnent, except in  
the construction industry where about 25 per cent of the work- 
ers cannot be assigned to any particular establishment. Data for 
period t are re-estimated using information in t + 1 so that 
stocks for the end and beginning of the two periods do not 
match exactly. 

Measurement of openingdclosures. Three criteria are used; 
for an establishment to be considered new, there must be a 
change in at least two: i )  activity or staff; ii) location; and 
iii) owner. For small establishments (with less than ten 
employees), however, the control of identification nuinbers is 
not always adequate. Sometimes estahlishnients may incnn-ectly 
be assigned new nuinbei-s when they have oiily changed legal 
form. 

United Kingdom 

Data on private sector firms were taken from a series of 
articles: Doyle and Gallagher ( 1  986) for 1982-1984; Gallagher 
et nl. (1991) for 3985-1987; Daly ef  al. (1991) for 1987-1989; 
and Brace et nl. (1993) for 1989-1991. All are based on the Dun 
and Bradstreet Corporation database. Information refers to 
1982-1991 in biannual sets: 1982-1984, 1985-1987, 1987-1989 
and 1989-1991. Biannual estimates arc dividcd by 2 rathcr than 
applying a compound growth rate. 

Method Data are only longitudinal for firms and only 
largely for each two-year period, Data on individual workers 
are calculated Prom enterprise records. Each firm receives a 
unique numeric identifier when it is first cntcrcd on thc 
databasc. Enterprise and job dynamics are based on matching 
firm files for different years, the comparison point being 
December. It is evident that the coverage of the Dun and Brad- 
street file is incomplete in the smaller firm-size categories. Data 
are also not comparable across time. For example, 1985-1987 
excludes firms with fewer than fi\7e employees. In the data 
sources used in this chapter, adjustments were made so that the 
figures would more accurately reflect the population of U.K. 
firms (especially in thc smaller size catcgorics) by cotnparing 
results with data lrom the administration of the VAT. In gen- 
eral, the saine scaling factors were used in 1989-1991 as in 
'I 987- 1989. 

Mea.rureniwt if i)i~""ings/~~lvswrcrr. Openings are based on 
entry of a record on the Dun and Bradstreet file. Closures are 
iiot recorded directly hut are based on failure to revise a record 
in the database. Firm records arc not always updated, which 
causes difficulties. In 1982-1984, 1985-1987 and 1989-1991, 
apparent openings which had a date of birth prior to the end of 
1982, 1985 and 1989 were deleted while openings with a start- 
up beginning in mid-1987 were included for 1987-1989. In 
1989- 199 1, additional validation of openings was undertaken 
through a sample survey of apparent births. Delays in recording 
openings mean that births calculated for a two-year period 
represent t.hose for a shorter period. To be counted as a closure 
in 1982-1984, 19851987 and 1989-1991, the record had to 
have heen revised no earlier than time t and then not be reviscd 
at t + 1. In 3987-1989, apparent closures on the file which had 
been updated at the beginning of the previous two-year period 
but not subscqucntly werc countccl as clnsures, perhaps increas- 
ing their numbers. Data were subjected to further validation to 
deal with problems of mergers and ownership changes. For 
1982- 1984, 1985-1 987 and 1987-1 989, apparent employment 

gains which arose solely through mergers or acquisitions are 
riot included. Furthermore, I-irrn closures are adjusted to elimi- 
nate company take-overs. However, in 1989-1991, mergers 
were included in the estimates for the four components of job 
turnover, though their contribution to net employment was pro- 
vided separately for firms with more than 1 000 employees. 

United States 

Data are from the U.S. Small Business Administration. 
The inhmation is collecled by Dun and Bradstreet Corporation 
for the Dun's Marketing Identifier (DMI) and is used to pro- 
duct the U.S. EstablishmenL and Einployinent Microdata 
(USEEM) file and the U.S. Establishincnt and Longitudirial 
Microdata (USELM) file. Data cover the period 1976-1990 i n  
biannual sets: 1976-1978, 1978-1980, 1980-1982, 1982-1984, 
1984-1986, 1986-1988 and 1989-1991. Biannual estimates are 
divided by 2 rather than applying a compound growth rate. Data 
by industry are available using the national Standard Industrial 
Classification (SIC) on a broad industry basis (one-digit) for 
1984-1988 and on a more detailed basis (two-digit) for 

The USEEM covers all domestic business establishments 
in the private sector that have at least one dependent employee 
and a Dun and Bradstreet credit rating. The T_JSEI.,M is a longi- 
tudinally linked stratificd sample drawn -with linked records - 
from a11 USEEM files. About half the establishments repre- 
sented in a typical USEEM filc arc also rcprcscntcd i n  the 
USELM file. A weighting scheme is use.d to adjust thc sainplc 
data so that it is coinpatible with analogous data from thc 
USEEM file. Employment i s  obtained indirectly from records 
of establishments. Using the USELM file. comparisons were 
made in December of each two-year peiicd though employment 
levels were recorded at various times during the year. Data 
beginning in 1984-1986 are based on a different design of the 
USEEM files reflecting a major expansion in  the DMI file. Data 
prior to 1984 could not be adjusted to reflect this new design. 
The period 1984-1988 was estimated together, while other peri- 
ods wcrc estiiriatcd scparatcly. Rccorcls showing radical change 
belween periods were edited. In general: records with reporting 
dates older than four years were believed to represent establish- 
ruen~s which had closed and were deleted from the file. 

Establishments were classified hy the sjxe of t.he owning 
enterprise i n  the case of inulli-cstablishmcnt cntcrprises. This 
was done to mininiise the distortion that could arise at detailed 
industry levels from having to classify a multi-cstablishrricnt 
cntcrprise by a single SIC cvde. This method tends to result in 
significant differences in the attribution of employment changes 
across size categories relative to other countries. 

Measurement of openings/closures. Openings are based on 
the entry of a record on the Dun and Bradstreet file. Closures 
are based on failure to revise a record in the database. There are 
lags between actual opening or closure and their being recorded 
but little is known of their effect. Openings in 1989-1991 may 
be overstakd due to efforts to expand the sample. 

Some research suggests that. Dun and Bradstreet data over- 
state openings and closures. For example, gcographic arid legal 
changes are difficult to separate frrmi true openings and clo- 
sures [Rirchhoff (1992)l. Baldwin et d. (1993) found substan- 
tially lower opening arid closing rates Tor rnunuhcturing for 
selected years betwe.cn 1970 and 1986 compared with those in 
the Dun and Bradstreet database for 1984-1988. 

1989- 199 1. 
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