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Spain: Business Dynamics 

Business and employment dynamics play a central role in market economies. Understanding the characteristics and 

potential of businesses that populate the economy, across different sectors of activity and over time, and the extent 

to which they contribute to job creation and reallocation is central for economic policy. This Country Note presents 

the key findings of the OECD DynEmp project for Spain. 

Taking advantage of the DynEmp data infrastructure (Box 1), this Country Note contributes to evidence that is highly 

relevant for policy making in Spain, taking into account the broader economic situation of the country. The main 

results from the analysis of Spanish employment dynamics reflect, on the one side, the specific structure of the 

Spanish economy, which comprises of a large share of small firms playing a crucial role for employment. On the 

other hand, the DynEmp data also highlights the specific challenges of entrepreneurs to enter the market and grow, 

particularly in the aftermath of the financial crisis.   

 
  

Highlights 

 Spain has a large share of small firms, which play a crucial role for employment, especially in 

manufacturing.  

 Low entry rates and low post-entry growth of firms in Spain indicate barriers for young firms to enter the 

market and to grow.   

 Ensuring the right policies, improving legal framework conditions, and financial access are important to 

enable young firms to scale up. 

 

 

Country background

Despite a successful recovery from the 2008 financial crisis, Spain has not yet fully overcome some of the imbalances 

that unfolded during the crisis. Structural reforms and favourable global economic conditions have helped the 

Spanish economy recover, but employment rates remain below their pre-crisis levels, multifactor productivity 

growth related to innovation is sluggish, and there is a persistently large productivity gap between the best 

performing global firms and Spanish firms (OECD, 2018). Spain’s poor productivity performance is linked to the 

misallocation of capital to low productivity firms and an investment gap in knowledge-based capital and research 

(Gopinath et al., 2017; Haugh et al., 2017). Also, even though the public debt to GDP ratio has decreased, this has 

been mostly due to favourable macroeconomic conditions (OECD, 2018). 
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The economic challenges of Spain are shaped on the one hand by its country-specific economic structure and history, 

and on the other hand by developments common to most industrialised countries, such as demographic change and 

digitalisation.  

Demographic change associated with an ageing population is a prospect Spain shares with most industrialised 

countries. Spain has one of the highest life expectancies worldwide and is expected to overtake Japan’s long-held 

position by 2040 (IHME, 2018). Demographic change is highly relevant for public finance sustainability, and skill 

development (OECD, 2018). First, a significant increase in age-related (health and pension) spending threatens 

Spanish fiscal sustainability, despite recent pension reforms. Pension replacement rates at around 77% in Spain 

remain significantly above the OECD average of 62%. At the same time, the risk of old-age poverty is likely to increase 

in future (OECD, 2017). Secondly, the average quality of the workforce in terms of skills in Spain is low and skill 

mismatch is high. Firm-level spending on training is relatively low. Policies should therefore focus on improving 

lifelong learning opportunities for less qualified workers and creating linkages between firms and the educational 

system to ensure that skills match with future labour market needs (OECD, 2018).  

Spain’s unemployment rate is the second highest among OECD countries. In particular, youth unemployment 

remains a key challenge for Spain (standing at 38.6% in 2017, more than three times the 11.5% OECD average). The 

Spanish government has launched several programs to address these challenges. The Youth Employment and 

Entrepreneurship Strategy, launched in 2013, provides financial incentives for firms to address the professional skill 

gap and the lack of working experience of the youth through increased training possibilities. In 2018, the Contrato 

de formación y aprendizaje introduced a new wage complement for training and learning for young employees. 

Nevertheless, providing more individual support tailored to specific needs can further help students at risk of failing 

at an early stage (OECD, 2018).  

Besides youth unemployment, another structural challenge for Spain is long-term unemployment, which is also 

among the highest in the EU. Bentolila, García-Pérez and Jansen (2017) find that the job finding hazard drops 

strongly after the 24 months of unemployment, which represents a major obstacle for the long-term unemployed. 

To support reintegration into the labour market the Programa de Acción Conjunta para la Mejora en la Atención 

de Desempleados de Larga Duración, launched in 2016, provides additional funding for employment agencies.  

Reducing skill mismatch and improving inter-regional labour mobility should be future priorities to improve long-

term unemployment. Regional disparities are not only present in employment but also in income, well-being, 

poverty, and regulation, which present a further challenge to the Spanish economy (OECD, 2018). Regional 

convergence in terms of GDP per capita has slowed down in the years after the Great Recession. Further, important 

regional regulatory differences persist, increasing barriers to achieve a truly single market and firm growth, and 

contributing to regional productivity differences (OECD, 2018).   

The rest of this Country Note is organised as follows. First, the analysis of the DynEmp data focuses on the aggregate 

firm size and age distributions, in manufacturing and (non-financial market) services, comparing Spain to a 

benchmark group of countries. The attention then shifts to patterns of net employment creation by size and age class. 

The Country Note concludes by looking at entry dynamics in the Spanish economy, as well as at the growth rates of 

new firms.   

Employment dynamics 

Size distribution 

Knowing the size and employment distribution of firms within the Spanish economy is crucial for policy makers. It 

allows understanding of the structure of the economy and provides an indication of the role of micro, small and 

medium-sized firms.  

Figure 1 shows the average size distribution in Spain of firms with two or more persons engaged, over the period 

2004-15. The upper panel (a) treats firms as units, while the bottom panel (b) weights them by employment. The 

numbers show that Spain’s employment in both manufacturing and services is highly concentrated in micro (2-9) 

and small (10-49) firms. Firms with 50 or more employees play a less important role than in other countries except 

in services, where very large (500+) firms account for a slightly higher share of employment than in the benchmark.  
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Figure 1. Size distribution 

Manufacturing and non-financial market services 

Spain vs benchmark countries, 2004-15 

(a) Firm distribution 

 

(b) Employment distribution 

 

 

 

Differences in the firm size distribution within sectors across different countries have been increasingly linked with 

diverging productivity growth and innovation patterns. Lopez-Garcia and Montero (2012) show that for Spanish 

companies, both in manufacturing and services sectors, firm size has a significant positive relation to the decision to 

innovate. Moral-Benito (2016) shows that the effect might also run in the other direction, i.e. that firms that innovate 

draw in more managerial talent and higher employee quality, also thereby gaining in size. Further, Criscuolo and 

Timmis (2018) show that in general, firms need to reach a certain threshold in terms of size and productivity to 

compete in international markets and participate in GVCs. This finding is also true for the Spanish economy and can 

explain why the share of exporting SMEs remains small (OECD, 2018). Low productivity micro firms serving local 
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markets coexist with large export oriented multinationals. In Spain, the high share of the small and low productivity 

firms is likely to drag down average productivity growth. Policies encouraging the scaling up of micro and small firms 

and their ability to participate in international trade have the potential to significantly increase competition, 

innovation, and productivity growth. 

 

Box 1. The DynEmp project 

The DynEmp project provides a unique comprehensive overview of employment and business dynamics across 

countries over the last two decades. The main contribution of the project is the creation of a harmonised micro-

aggregated database with which business and employment dynamics can be analysed across countries in a 

comparable way. The data are based on administrative records with quasi-universal coverage (such as business 

registers or social security records). Assessing employment and business dynamics in comparison to those of an 

appropriately defined benchmark group of countries can further inform and orient policy intervention.1 

The DynEmp database generally covers most sectors of the economy, but in order to enhance cross-country 

comparability the country profile focuses on manufacturing and non-financial market services (or “services” for 

brevity). The data source for Spain is the Central Business Register (Directorio Central de Empresas, DIRCE) 

maintained by the Spanish statistical office. See Desnoyers-James, Calligaris and Calvino (2019) for more details on 

the underlying data. 

Unless otherwise indicated, the presented numbers rely on averages for the period for which data are available; for 

Spain, this is 2004-15. To allow an evaluation of Spain’s performance relative to that of other countries, the Spanish 

results on employment and business dynamics are compared to a “benchmark” group of countries for which DynEmp 

data are available: Austria, Belgium, Brazil, Canada, Costa Rica, Finland, France, Hungary, Italy, Japan, the 

Netherlands, New Zealand, Norway, Portugal, Spain, Sweden and Turkey. Unless indicated otherwise, all findings 

presented also hold when the benchmark set is restricted to a more homogeneous group consisting only of EU 

countries. Results presented in this paper are sourced from the DynEmp3 database as at August 2019. Owing to 

methodological differences, figures may deviate from officially published national statistics. 

 

Age-size distribution and trends in employment creation 

The age structure of small firms is of particular interest. A large number of small firms can originate either from 

many small entrants (indicative of a more dynamic economy), or from a large number of old firms that did not 

upscale. The latter would be indicative of a less dynamic economy and potentially raises policy concerns, as old SMEs 

tend to destroy jobs, rather than create them (Criscuolo, Gal and Menon, 2014). The age distribution of small 

manufacturing firms in Spain reveals a relatively large share of old firms, together with a smaller share of young 

businesses compared to the benchmark. In services, the age distribution appears to be very similar to the benchmark 

countries.2   

The following figure shows the net job creation rate by size and age class as an average over the sample period 

(Figure 2). Young firms contribute positively to employment creation (for new entrants, which are included in the 

category, this is the case by definition), however with a lower rate in Spain than in the benchmark. At the same time, 

old and small firms in manufacturing and services sectors destroy more jobs in Spain than in the benchmark group 

of countries. This reflects both the larger employment share of old, small firms and a higher rate of net job 

destruction within this group.  

There are a number of specific national rules and regulations that can help explain the high share of small firms in 

Spain and their difficulties to grow and create employment (OECD, 2018). First, extensive regulatory and 

administrative procedures make it difficult for young and innovative firms to grow. High regulatory and 

administrative barriers in Spain have also been found to negatively affect the allocation of production factors, with 

capital and labour tied up in low productivity firms (Gopinath et al., 2017) making it difficult for young firms to 

access necessary resources. The simplification of corporate taxes in 2014, a recent bankruptcy reform (the so-called 

“second opportunity” law, passed in 2015) and the improved functioning of the business registry have strongly 

reduced the regulatory burden on small firms and SMEs. Various policies have also lead to a reduction of 

administrative burdens for small and young firms. In 2014 for example, Spain published the “Manual of 

administrative simplification and burden reduction” in order to facilitate the growth of small firms and SMEs. Spain 

also recently launched two platforms (Plataforma PYME and the CIRCE platform) to serve as single information 
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points for entrepreneurs and SMEs, offering support over the full life cycle of a firm and facilitating standardisation 

and simplification of administrative procedures. Consequently, Spain improved significantly in the World Bank’s 

“Ease of Doing Business” indicator, climbing from 51st place in 2010 to 30th place in 2020 (World Bank, 2020).  

While the results of these improvements are yet to be evaluated, there are still important regional regulatory 

differences across Spanish regions. Small firms and SMEs have to face large differences in regulatory practices 

depending on where their business is located. For example, it is easier to start a business in Andalusia, and to obtain 

a construction permit in La Rioja (World Bank, 2020). These barriers to achieving a truly single market contribute 

to regional productivity differences (OECD, 2018). Harmonising regional laws and regulations through the effective 

implementation of the Market Unity Law, the Ley 20/2013, de 9 diciembre, de garantía de la unidad de mercado, 

is important to achieve market unity and facilitate business regulation as a whole.  

 

Figure 2. Net job creation by size and age class 

Manufacturing and non-financial market services 

Spain vs benchmark countries, 2004-15 

 

 

The next figure (Figure 3) shows the net job creation by groups of firms over time. The Spanish labour market was 

particularly affected by the global financial and economic crisis (OECD, 2014). Old and small firms were hit the most 

by the recession, and also took the longest time to recover. After the crisis, aggregate net job creation across all 

groups of firms only returns to positive figures from 2015 onwards in both manufacturing and services, whereas in 

the benchmark countries this was already the case from 2010. This points to a slow recovery from the crisis in Spain 

compared to the benchmark. In 2013, Spain reached a harmonised unemployment rate of around 26.7%, more than 

three times the OECD average of around 7.9% (OECD, 2014). In contrast, young and small firms performed rather 

well with a quick recovery especially in manufacturing sectors. In 2015, all groups of firms reach their pre-crisis level 

in net job creation rate, pointing to the successful, albeit delayed, recovery of the Spanish economy.  

Specific policies by the government specifically helped the recovery of the Spanish economy. In 2012, a 

comprehensive reform of the labour market helped the recovery from the financial crisis through the promotion of 

the internal flexibility of firms, reducing the dismissal cost for permanent workers, and raising the importance of 

collective bargaining agreements at the firm level (OECD, 2014).  
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Figure 3. Net job creation by size and age class over time 

Manufacturing and non-financial market services 

Spain, 2004-15 

 

 

 

Entry dynamics and growth of new firms 

New firms are the engines of the “creative destruction” process (Schumpeter, 1942), through which innovation 

replaces outdated products and production processes. The number of new entries is therefore an important indicator 

of a dynamic business sector and can be considered a source of potential future economic growth. New entrants are 

also an important source of competitive pressure to incumbents, improving efficiency of resource allocation and 

stimulating the productivity of businesses.  

In Spain, entry rates are substantially below the benchmark average across almost all industries (Figure 4, Panel a), 

which is in line with historical trends and the results from empirical research (e.g. Gonzalez-Pandiella, 2014). 

Looking at developments over time, many advanced economies experienced a decline of business dynamics, also 

reflected in decreasing entry rates. However, the DynEmp data reveals that until 2009, the decline was more 

pronounced in Spain than in the benchmark countries, and particularly so in service sectors (Figure 4, Panel b). In 
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in the manufacturing sector. These achievements can be linked to the effective implementation of policies lowering 

regulatory barriers and making administrative procedures easier (as described above).   

 

Figure 4. Entry rates 

Spain vs benchmark countries, 2004-15 

(a) Across industries 

 

 
 

(b) Over time 

 

 

 

The low entry rates in Spain reflect barriers for small innovative firms to enter the market, specifically due to high 

entry costs and difficult access to credit. During the crisis, access to finance for young and small firms has been 

particularly difficult in Spain (OECD, 2018). However, according to the latest Bank Lending Survey (Menéndez 

Pujadas, 2019), the availability and the cost of finance have greatly improved recently, and are close to the Euro area 

average. Still, improving SME bond and loan securitisation (OECD, 2018), could foster the upscaling of SMEs and 

improve their productivity (Haugh et al., 2017). 
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Given the low levels of firm entry, enabling the firms that do enter to grow and upscale is important for employment 

creation, aggregate economic growth and productivity. Removing barriers for firm growth also helps ensure 

competitive pressure and the efficient allocation of resources into their most productive uses.  

Figure 5 presents the average post-entry growth performance of cohorts of new firms in Spain, comparing them with 

the benchmark group of countries. Entering firms grow significantly less in Spain than in the benchmark countries, 

which shows that Spanish firms were particularly hit by the financial crisis. The gap seems to increase over longer 

time horizons, both in manufacturing and services, showing that Spanish entering firms do not grow more the longer 

they stay in the market. Cohorts entering the market during the financial crisis, especially in services, were growing 

far below the benchmark countries. Even the latest observed cohort has still not reached their pre-crisis levels in 

(3-year) growth rates. 

 

Figure 5. Average growth of cohorts of entrants over different time horizons 

Manufacturing and non-financial market services 

Spain vs benchmark countries, 2004-15 

 

(a) Manufacturing 

 
 

(b) Services 

 

 

 
OECD work by Calvino, Criscuolo and Menon (2016) shows that entering firms are more susceptible to institutional 

settings and policy than incumbents. In the Spanish context, legal regulations represent important barriers to post-

entry growth. Size-contingent regulations (often in terms of employment or turnover) create incentives to remain 

small (González Pandiella, 2014; OECD, 2018). A recent government exploratory study of horizontal state 

regulations has identified more than 130 size dependent regulations (OECD, 2018). These thresholds should be 

removed to give firms the incentives to grow. Alternatively, thresholds could also be replaced by age limits since the 

young (as opposed to small) are the most important job creators (Haltiwanger, Jarmin and Miranda, 2013).  
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Summing up the main insights obtained from the DynEmp data, a major challenge to the Spanish economy is the 

difficulty of young innovative firms to enter the market and to grow. Specifically regulatory burdens, regional 

administrative differences, and difficulties in access to finance for young firms represent barriers to growth. 

Furthermore, small firms in Spain also face disincentives to grow from size contingent regulations. Ensuring 

regulations that are conducive to inclusive growth and improving legal framework conditions as well as financial 

access are important to enable young firms to enter the market and scale-up. Therefore, these challenges should be 

addressed by policies aiming at improving competition, innovation and exporting to boost aggregate productivity 

growth. All in all, improving business conditions for young and small firms is crucial to develop business dynamism 

and to enhance employment growth in Spain. 

 

 

Notes 

1 Additional OECD cross-country studies based on the DynEmp database (such as Criscuolo, Gal and Menon, 2014; Calvino, Criscuolo and 
Menon, 2015, 2016) provide complementary policy-relevant findings. 
 
2 This figure is not reported for brevity, but is available upon request. The age distribution is computed in the most recent available year 
(2015). Firm age is defined on the basis of the reported birth year or on the first year of appearance with positive employment. Left 
censoring of the underlying microdata is taken into account. Benchmark country averages are based on the latest available year for each 
country, see Desnoyers-James, Calligaris and Calvino (2019) for a coverage table. 
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OECD Insights on Productivity and Business Dynamics 

The global productivity slowdown and the simultaneous decline in business dynamism has prompted widespread 

policy concern. Productivity is the ultimate driver of living standards improvements in the long run, whereas a 

dynamic business environment is key in enabling job creation. Persisting negative trends can increase earnings 

inequalities and exacerbate pressures on governments’ budgets, thus threatening social cohesion and political 

stability. 

While most existing analysis of productivity and business dynamics rely on macro-aggregated data, the OECD 

MultiProd and DynEmp projects utilise a distributed microdata methodology to construct unique sets of harmonised 

micro-aggregated statistics from confidential firm-level data. The resulting databases allow studying the role of 

individual firms in driving aggregate outcomes and explaining the observed macro trends across countries and over 

time. 

OECD Insights on Productivity and Business Dynamics is a series of country profiles with a focus on the 

microdrivers of aggregate productivity and job creation. It makes available, to wider audiences, analytical material 

from the MultiProd and DynEmp databases that was prepared for use within the OECD.  

Comment on this country profile is invited, and may be sent to OECD, 2 rue André Pascal, 75775 Paris Cedex 16, 

France, or by e-mail to dynemp@oecd.org. 

The contribution to the DynEmp project of Valentin Llorente García from the Spanish National Statistical Institute 

is gratefully acknowledged. 

Please cite this country profile as:  

OECD (2020), “Spain: Business Dynamics”, OECD Insights on Productivity and Business Dynamics, March 2020. 
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