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Strong claims continue to be made on the
role of small businesses and job creation....

O From policymakers and pundits, an often
repeated refrain is that “small businesses are
the primary creators of net new jobs”

m Typical claim is that small businesses account for
about two thirds of net job creation

O Both sides of the aisle regularly use this claim to justify
policy proposals

m Jobs bill in September 2010
m Extending tax cuts in December 2010

O Repeated by so many over so many years, it must be
truel...



Table 1 Net Job Creation by Firm Size and Firm Age, U.S. Private
Sector, 2005 (Panel A - BASE YEAR SIZE)

Firm Size (Base Year)
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Source: U.S. Census Bureau, Business Dynamics Statistics at
http://www.ces.census.gov/index.php/bds/bds _home




The Size/Age Distributions
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Firm Size: Sensitivity to controlling for age
and size methodology
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“Up or out” Dynamics for Young Firms

Net Employment Growth for Continuing Firms by Firm Age
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Job Destruction from Firm Exit by Firm Age
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Interpretation

« More nuanced view of role of small businesses as
“primary creators of jobs”?

m More informative to focus on firm startups and firm age

O No systematic relationship between firm size and net growth
once we control for firm age

O Firm startups contribute substantially to gross and net job
creation

O Firm startups tend to be small
O Young firms very volatile (up or out)

O Firm age patterns don’t yield patterns that can be misinterpreted
given regression to the mean effects

- Related evidence shows “up or out” dynamics
important for productivity growth.

- All part of constant restructuring and reinvention of
U.S. economy as it adapts to changing economic
conditions and grows.




What Do We Know About These
Dynamics Over Time ?

(and in particular in the Great
Recession?)
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Job Creation and Business Startup Rates, U.S. Private Sector
20.0 9.00
19.0 N\\/\ 8.00
18.0 7.00
17.0 \ 6.00
16.0 Vv - 5.00
15.0 4.00
14.0 - 3.00
13.0 - 2.00
12.0 1.00
11.0 0.00
O "1 AN N < 1N OO O d AN N < 1D OMNOO OO =TI N OO < 1D O N0 O
0O 00O 00O 00 00O 0O CO 0 CO 0 Oy O O O O O O O O Oy O O O O O O O O O O
a OO OO OO OO OO OO Ohb O OO OOy OOy O O O OO OO O OO
T v 1 v AN ANN AN AN AN AN AN AN NN
Gross Job Creation
Job Creation (Startups) -- Right Axis
== |0b Creation (New Establishments)-- Right Axis




Trends in Gross Flows and Net Job Creation
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