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

O “Over the past 15 years, small businesses have created
roughly 65 percent of new jobs in America.” President
Barack Obama, 2/5/10

O “Small businesses are the job generator of America,”
Sen. John McCain, 2/17/10

O President Obama and Sen. McCain have lots of
company

m Every president since Ronald Reagan has made this
claim repeatedly

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

m Including jobs bill in September 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)
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Source: U.S. Census Bureau, Business Dynamics Statistics at

http://www.ces.census.gov/index.php/bds/bds_home
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Share of Employment in Startups by Firm Size Class
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Firm Size: Sensitivity to controlling for age

and size methodology

0.200 T
0.100
0.000
-0.100
-0.200 }
A B 5 i\ QO \i\’ﬂ\o A‘;%Q\o :(io © fl@\o b‘j:(,o\o ?2:0\1 32::69 sz‘i‘ig\o 999: o0

Firm Size Class

—&— Base Year Size

Current (Avg) Size
—24— Base Year Size with Age Conftrols
—*— Current (Avg) Size with Age Controls




Up or Out Dynamics of Young U.S. Firms
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The Size/Age Distributions
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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

- Firm startup and firm age contributions to job growth
consistent with models of industry evolution that stress
importance of firm entry, learning, experimentation

and selection



What Do We Know About These
Dynamics Over the Time ?

(and in particular in the Great
Recession?)



Private Sector

A

Gross Job Creation and Destruction Rates, U.S.
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Trendsin Gross Flows and Net Job Creation
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Quarterly Job Creation and Destruction Rates, U.S. Private Sector,
1990:2-2010:3, BED
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U.S. Quarterly Job Creation Levels by Employer Size Classes,
1990:2-2010:3, BED
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