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Foreword

Business creation is a vital source of innovation, economic growth and employment
creation. Policy makers around the world are increasingly trying to promote policies that
foster local entrepreneurship and more innovation-based industries. Empirical evidence
has highlighted the importance of the creation of new businesses, which mostly consist of
small and medium enterprises (SMEs), for local employment growth and productivity
growth. Among SMEs, new or young businesses in particular contribute to local employment.
Understanding the scale, heterogeneity and determinants of business creations is therefore
conducive to designing entrepreneurship-enhancing policies.

Across the OECD, business demography measuring the birth, death and survival of
firms is of a highly localised and context-dependent nature. This report presents a first
conclusive approach to capture the subnational dimension of business dynamics. Based
on a novel comprehensive database on regional business demography across OECD
countries, this report analyses the variation in and the importance of entrepreneurial activities
for regional development. While differences in business dynamics across regions are
inevitable, certain factors within the control of policy makers can encourage and stimulate
new business creations and resulting employment. Having reliable and robust business
demography statistics can help understand how to promote job creation in all places.

Regions across the OECD show different economic structures as well as different
socio-economic trajectories. This is reflected, for example, by the clear divide observed
between urban and rural places in terms of productivity growth during the last couple of
decades. Thanks to the novel database developed on regional business demography, this
report analyses whether these regional disparities also extend to business dynamism and
therefore to the degree of reallocation of input and output from less productive towards
more productive businesses.

The Geography of Firm Dynamics contributes to the ever more important questions of
regional development and employment growth. Entrepreneurship is an important factor
boosting innovation and making enterprises more efficient while also generating new
employment in regions. Through The Geography of Firm Dynamics, the OECD provides
an overview and a starting point for national and local policy makers to design strategies
that are tailored to the specific characteristics of each region and thus raise prosperity.
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Executive summary

New businesses are not only vital for the creation of employment but also for the
development of new ideas that simplify work and production processes and increase
productivity. Consequently, business dynamics contribute to regional development and
prosperity. Yet, the local reality across the OECD presents a picture of large regional
disparities which needs to be understood. While some regions experience a high degree of
business births and deaths, other regions only observe low levels of changes in their
business population.

So far, the lack of a consistent and comprehensive database for OECD regions has
been a major impediment for assessing differences in entrepreneurship across places. This
report contributes to fill that void. It enables policy makers to compare business demography
between different OECD regions and also highlights various place-specific factors that
are more successful in stimulating the creation and development of businesses. Regions
showing higher levels of entrepreneurship have on average better local governance, spend
more on R&D activities, and have a more educated local workforce. Similarly, regions
have on average higher firm creation when they have business-friendly regulations (ease
of doing business) and a higher quality of governance (i.e. low levels of corruption).
Financing constraints of firms appear to be related to higher rates of business deaths and
lower rates of new business creation, while additional resources via EU Cohesion Funds
can increase both the births and deaths of businesses.

Measuring business demography poses a number of empirical challenges that can be
even more pressing at the subnational level. To analyse business dynamics comprehensively
across regions, detailed information on demographic events (births, deaths and survival)
and the accompanying effects on employment is required. In an ideal situation, robust and
comparable statistics on business dynamics should allow firm cohorts to be followed over
time, the location of those firms and related plants to be retained together with size,
sectoral composition and the number of employees.

The enterprise approach for business demography statistics ensures the widest
coverage across OECD countries and an already strong consistency in methods and
definitions, on which further harmonisation should be built. Such an approach is best
suited to study the creation and continuation of new businesses. On the other hand, the
establishment approach offers the advantage of more precise location information on
regional employment, but at the expense of a narrower country coverage and lower
harmonisation achieved across countries. Given the conceptual and practical distinction
between enterprise and establishment indicators, this project has collected both available
sets of statistics and provided a comparison between the two. The indicators and
methodological considerations developed through this work will help address a set of
policy-relevant questions that relate to entrepreneurship and to the distribution of
employment opportunities.
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Key findings

e New firms constitute, on average, 10% of all firms across OECD regions,
demonstrating that business dynamics in the form of firm births are
considerable in the OECD. However, both within as well as across countries,
regions differ considerably in business dynamics. At the top end of the range,
business birth rates can reach up to 25%, whereas regions with the lowest
business creation rates only recorded birth rates of around 5%. These dynamics
are partially driven by non-employer firms for which birth rates are larger than for
employer firms (on average 9%).

e Urban regions show the largest levels of business dynamics, both in terms of
business creation and destruction rates, which is particularly pronounced for
mostly urban regions at the frontier of national productivity. They account
for 24% more business births, among all types of firms, than would be expected
given their share of active firms.

e Using enterprise-level data to monitor employment growth from business
creation can be susceptible to a headquarter bias, a deviation from a region’s
actual share of national employment of, on average, 1.4 percentage points.
Capital-city regions tend to concentrate headquarters of large firms. On average
they control 7 percentage points more employment than is located in their region.

e New firms and small and medium enterprises (SMEs) contribute significantly
to regional employment growth and can be stimulated by the right set of
regional conditions pertaining to local governance, financing availability and
education. Based on data on employer enterprises, new businesses can create up
to 8% new employment in regions, though regions across the OECD differ
substantially in this regard. Similarly, in a subset of four countries, regional
employment growth in small and medium-sized plants between 2010 and 2014
ranged from 30% to a loss of 27%. Regions with on average smaller existing
firms also record higher firm birth rates. For those reasons, tailored policies that
facilitate and encourage entreprencurship can boost regional development and
employment.

e Ad hoc analysis on micro-data is a possible alternative way to build comparable
and robust evidence on the dynamics of businesses and related employment.
By means of consistently performed micro-aggregation of business registers data
in the context of Costa Rica, Finland, France and Sweden, young plants are shown
to disproportionately contribute to regional net creation and employment growth.
After controlling for firm-level characteristics, population density appears to
significantly enhance both entrepreneurial activities and post-entry employment
growth.

Way forward

One main lesson emerging from this report is that robust and internationally comparable
regional business demography indicators require further harmonisation efforts across
countries on the capacity to distinguish employer-only enterprises from those of
non-employer ones and to enhance the capacity to track enterprises and their establishments
in order to better assess the geographical dimension of employment creation.
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Future efforts should be concentrated on extending and refining enterprise
demography data. The high degree of harmonisation already achieved at the enterprise
level will make it possible, in the short to medium term, to build a database of regional
business demography encompassing all OECD countries, with the objective of extending
the coverage as much as possible to detailed geographies (i.e. small administrative TL3
regions such as departments in France), and of distinguishing employer from non-employer
enterprises also for the countries where such distinction is still not possible.

THE GEOGRAPHY OF FIRM DYNAMICS: MEASURING BUSINESS DEMOGRAPHY FOR REGIONAL DEVELOPMENT © OECD 2017






1. THE CASE FOR REGIONAL BUSINESS DEMOGRAPHY - 13

Chapter 1.

The case for regional business demography

This chapter provides the context and rationale for measuring business demography at
the regional level. It explains why place is important to assess business dynamics and
highlights the most important methodological and empirical challenges in building
internationally comparable evidence on the dynamics of businesses and of its related
employment across regions. Finally, it synthesises what the report offers and how it can
be used by experts and policy makers.
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Introduction: Why regional business demography

Over the course of the past three decades, most OECD countries have experienced a
dramatic change in the sectoral composition of their economies. In many countries,
industrial production is shifting further away from traditional manufacturing and towards
more innovation-led businesses, a phenomenon in part linked to the emergence of global
value chains (De Backer and Miroudot, 2013). As a result, policy makers concerned with
sustaining economic development and employment growth are progressively relying less
on large-scale industrial complexes and leaning more towards sustaining local
entrepreneurship (Chatterji, Glaeser and Kerr, 2013). The policy attention reserved to
small and medium enterprises (SMEs) in this context stems from the expectation that new
enterprises will generate growth by fostering employment and productivity (Birch, 1979,
1981; Romer, 1986). Indeed, empirical evidence seems to indicate that young and small
firms contribute substantially to employment growth (Neumark, Wall and Zhang, 2011;
Haltiwanger, Jarmin and Miranda, 2013; Criscuolo, Gal and Menon, 2014).

However, national statistics on business demography often mask a substantial
heterogeneity in the distribution of entrepreneurship within OECD countries. Some
regions attract a disproportionate share of new businesses and of the related employment
growth (OECD, 2014). Economic theory typically attributes the heterogeneous spatial
distribution of entrepreneurial activity to differences in entry costs, input factors or talent
across regions (Glaeser, Kerr and Ponzetto, 2010; Guiso and Schivardi, 2011; Lucas,
1978). Clusters may also emerge and prosper due to social and cultural factors with a
strong local component (Marshall, 1922; Becattini, 1990). The uneven distribution of
economic activity across space is enhanced by the agglomeration dynamics associated
with productive clusters. The presence of incumbent firms acts as a catalyst for new
entrepreneurs and is associated with higher rates of firm survival and with cross-industry
positive spillovers (Delgado, Porter and Stern, 2010; 2014). This agglomeration tendency
can be partially explained by the capacity of existing clusters to lower the entry costs,
provide access to better intermediate inputs and enlarge the pool of workers with similar
skills (Delgado, Porter and Stern, 2010, 2014; Overman and Puga, 2010).

Agglomeration tendencies may lead to the emergence of a core-periphery pattern
between regions (Krugman, 1991), which acts in the opposite direction of inter-regional
convergence. In particular, the effects of entrepreneurship on employment can be mediated by
a substantial regional component since business quality can differ endogenously across
regions and because of inter-regional spillovers (Fritsch and Mueller, 2004; Fritsch,
2008). Analysing entrepreneurial dynamics at the subnational level is therefore of paramount
importance in order to help policy makers design policies that are tailored to local
circumstances and better fits to sustain long-term growth.

What this report offers

The contribution of this report is threefold. First, it provides data on business demography
(active firms, births, deaths and survival rates) for a large set of OECD regions in a time
span generally covering on average the years 2007-14. When available, employment
indicators related to business demography (employment in active firms, in births, deaths
and survivals) are also collected. Second, it provides a methodological discussion on how
to overcome the major challenges emerging for measuring business demography at the
subnational level and from an international perspective. The first and probably most
important challenge is the distinction between employer and non-employer business
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demography statistics. The possibility to distinguish employer firms (those with at least
one employee) from the set of all firms allows a much stronger comparability of actual
business dynamics, as it mitigates the bias emerging from institutional, taxation and
regulatory differences across countries. Third, the report presents evidence on business
dynamics and related employment dynamics across OECD regions, identifying facts and
recent trends that can be useful for experts and policy makers to better understand how to
improve regional development and foster the quality of the business environment.

This chapter describes the main steps and the results of the measurement of business
demography across OECD regions. Such measurement led to the development of an
OECD Regional Business Demography Database, a cross-country harmonised data source
covering indicators of firm activity at the subnational level which spans across the regions
of 27 OECD countries. This database is a relevant contribution to the OECD data collection.
While business demography indicators are available at different levels of geographical detail
for most OECD member countries, a cross-country harmonised database on business
demography covering the OECD at the subnational level was missing.

A second contribution of this project is towards the development of a comparable
methodology to measure business activity at the subnational level. Chapter 2 of this
report starts by briefly recapping the methodological work commenced in 2006 by the
OECD-Eurostat Entrepreneurship Indicators programme which resulted in the Manual on
Business Demography Statistics (OECD/Eurostat, 2007), concerned with developing a
benchmark for the measurement of business demography indicators at the national level.
This manual now forms the methodological framework of reference for the collection of
business demography indicators for OECD member countries.'

However, the harmonisation of business demography statistics at the subnational level
poses an additional set of methodological issues. Chapter 2 discusses especially the
distinction between indicators based on the location of the company’s headquarters
(firms) and indicators based on the physical location of production units (plants). The
choice of how to assign productive units to regions is crucial, since it has the potential to
drastically affect the interpretation of indicators, particularly in the context of regional
statistics (Ahmad, 2008).

Given the conceptual and practical distinction between enterprise and establishment
indicators, this project has collected both sets of statistics. This report presents an analysis
of both enterprise- and establishment-based indicators, as well as a comparison between
the two. An enterprise approach enables a more sound measurement of real firm dynamics in
the sense that it allows firm births and deaths to be correctly and consistently measured
instead of being confounded with additional plants of already existing businesses. In
addition, regional business demography statistics at the enterprise level have already
reached a substantial level of international comparability. Therefore, future data collection to
measure regional business demography will be more appropriate at the enterprise level,
preferably allowing the distinction between employer and non-employer enterprises and
at a sufficiently detailed geographical scale, such as that of OECD TL3 regions (cf. Box 3.3).

Chapter 3 describes indicators based on the enterprise approach, available for public use.
This database has the widest coverage, including most OECD countries that collect statistics
at the subnational level. It also offers rich spatial information as data on TL3 regions has
been collected for the vast majority of countries. Furthermore, enterprise-level data benefits
from a high degree of methodological consistency across countries thanks to the fact that
firm-level regional statistics follow, in most cases, the guidelines outlined for national
indicators.
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Enterprise-level indicators are especially useful for measuring firm dynamics, such as
business birth, death and survival rates. The analysis of enterprise indicators delineates
some clear regional disparities within OECD countries, in particular with respect to the
role of cities. Urban areas tend to host more business births, even in comparison to their
population size and density. Furthermore, they host larger and more knowledge-intensive
firms. Urban areas are dynamic environments, where businesses find conditions to exist,
but also face more competition, especially in large or capital cities. Cities are subject to
economies of agglomeration but also to forces of creative destruction.

Enterprise-level indicators are essential for measuring regional disparities in
entrepreneurial opportunity. However, they can be a source of bias when used to assess
the location of the employment generated by existing firms. Large, multi-plant firms
(which tend to have headquarters in cities) may operate a substantial amount of plants
(and employ workers) outside of the region where the headquarters are located. If all
workers employed in multi-plant firms are attributed to the headquarters’ regions (as is
the case with enterprise-level indicators), the real geographical distribution of employment
presents a “headquarter bias”, which may in some cases be severe.

Therefore, Chapter 4 of this report, which discusses employment dynamics across OECD
regions, also presents establishment-level indicators. These indicators focus on measuring
the business life of local production units (plants). In establishment-level indicators, regions
correspond to the actual physical location of the production unit, and of its workers,
rather than the location of the firms’ headquarters.

Establishment-level indicators are also based on the harmonisation of regional aggregated
data developed by national statistical offices (NSOs) (see Annex 4.A3 in Chapter 4).
However, since a majority of NSOs measure business demography only at the level of
enterprises, these indicators are available only for a subset of OECD countries. Furthermore,
establishment-level indicators are not harmonised across countries, since each NSO
applies definitions of establishment-related demographic events, which are not consistent.
Most of these inconsistencies are documented in Chapter 4. Besides the issue of cross-country
comparability, establishment-level demography indicators will overstate the share of new
firms and capture more than merely the impact of firm births, since a new establishment
can be an expansion of an existing firm. Despite these limitations, establishment-level
indicators offer a valuable perspective to look at the actual geographical distribution of
production units across the territory.

Since employment generation is the raison d’étre of many SME-oriented policies
(industrial policy in general), indicators of employment creation through business
dynamics prove crucial from the standpoint of regional development policy, as will be
illustrated in this report. For this reason, Chapter 4 is largely dedicated to the analysis of
employment creation as well as the comparison between enterprise- and establishment-level
indicators. This comparison shows that enterprise-level indicators (presented in Chapter 3)
show a higher spatial concentration of employment than establishment-level ones. This is
because firms and plants are unequally distributed across regions, but firms tend to be
much more concentrated than plants. Therefore, the real geographical distribution of
workers across regions, while highly unequal in general, is often more homogenous than
enterprise-level indicators would otherwise suggest.

One lesson emerging from Chapter 4 is that current regional indicators of business
demography often overestimate the concentration of workers in cities, particularly capital
cities. This finding has some interesting policy implications. The first is to suggest that
firms created in cities can, and do, generate income and employment far from the city
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itself, which helps reduce inter-regional disparities. On the other hand, these indicators
stress another dimension of regional inequality, which has to do with economic control.
Legal control (ownership) is concentrated in cities (capitals, in particular), with respect to
the actual physical location of production and workers. Cities are the places hosting the
organisation, management and control over a substantial fraction of the production factors
and of workers in other regions. This phenomenon might, in fact, constitute a particular
form of inter-regional inequality, along the lines of political economy. In several respects,
this type of inter-regional relationship might be connected to the disparities in skills, tasks
and working conditions existing across regions for the same firm, similarly to what proposed
by De La Roca and Puga (2017).

Given the findings emerging from the comparison between establishment and enterprise
indicators, future methodological work should focus on the development of a common
method for the production and collection of business demography statistics at the enterprise
level, along the lines of the OECD/Eurostat (2007) effort. Additionally, a consistent
measurement across all countries of firm dynamics along the distinction of employer and
non-employer firms would signify an important progress. This methodological framework
might be useful also to encourage the NSOs that have yet to do so, to develop regional
indicators of business demography at a sufficiently detailed geographical scale, which are
better suited to analyse the place-based characteristics that can promote a stronger and
healthier environment for all businesses.

Finally, this report also presents the results emerging from the Regional Dynemp
Project, which was initially developed to compare the performance of businesses over
time and their capacity to create employment across OECD countries at the national level
(Criscuolo, Gal and Menon, 2015). Chapter 5 presents the results of the extensions of
Dynemp at the regional and metropolitan level for a subset of OECD countries. The
produced indicators make it possible to analyse employment growth, with detail on plant
age, size and two-digit sector, although at the moment only covering a limited number of
countries. The main methodological improvement of Regional Dynemp with respect to
other indicators presented in this report is the possibility to follow plants’ post-entry
performance, thanks to a routine that aggregates business register data to produce
transition matrixes that allow the performance of groups of plants to be followed over
time. Contrary to Chapter 3 and to the main database presented in this report at the
enterprise level, Chapter 5 considers plant entries and exits instead of births and deaths, a
difference that will be explained in further detail in the following chapter as well as in the
Annex 5.A1. Results from Chapter 5 highlight how small, young plants are the largest
contributors to employment creation and growth, confirming the results emerging from
the previous national analysis (Criscuolo, Gall and Menon, 2014), even though these
figures are by definition higher than they would be for small, young firms. Furthermore,
regional characteristics, such as the degree of productivity and agglomeration dynamics,
have positive implications for entrepreneurial outcomes and post-entry employment growth.

The indicators and methodological considerations developed through this work will
help address a set of policy-relevant questions that relate to entrepreneurship and to the
distribution of employment opportunities. The promotion of SMEs is rapidly becoming a
pillar of growth-friendly policies.

This work highlights relevant spatial disparities in the distribution of entrepreneurial
activity and business performance. Regions differ in their capacity to attract and retain
business and employment; in turn, the heterogeneous distribution of firms and workers
has vital implications for the development of regions. Dynamics of agglomeration, of the
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heterogeneous distribution of employment opportunities and innovation across space not
only have implications for regional development, but for the long-term growth trajectory
of countries. These inequalities matter for regional development, and a coherent
policy-making trajectory for regions requires taking these disparities into account.

Note

1. As a result of this work, national-level business demography statistics have been
harmonised across OECD countries. The data resulting from this project are presented
annually (since 2011) in the OECD publication Entrepreneurship at a Glance.
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Chapter 2.

Measuring business demography at the level of regions:
Methods and challenges

This chapter presents an assessment of the methodological challenges associated with the
development of a regional business demography database encompassing a large number
of OECD countries. The chapter also presents a roadmap for future methodological and
statistical work necessary to improve our understanding of entrepreneurship and the
geography of employment in OECD regions.

The statistical data for Israel are supplied by and under the responsibility of the
relevant Israeli authorities. The use of such data by the OECD is without prejudice to the
status of the Golan Heights, East Jerusalem and Israeli settlements in the West Bank
under the terms of international law.
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International comparisons of business demography data: An overview

The national statistical offices (NSOs) of OECD countries generally rely on business
registers to compile business demography indicators. Business registers originate from
administrative sources, such as tax records or a compulsory register of legal entities
operating in a certain territory. In this sense, business registers present the advantage over
surveys of offering a complete source of information about the population of firms
operating in a given country, since their coverage is universal or semi-universal.

The various definitions used to compile indicators may substantially differ across
countries. In order to maximise international comparability, Eurostat and the OECD have
provided member countries with the methodological guidelines to be used for the
production of business demography statistics at the national level (see OECD/Eurostat,
2007). As a result of the compliance with these methodological notes, national databases
have been harmonized ex ante and are now available at: https://stats.oecd.org/Index.aspx?
DataSetCode=SDBS_BDI.

With the aim of developing a regional business demography database, this section
provides a recap of the general methodological issues that may arise from the cross-country
comparison of business demography data at the national level — as outlined by Ahmad
(2008) and OECD/Eurostat (2007) — and flags some general methodological issues that may
arise when comparing regional business demography indicators, which may not benefit
from the same degree of standardisation as national indicators.

Definition of a business statistical unit

What constitutes a business? The interpretation of business demography indicators
strongly depends on the definition of the business statistical unit, which can differ across
countries along several dimensions, as indicated below.

o Enterprises and establishments: According to OECD/Eurostat (2007: 12), an
enterprise (or firm) is defined as the “smallest combination of legal units [...]
producing goods or services, which benefits from a certain degree of autonomy in
decision-making, especially for the allocation of its current resources. An
enterprise carries out one or more activities at one or more locations”. Local units,
on the other hand, are “enterprises or parts thereof (e.g. a workshop, factory,
warehouse, office, mine or depot) situated in a geographically identified place. At
or from this place economic activity is carried out for which — save for certain
exceptions — one or more persons work (even if only part-time) for one and the
same enterprise” (OECD/Eurostat, 2007: 86). An enterprise may exercise control
over multiple establishments, which in turn may operate across different
economic sectors or spread through different geographical areas. On the other
hand, a coherent definition of establishment (local unit that is not an enterprise) is
missing from the international guidelines. Establishments may be defined as those
local production units that belong to the same legal entity as the enterprise but are
physically separate from their headquarters. However, even defining what
constitutes a “different” geographical area is not trivial, since this definition
hinges on the regional unit each NSO considers when developing indicators. The
same local unit could be considered as a part of the headquarters in a country that
collects indicators at the TL2 level, and a separate production unit in a country
that instead collects indicators at a lower level of geographical aggregation.' In
other words, while enterprise-level indicators are largely comparable across
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OECD countries, establishment-based ones are not. The Eurostat-OECD Manual
recommends that countries use the enterprise as the business statistical unit of
choice, when compiling statistics at the national level.

e Value thresholds for inclusion in the registers: NSOs may use production value
or a distinction in the legal form to discriminate among firms that should be
recorded in statistical business registers and indicators, and those that do not form
part of the data-collection exercise. For example Belgium only records enterprises
subject to value-added tax; Iceland only limited liability enterprises; Mexico only
enterprises up to 100 employees; and New Zealand only enterprises that are
“economically relevant”. The treatment of these phenomena and the very definitions
of what constitutes a business may sometime differ across business registers
within the same country. For example, in the United States, the Census COS
defines as active any establishment with a positive payroll at any time of the year,
while the Bureau of Labor Statistics considers a business unit active only if it has
a payroll of USD 1500 in any one quarter (or at least one employee for 20 or
more weeks).”

¢ Employment thresholds for inclusion in the registers: From the point of view
of regional analysis, a particularly important decision regards the inclusion of
non-employer firms (self-employed entrepreneurs) in the business demography
indicators. Self-employment may originate from different business cycle dynamics
with respect to employer firms, such as differences in the tax regimes or the lack
of alternative job opportunities. Some NSOs (such as the US Census) exclude
self-employed entrepreneurs from the business demography statistics altogether.
This is also the approach taken by the OECD Structural and Demographic
Business Statistics database, which reports national indicators based on employer-
only figures. Eurostat provides two separate datasets in its regional business
demography database, one for employer and the other for non-employer firms.
The possibility to distinguish between these two categories of businesses will be
crucial for the cross-country comparability of regional indicators.

e Selection of sectors of economic activity: Business registers can differ in scope.
Some economic sectors, such as agriculture or private households, are excluded
from certain business registers (for example the US Census) and included in others
(such as in the US Bureau of Labour Statistics). The Eurostat-OECD guidelines,
on the other hand, recommend the exclusion of ISIC Rev. 4 Sections A, O, T and U,
for the purpose of calculating indicators. This implies the exclusion of sectors
such as agriculture, public administration and households. When harmonising
indicators across countries, it is necessary to ensure consistency in the definition
of the business population in order to build indicators upon an equivalent sectoral
scope. A further issue regards the comparability across the sectoral classification
systems. While European countries provide indicators based on NACE Rev. 2
classification, other OECD countries use different classification systems to define
sectors of economic activity. These classification systems differ in the level of
detail they provide. While the comparability between NACE Rev. 2 and ISIC
Rev. 4, for example, is close to optimal (see correspondence tables)’, in other
cases the comparability at the two-digit level might be limited (for example in the
case of NAICS to NACE2).*
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e How to define employment: Employment levels can be measured by headcount
or full-time equivalent. This distinction is important because it might affect the
inclusion of firms in the registers, depending on the employment thresholds.
Moreover, it clearly affects the measurement of the employment itself, whether
generated or destroyed by entrepreneurial activity. According to OECD-Eurostat
guidelines, the full-time equivalent definition is more precise, since the headcount
definition may overestimate the volume of work produced, for example, by
part-time employment (OECD/Eurostat, 2007: 41). On the other hand, the
full-time equivalent definition is not available in all countries and therefore the
headcount definition maximises the availability of data.

The production of the enterprise-level indicators, presented in Chapter 3, highlights
how these definitions are largely harmonised across countries. Most countries included in
the OECD Regional Business Demography Database follow the OECD/Eurostat (2007)
guidelines very closely in the development of regional statistics. The differences in the
definitions of sectors and firm size classes have been ex post harmonised in the production of
the indicators and whenever differences remain they have been clearly flagged as such in
the database. Also, for establishment-level indicators, the definition of sectors and size
classes are largely harmonised across countries (see notes to Chapter 4 for details). It is
important to highlight that for establishment-level indicators, the size class corresponds to
the size of the establishment itself, rather than the size of the parent firm.

Business demography indicators: Definition of demographic events

Business demography data in EU member states benefits from a large degree of
comparability, following the adoption of the regulation on business registers for statistical
purposes (No. 2186/93). Definitions are therefore largely consistent across this set of
economies. The same does not necessarily hold for non-European OECD countries,
where birth, death, entry, exit and survival can be defined in different ways in the various
business registers.

This section reports the methodological guidelines to record the main demographic
events that can affect firms, as defined in the OECD/Eurostat (2007) framework. These
are:

e Births and entries: The definition of birth is strongly related, in a first instance,
to the definition of business. In particular, it is necessary to clarify how each
non-European register deals with the distinction between entries and births. While
births can be defined as business creations ex nihilo (Ahmad, 2008), entries refer
to the appearance in the registers of enterprises that were already active in
previous periods, but in different forms (perhaps due to de-activations, change of
legal form or spin-offs). These events should, in principle, be excluded from the
birth statistics (OECD/Eurostat, 2007: 36), but it is necessary to verify that the
NSOs maintain this approach when compiling regional-level statistics. Similarly,
it is crucial to observe how the NSOs treat the phenomenon of entry by growth,
which may arise when a firm surpasses the turnover/employment threshold to be
included in the register. This is particularly relevant when dealing with the distinction
between an employer and non-employer business: a self-employed entrepreneur
may expand the business and enter the population of employer enterprises. In
these cases, the resulting employer enterprise should be treated as a birth according to
the Eurostat-OECD Manual (p.26). However, in situations where the treatment of
these demographic events is not consistent across countries, the use of rates might
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mitigate the problem (OECD/Eurostat, 2007: 12). This is because entry (and exit)
rates are calculated as the ratio of entries to the total business population active in
a given region. Therefore comparisons of entries (and exits) rates across countries
that use different definitions of demographic events are less problematic than the
same comparisons in levels, because bias works in the same direction in both the
numerator and the denominator. Practically, the production of regional enterprise-
level indicators highlighted that the definition of enterprise births is largely
consistent across OECD countries which follow the OECD-Eurostat guidelines.
While a clear definition of establishment births is missing from these guidelines,
the common practice across countries presented in Chapter 4 is to define
establishment births as the time the current production unit started business at its
current location (establishment was not active in year #-1, but active in year ¢).

e Death: This typology of demographic event relates to the dissolution of the firm’s
legal entity. Symmetrically to births, its definition in the case of a firms’ closure
is likely to be relatively straightforward and comparable across OECD countries.
On the other hand, this demographic event is also related to exits: changes in legal
forms of the firm (mergers/break-ups/split-offs), restructuring within enterprises,
change of ownership, take-overs, joint ventures and reactivations. As in the case
of births, these events should, in principle, be excluded from birth/death statistics
(OECD/Eurostat, 2007: 52). Overall, definitions of business deaths are consistent
across countries, both in terms of enterprise and of establishment indicators.

e Survival: An enterprise is generally considered to have survived if it was present
in the business register in previous time periods and is still active in the current
one. The OECD/Eurostat (2007: 45) framework defines as survivors as “An
enterprise born in year xx or having survived to year xx from a previous year is
considered to have survived in year xx+1 if it is active in terms of turnover and/or
employment in any part of year xx+1 (= survival without changes)”. This
definition is largely consistent across countries, both for establishment and
enterprise indicators. On the other hand, survival is less easily defined in case of
changes in the form of the legal entity constituting the business, such as in the
case of mergers/break-ups/split-offs, restructuring within enterprises, change of
ownership, take-overs or joint ventures. The OECD/Eurostat (2007: 45) Manual
recommends the inclusion of business units in the survival statistics as long as
“[...] their activity has been taken over by a new legal unit set up specifically to
take over the factors of production of that enterprise”, even if the legal units have
ceased to be active. Chapter 14 of the Eurostat (2010) Business Registers:
Recommendation Manual defines three additional continuity rules, in addition to
the continuity of production factors. These are the continuity of control, of
economic activity and of location. Typically, when at least two of these criteria
are met, the enterprise is considered to have survived, rather than being a birth
(OECD/Eurostat, 2007: 26). Most OECD countries report following precisely the
Manual’s guidelines in the production of indicators of firm and establishment
survival.

e Reactivation: This relates to businesses being dormant for a number of
consecutive years, then recommencing activity. The OECD/Eurostat (2007)
Manual provides precise indications on how to consider this phenomenon. For
example, the reactivation of an enterprise should not enter the birth statistics if the
enterprise has been dormant for less than two years (OECD/Eurostat, 2007: 36).
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e Growth: Growth of an enterprise can be defined according to the change in
employment or turnover in each given time period with respect to the previous
period. The definition of a high-growth enterprise, however, might differ both in
terms of thresholds and in terms of the time span upon which the measure is
calculated. The OECD-Eurostat guidelines define as high-growth those enterprises
in which employment or turnover experienced an average annualised growth
greater than 20% per annum, over a three-year period. Gazelles are defined as those
high-growth enterprises that are up to five years old (OECD/Eurostat, 2007: 63).
On the other hand, Eurostat’s regional database defines high growth as those
enterprises with average annualised growth in number of employees greater than
10% per year over a three-year period (-3 to f) and having at least ten employees
in the beginning of the growth (z-3). Practically, these indicators are rarely
available in the Regional Business Demography Database, as non-European
OECD countries rarely collect such indicators or the definitions are not
comparable across countries.

If a firm moves regions within the same country, the demographic events have to be
assigned to regions according to clear rules. The birth of the firm will be assigned to the
region where it was first created. The death of the firm is assigned to the region where it
was last active before it died. The survival rate is assigned analogously. For instance, a
firm created in region X at time ¢, which then moves to region Y after five years and dies
there after another three years should be assigned as follows:

e birth in region X
e death in region Y

e three-year survival in region X.
Methodological challenges posed by a regional approach

The collection and harmonisation of regional business demography statistics presents
a different set of challenges with respect to the national indicators. This section describes
the main issues arising with the construction of indicators at the subnational level and the
possible solutions.

Enterprises, establishments and the headquarter bias

The main methodological issue arising from the compilation of regional business
demography statistics pertains to the location of economic activity. Specifically, regional
statistics can be collected considering the enterprises (firms) as the statistical unit of
choice; or rather, they can be compiled considering establishments (plants) as units (see
the section on financing constraints for the relative definitions).

While this distinction does not pose particular problems in the analysis of national-
level indicators, it has the potential to substantially affect the interpretation of regional
data. This is due to the misallocation of figures to the region of the headquarters rather
than to the region of location of the economic activity, which is a particularly concerning
issue with respect to employment indicators.” For example, if an existing firm with
headquarters in region 4 opens a new establishment in region B, it is likely to create new
jobs in the process. Whenever the statistical unit of choice is the enterprise, the new jobs
will result as headquarter growth rather than as growth of employment in region B.
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When computing the national employment statistics, no useful information will be
lost. However, this misattribution can significantly affect the analysis of the regional
employment distribution, due to a “headquarter bias”. It is likely that at least a fraction of
the establishments (and related jobs) will not be physically located in the same region as
the headquarters. An incorrect attribution of even a fraction of these jobs, given the overall
magnitude of the workforce associated with multi-plant firms, has the potential of
introducing a significant bias in the analysis of the regional distribution of employment. In
fact, employment indicators based on the enterprise approach do not reflect regional
employment, but rather the employment controlled by firms with headquarters in a given
region.

The issue of location across different data sources: A comparison

Eurostat and the various NSOs have different approaches with respect to the issue of
assigning location to establishments when computing regional indicators. These choices
are largely dependent upon data availability.

Overview of the national data sources and of the relative methodological
approaches

Table 2.1 presents an assessment of how the issue of location is treated across
national data sources. For Chile, Greece, Sweden and Turkey, regional-level information
on business demography statistics is not available on public data sources, or it was not
possible to access sufficient metadata on the methodology used to develop business
indicators to satisfy the harmonisation requirements (Iceland). Among the NSOs that
collect business demography statistics at the subnational level, the vast majority collect
indicators based on enterprises and 13 collect them both at the enterprise and at the
establishment level (Table 2.1, Columns 1 and 2).

On the other hand, Japan, Mexico and New Zealand collect indicators at the level of
establishments; for these countries it is not possible to develop indicators at the level of
enterprises.

Enterprise approach

Eurostat’s Regional Business Demography Database maintains the enterprise as the
statistical business unit of choice, and in this sense is also consistent with the national
methodological framework defined in the previous subsection. This choice is in part
driven by data availability, but it is also the result of a trade-off between employment and
firm indicators. While the employment indicators included in Eurostat’s database cannot
be used to determine employment in a given region (as they only express the number of
workers controlled by firms registered in it), they are optimal to evaluate entrepreneurial
dynamics (such as start-up rates). The analysis of entreprencurship at a regional level
requires firm-level data.

Possible solutions to the measurement issue

The headquarter bias can hamper the interpretation of employment indicators. A
solution to this problem is to distribute employment according to the region of activity of
the local unit (establishment) rather than legal ownership of the firm (headquarters). This
procedure would require shifting the focus from enterprises to establishments, and
building business demography indicators accordingly. Constructing indicators at the level
of establishments is, however, not possible for those OECD countries for which regional
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business demography data are based on enterprise-level data. Furthermore, establishment-
level data suffer from lower cross-country harmonisation and comparability. Finally, they
also have the drawback of limited information on the nature of new establishments,
i.e. whether they belong to existing enterprises or constitute new enterprises. For this
reason, and based on the data availability outlined in Table 2.1, this project has developed
a main regional database based on the enterprise approach, which maximises coverage by
encompassing the 27 OECD countries that collect regional business demography data and
at the same time provide indicators based on the enterprise approach (Table 2.1).

Table 2.1. The issue of location in the national data sources

Availability of Availability of

Availability of data on Availability of data on

Country enterprise location employment ir)dicators establishment location employmlent indicators
at the enterprise level at establishment level

Australia Yes No No No
Austria Yes Yes Partial Partial
Belgium Yes No Partial Partial
Canada Yes Yes Partial No
Czech Republic Yes Yes No No
Denmark Yes Yes Partial Partial
Estonia Yes Yes Partial Partial
Finland Yes Yes Partial Partial
France Yes Yes Yes Partial
Germany Partial No Partial No
Greece No Yes Partial Partial
Hungary Yes Yes Partial Partial
Ireland Partial Partial Partial Partial
Israel Yes No Partial No
Italy Yes Yes Partial Partial
Japan No No Yes Yes
Korea Yes No Partial Partial
Latvia Yes No Partial Partial
Luxembourg Yes No Partial Partial
Mexico No No Yes Yes
Netherlands Yes Yes Partial Partial
New Zealand No No Yes Yes
Norway Yes Yes Partial No
Poland Yes Yes Partial Partial
Portugal Yes Yes Partial Partial
Slovak Republic Yes Yes Partial Partial
Slovenia Yes Yes Partial Partial
Spain Yes Yes Partial No
Sweden No No Partial Partial
Switzerland Yes Yes Partial Partial
United Kingdom Yes No Partial No
United States Partial Partial Yes Yes
Number of countries 27 19 30 24
with data availability
Number of countries 23 16 5 4

with full data availability

Note: Availability is defined as “partial” if data refer to active firms only, but not to births and deaths.
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In addition, the project has also gathered a second data source, for the subset of
OECD countries that develop regional indicators based on the establishment approach.
The availability of these indicators is more limited in scope, but allows a more precise
analysis of the spatial distribution of employment in firms. While employment indicators
based on the establishment approach portray a precise picture of the spatial distribution of
the workforce across regions, the indicators based on the enterprise approach can be best
interpreted as the number of workers controlled by a certain region, rather than the
number of workers effectively operating in it. When it comes to employment demography
indicators, however, enterprise-level data are more reliable due to greater cross-country
consistency and the other limitation of establishment data listed above. Nonetheless, the
comparison between the two sets of employment indicators (based on the establishment
vs. enterprise approach) is interesting in itself, informing regarding the relative
concentration of business ownership across regions.

Development of business demography indicators

This section describes some methodological choices made in developing the regional
indicators presented in Chapters 3 and 4.

Choice of indicators and relative breakdowns
The two databases provide the following set of indicators across countries:
1. total active population (number of enterprises/establishments)
2. births (number of enterprises/establishments)
3. deaths (number of enterprises/establishments)
4. survivors at one or three years (number of enterprises/establishments)
5. employment levels in births/deaths/survivors (enterprises and establishments)
6. number of high-growth firms (enterprises and establishments).

The definitions of these demographic events largely follow the methodology outlined
in the OECD/Eurostat Manual (2007). However, the comparability of establishment and
enterprise indicators across countries is defined on a case-by-case basis, and is outlined in
Chapter 4.

This choice of indicators was based on their relatively high frequency across the
different national data sources. Still, coverage is imperfect and most countries lack one or
more of these indicators. The indicators will also be detailed according to the following
classifications:

e Spatial scale: The database details the regional indicators up to the TL3 level
(NUTS3 in the Eurostat classification) or TL2 otherwise.

e Time dimension: The time dimension of reference is the year. Enterprises are
considered active, for example, if they were active at any point in a given year.
The time series will reflect the availability of data provided by the national data
sources.

Whenever possible, the indicators are also made available according to the following
breakdowns:
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e Breakdown by size class: The firms (or establishments) are classified into three
size classes according to the number of employees in the firm (or in the
establishment). To maximise coverage, the enterprise-level database provides
three size classes: category “0”, or non-employer firms; micro-enterprise (1-9);
and larger firms (10+). This classification is directly available for the majority of
countries, albeit it is not necessarily available for all indicators. The
establishment-level database provides these three size classes and breaks down
the category 10+ into different size classes, whenever possible.

e Breakdown by sector: Regional indicators have also been compiled by sector of
economic activity. Most NSOs already offer this breakdown at the level of
regions. The sectoral classification used in the original data sources has been
harmonised in order to make it comparable to the ISIC Rev. 4 one-digit
classification. The one-digit classification maximises coverage, albeit it presents
some minor issues since at times the correspondence tables offer limited guidance
at this level of aggregation. Whenever these issues are present, they are clearly
flagged within the database.

Additional methodological notes

How to deal with firms that move between regions: Firms can experience demographic
events in different regions throughout their lifespan and different countries may deal
differently with the issue of relocation of a certain business activity. According to the
Eurostat Business Registers: Recommendations Manual, continuity of location is only one
of the criteria to define continuity of businesses in addition to economic activity and
control (Chapter 14). Typically, the change of location only results in a birth in the target
region (and a corresponding death in the region of origin) if the firm changes
simultaneously location and sector of economic activity, or all three continuity factors at
once (OECD/Eurostat, 2007: 26). In other cases (when a firm changes location but not
sector, or when it changes only location and legal form), the switch between regions
should only result in a growth in the statistics of the active business population of that
region, and a removal in the region of origin, but not figure in the birth and death
statistics. The countries included in the database follow OECD-Eurostat guidelines, and
as such the issue of relocation should be taken into account accordingly.

Confidentiality issues: There are potential confidentiality issues at the subnational
level. However, this dataset will only provide aggregate data, and not disseminate the
micro-data at the basis of the regional averages. However, at times some breakdowns of
the indicators (according to sector and size class) were omitted in the original sources,
due to confidentiality issues. In these cases, the database reflects the composition of the
original sources.

Highlights and methodological considerations

This report emphasises the importance of the regional dimension for the analysis of
entrepreneurship. Entrepreneurial capacity, survival probability and the creation of jobs
are all functions of local characteristics, and may in turn result in divergent growth paths
for regions within the same country.

This section highlights some methodological considerations that emerge from the
analysis of entrepreneurship at the subnational level. These considerations stress the need
to expand the coverage of existing business demography statistics, along several dimensions.
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These methodological notes outline a roadmap for future work on the development and
analysis of business demography statistics for OECD countries.

TL2 dimension is sometimes inadequate to capture the extent of agglomeration
economies

Business activity and entrepreneurship do not distribute uniformly across the national
territory. Cities tend to attract the largest share of business births, in both relative and
absolute terms (Chapter 3), and all countries display a very large concentration of firms
across the first two or three urban centres (Chapter 4). The degree of geographic
concentration is even higher when observing the distribution of firms across urban
regions: capital cities tend to aggregate the largest share of firms in many countries
(Chapter 4). Agglomeration economies are also crucial for post-entry growth (Chapter 5).

Due to the role of productive clusters and agglomeration for entrepreneurship, it is
important to capture business demography statistics at the lowest level of geographical
aggregation possible. Ideally it would be optimal to measure business dynamics at the
level of micro-regions (TL3), which would allow a characterisation of small entrepreneurial
clusters. Most importantly, this dimension permits to better distinguish cities per se from
the areas surrounding them. Such distinction is often impossible when using statistics at
the level of large regions (TL2).

TL2 regions, or large regions, often cluster together areas that are very vast, and
where local economies differ substantially even within the region itself. The most obvious
examples are the cases of Australian and US states or Canadian provinces, all of which
correspond to the OECD TL2 classification of large regions. These are vast territories,
which include both cities and rural areas and very different economies within each
state/province. It is likely that the economies of Los Angeles and Dallas have more in
common with each other than they have with rural areas in California and Texas, respectively.

However, the development of this database highlights that in many cases enterprise-
level regional statistics are only available for TL2 regions: this is particularly the case for
non-European OECD countries. Looking forward, a welcome development would be for
all countries to converge towards the production of business demography statistics based
on TL3 regions.

Enterprise-based indicators is a robust option for assessing the employment
generated by new businesses

Chapter 3 highlights how indicators based on the location of firms, rather than on
local production units, can produce biased employment statistics. The concentration of
enterprises is much higher, in many countries, than the concentration of production
plants. The typical case is one in which the capital city of a country gathers a vast number
of firms’ headquarters, but then operates plants in different regions. Measuring employment
on the basis of enterprise-level indicators leads to a misattribution of employment across
regions (Chapter 4).

The analysis of employment in business could therefore be complemented by
establishment-level indicators. At the moment, these indicators are only partially available
for 15 countries and even fewer countries in terms of detailed demography information (see
Chapter 4). Moreover, the lack of international guidelines on how to produce these
indicators greatly hampers the cross-country comparability of establishment-based business
demography statistics.
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A harmonisation of micro-data sources at the regional level across countries would
allow the identification of the precise location not only of enterprises, but also of their
establishments. This would increase the precision of any comparative analysis on the
employment dynamics associated with business demography. Due to the limitations of
establishment-level data, the enterprise demography indicators are the most reliable
source and offer the promising approach to analyse employment creation in regions.

Enterprise-level statistics remain crucial to measure entrepreneurship

Enterprise-level indicators also remain the benchmark for studying the life and
development of new firms over time. A new establishment might not necessarily suggest
a new presence on the market, but perhaps the opening of a new plant of an existing firm,
which might suggest market concentration, rather than competition.

The current state of collection of enterprise-level indicators, however, has room for
improvement. In particular, it would be crucial for countries to develop indicators that
allow to exclude non-employer firms from other firm statistics. This is because the
dynamics of non-employer firms are very different from those that are born with
employees: self-employment may be the result of differences in taxation or economic
incentives across countries. As a result, the solo-firm cannot necessarily be included
under the umbrella of “entrepreneurial venture”. The distinction between employer and
non-employer firms is, however, not possible for all countries in the database (see
Chapter 3 for details), which somewhat reduces the capability to measure the dynamics of
entrepreneurship.’

Other improvements with respect to enterprise-based data collection regard the
coverage of indicators. It would be particularly interesting to study the expansion and
shrinkage of firms over time. Even if access to confidential micro-data able to measure
such developments cannot be made available to the general public at low levels of
geographic detail, these statistics could be compiled by the NSOs and provided as
aggregate figures together with other business demography indicators. Indicators of firm
expansion and contraction would help towards a better understanding of which firms are
successful, and where they are located.

Notes

1. Regions are classified by the OECD into two territorial levels that reflect the
administrative organisation of countries. The OECD’s large regions (TL2) represent
the first administrative tier of subnational government, such as the Ontario region in
Canada. Small OECD (TL3) regions are contained within a TL2 region. For example,
the TL2 region of Aquitaine in France encompasses five TL3 regions: Dordogne,
Gironde, Landes, Lot-et-Garonne and the Pyrénées-Atlantiques. In most cases, TL3
regions correspond to administrative regions, with the exception of Australia, Canada,
Germany and the United States.

2. https://www.amstat.org/sections/srms/proceedings/y2005/Files/JSM2005-000327.pdf.

3 Correspondence tables: http://unstats.un.org/unsd/cr/registry/regso.asp? Ci=70.
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4 NAICS to NACE2:
http://ec.europa.eu/eurostat/ramon/miscellaneous/index.cfim? TargetUrl=DSP NACE 2 US NAICS 2007.

5. This misattribution may also arise in the context of particular indicators of business
dynamics (for example, when analysing turnover).

6. A firm that is set up without employees at the time of its birth constitutes a
non-employer firm birth.
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Chapter 3.

Regional dynamics from an enterprise approach

This chapter describes the composition of a new database designed to compare business
demography statistics at the subnational level. The database offers unprecedentedly rich
subnational information across countries, covering 27 OECD countries in total, out of
which 21 include data at the TL3 regional level. The chapter analyses the geographical
distribution of business activity (entry, exit and survival rates) and presents evidence on
how entrepreneurial activity differs across types of regions. The chapter also analyses
how the geographic and institutional characteristics of regions are associated to firm
creation and survival over time.

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli
authorities. The use of such data by the OECD is without prejudice to the status of the
Golan Heights, East Jerusalem and Israeli settlements in the West Bank under the terms of

international law.
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Introduction

Analysing entrepreneurial dynamics at the subnational level can help design policy to
enable all regions to contribute fully to national economic growth and foster economic
cohesion. However, while business demography statistics are available at different
geographic levels within most OECD countries, a cross-country comparable source at the
regional level was missing.

This chapter presents a new set of regional indicators designed to measure business
demography across OECD regions. The statistics presented throughout this chapter are
based on a definition of business that revolves around the concept of firm, or enterprise,
rather than on the local unit of production (plant or establishment).' Throughout the
chapter, the geographical location of production units corresponds to the region where the
firms’ headquarters are located (or the local unit with the largest number of employees).

This firm-level database has the advantage of providing a correct measure of regional
firm dynamics (births, deaths, survival) and, at the same time, maximising cross-sectional
coverage and cross-country comparability. Plant-level regional data are not available in a
vast number of OECD countries and are also less harmonised across countries.

This chapter will focus mainly on indicators of business activity. Chapter 4 will
extend the analysis presented in this chapter by discussing, in detail, the impact of firm
dynamics on regional employment creation.

Data sources and indicators

The indicators presented in this chapter have been developed through the harmonisation
of a variety of data sources. For many countries, the sources are the regional business
demography statistics developed by national statistical offices (NSOs; described in
Table 3.1). These data sources have been harmonised and combined with data contained
in Eurostat’s regional business demography database. The combined database spans
across 26 OECD countries and 752 TL2 or TL3 regions. The indicators included in the
enterprise-level database have yearly frequency. Table 3.1 provides a list of countries in
the database, the relative data sources, as well as the level of geographic detail and time
coverage available for each country included in the database.

The time frame generally covers the years between 2007 and 2014, albeit some
countries provide a longer/shorter time series. A breakdown of these indicators is also
available according to the sector of economic activity of the firm (NACE Rev. 2
one-digit). Some NSOs use different sectoral classifications in the original data sources:
these differences have been harmonised ex post with the use of correspondence tables
between international classifications? Furthermore, a size class breakdown is also
available. It distinguishes between non-employer firms (category 0), micro-firms (those
with one to nine employees) and larger firms with ten or more employees.

The indicators include the number of active firms, births, deaths and the number of
three-year survivors. The definitions of these demographic events follow the standard
international guidelines on the development of business demography statistics
(OECD/Eurostat, 2007). The database also includes some indicators of employment in
business (persons employed in active firms, as well as persons employed in firms that
experience a birth, a death or survive).
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This chapter will mostly focus on firm dynamics, rather than on employment created
by businesses. A lengthy discussion of the geography of employment in relation to business
demography will be the main subject of Chapter 4. Table 3.2 provides a list of the
indicators included in the database and of their availability by country.

Box 3.1. Definition of unit of analysis and demographic events

Enterprise/firm: Smallest combination of legal units producing goods and services which
benefits from a certain degree of autonomy in decision making.

Enterprise birth: Creation of a combination of production factors with the restriction that
no other enterprise is involved in the event. Excludes entries in the business population due to
reactivations, mergers, break-ups, split-offs and restructuring.

Enterprise death: Dissolution of a combination of production factors with the restriction
that no other enterprises are involved in the event. Excludes exits from the population due to
mergers, take-overs, break-ups and restructuring of a set of enterprises.

Enterprise survival (three years): An enterprise born in year #-3 is considered to have
survived to year ¢ if it is still active (in terms of employment or turnover) in any part of year ¢.

Persons employed: Total number of persons who work in the observation unit (inclusive of
working proprietors, partners working regularly in the unit and unpaid family workers), as well
as persons who work outside the unit who belong to it and are paid by it (e.g. sales representatives,
delivery personnel, repair and maintenance teams).

Employees: Persons who work for a firm receiving compensation in the form of wages,
salaries, fees, gratuities, piecework pay or remuneration in-kind. Employees are also included in
the number of persons employed.

Employer enterprise: An enterprise having a positive number of employees in any part of
the year.

Non-employer enterprise: An enterprise having no employees in any part of the year. The
enterprise can have a positive number of persons employed (working proprietors, partners
working regularly).

Sources: OECD/Eurostat (2007), FEurostat-OECD Manual on Business Demography Statistics,

http://dx.doi.org/10.1787/9789264041882-¢en; Eurostat Glossary of Statistical Terms,
http://ec.europa.eu/eurostat/statistics-explained/index.php/Business demography statistics.

The geographical dimension of business demography

Entrepreneurial activity is unevenly distributed within countries

Business creation, death and survival differ substantially across countries (OECD,
2016a). The large cross-country variation in entry rates and innovation is complemented
by agglomeration dynamics, clusters of production and, generally, by an uneven
distribution of firms within countries. These differences can be in part related to the fixed
characteristics of local areas, such as geography or availability of natural resources,
which in turn affect population and services’ density and are crucial in determining the
location of businesses. At the same time, policy-variant institutional factors like the
availability and quality of the transportation network, the educational attainment of the
population, the availability of finance, as well as the quality of local governments and
institutions are known to differ widely across regions (OECD, 2016b). These differences
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may have visible and long-lasting effects on business demography outcomes and in turn
substantially affect job creation, income levels and regional development over time.

Table 3.1. Data sources and available breakdowns by country

Country Spatial Years Sector Size class Non-employer Source
scale breakdown breakdown separate
Australia TL2 2011-15 Yes Yes Yes ABS
Austria TL3 2008-13 Yes Yes Yes Eurostat
Belgium TL2 2008-15 Yes Yes Yes Statistics Belgium
Canada TL2 2010-14 Yes Yes No Statistics Canada
Czech Republic TL3 2008-13 Yes Yes Yes Eurostat
Denmark TL3 2007-14 Yes Yes Yes Eurostat
Estonia TL3 2004-14 Yes Yes Yes Eurostat
Finland TL3 2008-13 Yes Yes Yes Eurostat.
France TL3 2008-13 Yes Yes Yes Eurostat
Germany TL2 2006-13 Yes Yes No Federal Statistical
Office
Hungary TL3 2008-13 Yes Yes Yes Eurostat
Ireland TL3 2008-14 Yes Yes No StatBank Ireland
Israel TL2 2011-14 Yes Yes Yes CBS
Italy TL3 2008-13 Yes Yes Yes Eurostat
Korea TL3 2006-14 Yes No No KOSIS
Latvia TL3 2007-14 Yes Yes No Central Statistical
Bureau
Luxembourg TL3 2009-14 Yes Yes Yes Statistics Luxembourg
Netherlands TL3 2008-13 Yes Yes Yes Eurostat
Norway TL3 2001-15 Yes Yes Yes Statistics Norway
Poland TL3 2008-13 Yes Yes Yes Eurostat
Portugal TL3 2008-13 Yes Yes Yes Eurostat
Slovak Republic TL3 2008-13 Yes Yes Yes Eurostat.
Slovenia TL3 2008-13 Yes Yes Yes Eurostat
Spain TL3 2008-13 Yes Yes Yes Eurostat
Switzerland TL3 2013-15 Yes Yes No Federal Statistical
Office
United Kingdom TL3 2009-14 No No No ONS
United States TL2 2007-14 Yes Yes Yes SUSB
Number of countries 27 at TL2; 26 25 20
covered 21atTL3

The temporal dimension of the Regional Business Demography Database can be
exploited to develop a simple baseline measure of the degree of geographical dispersion
in business activity within countries: business population growth or regional-level growth
rates in the number of active firms over a particular time span. Since the number of active
firms is available for most regions and years in the database (Table 3.2), net business
population growth maximises the cross-sectional and time coverage. This indicator
confirms the substantial cross-country variation in the degree of entrepreneurial activity
measured at the same point in time: between 2008 and 2011, during the crisis and
recession, the United States experienced net business destruction on average, with the
number of active firms shrinking yearly. At the same time in Germany, net business
creation was overall null or sometimes even moderately positive.
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Table 3.2. Available indicators by country

Country Actives Births Deaths Survivors E.m p.onment
(three years) indicators

Australia v v v v .
Austria v v v v v
Belgium v v v . .
Canada v v v v v
Czech Republic v v v v v
Denmark v v v v v
Estonia v v v v v
Finland v v v v v
France v v v v v
Germany v

Hungary v v v 4 v
Ireland v . . v
Israel v v v .
Italy v v v v v
Korea v v v

Latvia v 4 v

Luxembourg v v v . .
Netherlands v v v 4 v
Norway v 4 . v v
Poland v v v v v
Portugal v v v 4 v
Slovak Republic v v v v v
Slovenia v v v 4 v
Spain v v v v v
Switzerland v v
United Kingdom v v v .
United States v . . . v
Number of countries covered 26 24 22 18 18

Note: ..: not available.

Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.

The wide within-country dispersion in net business creation in any given year
suggests that regions react differently to aggregate shocks (Figure 3.1). In fact, the
variation in net business creation within countries often exceeds the differences observed
across countries at the same point in time. The example of the United States around the
2008 crisis and the subsequent recession is very instructive. States that experienced
higher than average growth rates in house prices ahead of the financial crisis (like
Arizona and Florida®) experienced a much stronger reduction in the number of active
businesses than the national average in 2008 (Figure 3.1). On the other hand,
North Dakota (a region rich in natural resources, which experienced a boom in fracking
over this time period) consistently outperformed the national average. In the case of
Germany, the capital region of Berlin displays the highest net business creation rates over
this time frame, while the industrial regions of Rhineland or Saarland display growth
rates that sometimes negatively deviate by several percentage points from the national
average.

THE GEOGRAPHY OF FIRM DYNAMICS: MEASURING BUSINESS DEMOGRAPHY FOR REGIONAL DEVELOPMENT © OECD 2017



40 - 3. REGIONAL BUSINESS DYNAMICS FROM AN ENTERPRISE APPROACH

Net business creation portrays the relative change a region’s business count, which is
a simple and useful indicator to understand the overall degree of geographical dispersion
in business activity within a country. Nevertheless, it remains an incomplete measure of
entrepreneurial dynamics since it cannot distinguish between entries and exits. A more
precise way to measure entrepreneurship is to focus on dynamic indicators, such as
business births, deaths and survivals.’

Figure 3.1. Net business population growth, within-country dispersion by year
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Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.
StatLink sz=mw http://dx.doi.org/10.1787/888933625585

Within-country dispersion in business births and deaths

Business birth rates, defined as new business openings in each given year as a fraction
of active firms, can be considered a measure of entrepreneurial activity. This measure
differs substantially within countries. While on average the proportion of newly created
businesses as a share of active firms is around 10%, some TL3 regions display much
higher/lower rates than the country average (Figure 3.2).
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Figure 3.2. Regional business birth rates across the OECD
TL3 regions, 2014 (or last available year)

Legend
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Lower than 8%

This map is for illustrative purposes and is without
prejudice to the status of or sover-eignty over any territory
covered by this map.

Source of administrative boundaries: National statistical
offices, Eurostat (European Commission) © EuroGeographics
and FAQO Global Administrative Unit Layers (GAUL)

Notes: The figure presents business births as a proportion of total active firms in each region in the year 2014
(or last available year). All firms, including self-employed entrepreneurs, are included (total across sectors and
size classes). Data are for TL2 regions in Austria, Belgium, Canada, Israel and the Netherlands.

Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.

Statlink sz hitp://dx.doi.org/10.1787/888933625604

Whereas the within-country dispersion is sometimes very low, as in the case of many
Eastern European countries, in London business birth rates, at 15% a year, are more than
twice as high as those in East of Northern Ireland (Figure 3.3). Among the best performers in
terms of business births, clear outliers are Israel and the Slovak Republic, where on average
across each country 20% of active firms are composed by new entrants. Copenhagen and
London are among the capital cities with highest birth rates in the sample, at around 15%.

The dynamism associated with higher than average entries is often accompanied by a
high number of business closures. Business death rates exceed 10% per year in many
countries. Average business exit figures by country are often comparable in magnitude to
birth rates (Figure 3.4). This is also true for some outlier regions, like Copenhagen, where
birth rates are relatively high, but so are death rates. The within-country distribution of
business deaths has a strong regional component: some Northern regions in Italy (Sondrio)
experience half the rate of business closures compared to their Southern counterparts
(Caserta).

This descriptive evidence shows that urban regions (capital regions in particular) tend
to be at the forefront when it comes to measuring business creation as well as destruction:
this is the case of Brussels, London, Copenhagen, Vienna and Helsinki. This evidence
may speak to the higher dynamism often associated with capital regions, where dynamics
of specialisation and creative destruction may be leading the developments of the regional
market (Duranton and Puga, 2001). On the other hand, these differences may also reflect

THE GEOGRAPHY OF FIRM DYNAMICS: MEASURING BUSINESS DEMOGRAPHY FOR REGIONAL DEVELOPMENT © OECD 2017



42 - 3. REGIONAL BUSINESS DYNAMICS FROM AN ENTERPRISE APPROACH

differences in sectoral composition of the business population operating in urban and
capital regions.
Figure 3.3. Dispersion in business birth rates by country

TL3 regions, 2014 (or last available year)
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Notes: The figure refers to the total number of business births as a proportion of total active firms in the region
in the year 2014 (or last available year). All firms, including self-employed entrepreneurs, are included (total
across sectors and size classes). Canada and Latvia show figures for employer firms only. Data are for TL2
regions in Austria, Belgium, Canada, Israel and the Netherlands.

Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.
Statlink sz hitp://dx.doi.org/10.1787/888933625623

Figure 3.4. Dispersion in business death rates by country

TL3 regions, 2014 (or last available year)
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except for in Canada and Latvia, which show figures for employer firms only. Data are for TL2 regions in
Austria, Belgium, Canada, Israel and the Netherlands.

Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.
StatLink sz=m http.//dx.doi.org/10.1787/888933625642
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All firms or employer firms only? Cross-country comparability and coverage
of indicators

One question that arises when regional business demography is assessed across multiple
countries is what type of firms should be considered. This question is particularly
pertinent with regards to the size of a new firm, i.e. whether it is a non-employer firm (a
firm with zero employees) or an employer firm.

Several OECD countries, especially outside Europe, do not provide a breakdown of
regional business demography indicators by firm size class, so excluding the category of
non-employer firms from the analysis would imply excluding a substantial part of the
sample (see Table 3.1). However, the inclusion of non-employer firms may generate
concerns related to the comparability of business demography indicators across countries,
and at the same time substantially skew the indicators. Differences in legal definitions,
tax regimes and thresholds for inclusion in business registers may lead similar firms to be
included in the business registers of some countries but not in others.

While this is true of all firm categories, such differences are likely to disproportionately
affect non-employer firms. This is due to the fact that differences in registration requirements
(and tax regimes) applied to very small firms are likely to display a large cross-country
variation, while the much higher consistency across countries is expected for larger
employers. Evidence from the Regional Business Demography Database demonstrates
that, in fact, the share of employer firms among all firms differs substantially by country
(Figure 3.5). While in Belgium or the Czech Republic employer firms in business sectors
account only for roughly 20% of all firms, around 70% of all firms in Norway are
employer firms.

Figure 3.5. Share of employer firms by country
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Note: The figure presents the proportion of employer firms of all firms by country across all sectors in 2014 (or
last available year).

Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.

StatLink sz=m http.//dx.doi.org/10.1787/888933625661

Regions not only differ in the relative importance that non-employer firms play, but
also display significant variation in the relationship between dynamics of employer and
non-employer firms (Figure 3.6). Births rates of employer firms and birth rates of all
firms (including non-employer firms) are correlated across regions in the set of countries
for which such a comparison is possible, but the correlation is fairly weak (Figure 3.6).
As a consequence, conclusions drawn for birth rates of all firms are not necessarily
correct for birth rates for employer firms.
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Figure 3.6. Ratio of birth rates for all firms and employer firms, TL3 regions
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Notes: The figure compares birth rates for all firms with birth rates for employer firms across OECD countries
(for all sectors). Data are for TL3 regions in 2014 (or last available year). Hungary and Norway are excluded
from the graph.

Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.
Statlink sz hitp://dx.doi.org/10.1787/888933625680

Non-employer firms do not necessarily capture self-employment and the link between
self-employment and non-employer firms varies across countries (Figure 3.7). If every
non-employer firm truly consisted of a self-employed individual, then the ratio of
non-employer firms to total employment in enterprises should correspond to the rate of
self-employment. Such a comparison can be made by looking at labour force survey data
for European countries and computing for each business sector in each region and year
the share of self-employed labour force.

In almost all countries, non-employer firm statistics do not perfectly match the actual
degree of self-employment, with an overall pairwise correlation of 0.36. However, across
countries there are strong noticeable differences. Some of these differences might be
attributable to the fact that NSOs use different thresholds and rules for including firms in
their register. A great part of these differences are likely a product of different legal contexts
and tax codes that cause differential incentives to set-up non-employer enterprises. As a
consequence, one needs to be cautious in comparing business demography for
non-employer firms across different countries and tax codes.

Across the OECD, the within-country range of dispersion of birth rates is in most
cases similar when considering all firms and employer firms only, and the same region is
often the respective country’s minimum/maximum with respect to both measures
(Figure 3.8). At the same time, both averages and the range of variation in the indicators
are quite different for some countries. In general, birth rates measured for employer-only
firms are lower than those measured including non-employers, with the notable exception
of Hungary. Norway, for example, has a very low birth rate in terms of employer firms
(3%) than when considering non-employers (15%). The large number of firms in the
renting and operating own or leased real estate sector — about 8% of all firms in Norway,
mostly non-employers — can partially explain the observed differences. The case is
similar in Belgium, the Czech Republic and the Slovak Republic.
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Figure 3.7. Self-employment vs. non-employer firms
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Sources: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en,
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Statlink sz http://dx.doi.org/10.1787/888933625699
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Figure 3.8. Within-country dispersion: Birth rates for all firms and employer firms

TL2 regions, 2014 (or last available year)
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Note: The figure presents both the birth rates for all firms as well as employer firms in the region in the year
2014 (or last available year).

Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.
StatLink sz=m http://dx.doi.org/10.1787/888933625718

The findings in this section suggest that births of employer and non-employer firms
capture different aspects of entrepreneurship. Furthermore, the relationship between these
two measures varies across countries and regions. Currently, regional business demography
data only allow distinguishing between employer and non-employer firms for a subset of
countries. For the remainder of this chapter, we will therefore present results for all types
of firms in order to ensure greater country coverage, especially for non-European
countries. Another reason for including non-employer firms in the analysis is that they
can become employer firms by growth. In fact, such entry by growth in a given year can
be very significant in some countries compared to the number of new employer firms that
were truly born in that same year (Eurostat, 2015). Where results for employer firms
differ substantially from the results for all firms, those differences are explicitly stated.

Business demography in urban and rural areas

The large majority of new firms are born in cities, where the majority of firms are also
active. Overall, about 50% of all active firms have headquarters in urban regions, while 34%
are in intermediate regions and only 15% in rural areas (Figure 3.9). On average, 52% of
new firm registrations take place in urban, TL3 regions (Figure 3.9).° This result most
likely reflects the concentration of population and services in urban areas, which makes
cities attractive to a majority of entrepreneurs. In a similar fashion, urban regions also
account for the largest business death share: 51% compared to only 15% associated with
rural regions (see Table 3.3 for a definition of urban and rural regions).

Since cities have a higher density of population and of firms, it can seem obvious that
these regions will experience the majority of business entries and exits. Nevertheless,
entry rates in urban areas are higher also when compared to their relative share of active
business population (Figure 3.9). If the proportion of births were to be equivalent to the
proportion of active firms across these regional typologies, birth and death shares in
urban regions should be 2.2 percentage points lower.
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Table 3.3. Regional classification and typology

Regional classification ~ The 398 OECD large (TL2) regions represent the first administrative tier of subnational government,

TL2 and TL3 for example, the Ontario Province in Canada. The 2 241 OECD small (TL3) regions correspond to
administrative regions, with the exception of Australia, Canada, and the United States. These TL3
regions are contained in a TL2 region, with the exception of the United States for which the
Economic Areas cross the States’ borders. All the regions are defined within national borders.

TL3 regional typology ~ TL3 regions have been classified as: predominantly urban (PU), intermediate (IN) and predominantly
rural (PR) based on the percentage of regional population living in rural communities, combined with
the existence of urban centres where at least one-quarter of the regional population reside. The
terms urban, intermediate and rural are used to refer to these categories. An extended typology
distinguishes between regions that are predominantly rural and close to a city, and predominantly
rural regions that are remote. The distinction is based on the driving time to the nearest urban centre
with at least 50 000 inhabitants for a certain share of the regional population. Due to lack of
information on the road network, the predominantly rural regions (PR) in Australia, Chile and Korea
have not been classified as remote or close to a city.

TL2 regional typology ~ TL2 regions have been classified as mostly metropolitan, mixed (metropolitan and non-metropolitan)
or non-metropolitan, according to the percentage of residents living in functional urban areas (FUAs).
Regions with more than 70% of their population living in an FUA, or some percentage of their
population living in a large metropolitan area with more than 1.5 million inhabitants, are classified as
mostly urban, those with less than 50% are classified as mostly rural.

Moreover, the higher dynamism associated with cities is confirmed when looking at a
relative measure of entrepreneurship: business birth and death rates, defined as new firm
creation and deaths as a proportion of the active business population in the same region
and year. This indicator is capable of taking into account the scale effects, because the
entries are scaled by the actual business population of a particular region, rather than as a
share of the total in a country. Highly urbanised areas have a slightly higher entry rate than
other types of regions: 9.5% per year, compared to 8.5% for rural and intermediate regions.

Figure 3.9. Business births and deaths by urban-rural regional typology
TL3 regions, 2014 (or last available year)
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Notes: The left-hand panel displays the share of births and deaths in predominantly urban/rural/intermediate
regions as a proportion of total births in a country/year. The right-hand panel displays the birth rates (births as a
proportion of active firms in a region in the same year). Austria, Denmark, Estonia, Finland, France, Hungary,
Italy, Korea, the Netherlands, Poland, Portugal, the Slovak Republic, Spain and the United Kingdom are
included. Average across all firms.

Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.

StatLink sism http.//dx.doi.org/10.1787/888933625737
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Death rates are also higher in cities (9.5% compared to roughly 8.5% in both rural and
intermediate areas). Net churn (the average difference between births and deaths) is
virtually zero in cities and instead remains positive in rural areas. This result distinguishes
rural regions from other regional typologies, particularly intermediate ones, which seem
to be facing net business destruction, with negative churn rates, in recent years (Figure 3.9).

The overall differences between rural, urban and intermediate areas may reflect in
part the composition of business births in terms of sector and size class of the firm.
Indeed, the sectoral composition in business births differs substantially between urban regions
and other areas. For example, more than 60% of new business births in the financial
sector as well as in information and communication activities take place in predominantly
urban regions (Figure 3.10). This evidence most likely reflects the necessity of these firms
to tap into a particular workforce, as well as the need to access networks and services.

On the other hand, intermediate regions host about 40% of births in industry
(including manufacturing) and in the construction sector (Figure 3.10; the same pattern
can be observed for employer firms only). These sectors often have high requirements in
terms of physical space and are therefore sensitive to the cost of land; at the same time,
they benefit from having access to large markets and to transportation networks
(particularly for the tradable part). Therefore the choice of establishing business in
intermediate areas probably reflects the fact that these regions combine a relatively easy
access to cities with relatively lower costs. Rural regions instead account for a relatively
large share (up to 20%) of new firms operating in the hospitality sector, which is possibly
a reflection of the relevance of tourism in the regional economies.

Figure 3.10. Business birth shares by sector and type of region

TL3 regions, 2014 (or last available year)
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Notes: The figure displays the composition of business birth and deaths rates by type of region and by sector of
economic activity of the firm (share of births and deaths in a sector as a proportion of total births in a region).
The figures by regional typology are computed as averages across countries: Austria, the Czech Republic,
Denmark, Estonia, Finland, France, Hungary, Ireland, Italy, Korea, the Netherlands, Norway, Poland, Portugal
and the Slovak Republic. 2014 or last available year. All size classes included.

Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.
StatLink sz=m http.//dx.doi.org/10.1787/888933625756

The geographical distribution of business births is quite heterogeneous when considering
firms’ size classes. A relative measure of the concentration of business entries across
regional typologies can be developed by scaling each regions’ birth share by size class
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(births by region/all births in the same size class) for its share of business population in
the same size class (actives by region/all active firms in the same size class). A uniform
distribution of business entries by size class across regional typologies would require this
ratio to be equal to one. However, this is not always the case (Figure 3.11).

While micro-firms (1-9 employees) are proportionally distributed in rural and
intermediate regions, both intermediate and rural areas host a slightly larger than proportional
share of the entries of non-employer firms (Figure 3.11). This evidence may reflect
various factors, among which the lower employment possibilities affecting rural areas,
particularly during the Great Recession. A lack of alternative job opportunities can be an
important driver of self-employment (Vivarelli, 2013).

Figure 3.11. Relative weight of business births by type of region
TL3 regions, 2014 (or last available year)
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Notes: Share of business births (births by size class and region/total births by size class) as a proportion of the
share of active firms (actives by size class and region/total actives by size class). Averages across Austria, the
Czech Republic, Denmark, Estonia, Finland, France, Hungary, Italy, the Netherlands, Norway, Poland,
Portugal, Spain and the Slovak Republic.

Source: OECD (2017a), Regional Business Demography (database) http://dx.doi.org/10.1787/region-data-en.
StatLink sz hitp://dx.doi.org/10.1787/888933625775

Cities, on the other hand, dominate the start-up rate among larger employer firms
(those with more than ten employees on payroll). The more than proportional share of
entries in the category 10+ pertaining to predominantly urban regions (13 percentage
points higher than it would be expected given their share of active firms in the category
10+) strongly suggests that large employer firms prefer to establish headquarters in cities.
This might be because of the access to better quality business-related services (legal and
consultancy advice, for example) and to a wider pool of skilled workers (Overman and
Puga, 2010). This result is also likely to reflect the sectoral composition of the business
population in cities, which, operating mostly in services, might be less sensitive to real
estate costs than larger employers operating, for example, in the manufacturing sector.

Although firms are on average significantly larger in urban regions, newborn firms
are comparable in size across different types of regions (Figure 3.12). A typical active
firm with at least 10 employees in predominantly urban regions has around 60 employees,
where the average active firm in remote rural regions only consists of 35 employees.
Nevertheless, newborn firms with at least 10 employees are of similar size, with
24 employees in urban and 23 employees in remote rural regions. In the smaller class size
of 1-9 employees, rural regions that are close to a city have both, on average, the largest
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active and newborn firms. Furthermore, birth rates in 10+ firms are larger in types of
regions with on average larger firms. However, for 1-9 firms there is a decreasing pattern
(higher average size leads to lower birth rates), even if the magnitude of this phenomena

is limited.
Figure 3.12. Average size of new employer firms by type of region
TL3 regions, 2014 (or last available year)
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Notes: Average size of active and newborn firms for firms with ten or more employees (left panel) or one to

nine employees (right panel). Averages across Austria, the Czech Republic, Denmark, Estonia, Finland,

France, Hungary, Italy, the Netherlands, Norway, Poland, Portugal, Spain and the Slovak Republic.

Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.
Statlink sz hitp://dx.doi.org/10.1787/888933625794

Across OECD regions, the average size of existing firms is negatively related to firm
birth rates (Figure 3.13). Regions with, on average, smaller existing firms in terms of
employment recorded the largest firm creation rates. In those regions, the newly created
firms were also smaller than firms in the regions with larger existing firms and lower
birth rates.

The agglomeration in entrepreneurial outcomes is even more evident when TL2
regions are further classified according to their position in the productivity frontier of
their respective countries (Figure 3.14). Regions at the frontier are regions leading their
country in terms of real gross domestic product (GDP) per worker (Table 3.4). Other
regions are classified according to their productivity growth with respect to the frontier
between 2000 and 2013, in particular, diverging regions are areas where productivity has
been dropping more than 5 percentage points vis-a-vis the frontier (OECD, 2016c¢).

Regions at the top of their respective countries’ productivity ranking (frontier regions)
tend to correspond to mostly metropolitan areas, and often with capital cities (OECD,
2016c¢). These regions account for a disproportionate share of new business births in
general, and in particular in the category of large employers: they host 40% more births in
the category 10+ than it would be predictable given their share of active firms in the same
size class. Frontier regions that are classified as mixed or non-metropolitan tend to host a
lower than proportional share of entries, especially in the category of large employers.

Non-frontier regions (those that are keeping, catching-up or diverging) overall display a
share of business births that is roughly proportional to their share of active firms. However,
mixed and non-metropolitan non-frontier regions experience a lower than proportional
share of entries among employer firms, once again confirming that cities are preferred by
employers as the location of their headquarters, even in the category of micro-firms.
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Figure 3.13. Relationship of average size of existing employer firms and regional employer firm birth rate
TL3 regions, 2014 (or last available year)
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Notes: Average size of active and newborn firms by quintiles of firm birth rates (along the regional distribution

of firm birth rates). Averages across Austria, the Czech Republic, Denmark, Finland, France, Hungary, Italy,

the Netherlands, Norway, Poland, Portugal, Spain, the Slovak Republic and Slovenia.

Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.
StatLink sz=m hip.//dx.doi.org/10.1787/888933625813

Table 3.4. Typology of regions with respect to productivity

Frontier is the region leading its country in terms of labour productivity, measured by the real gross domestic
product per employee. In some countries the leading region accounts for a small percentage of the
total workforce. Where this is the case, the frontier is the weighted average of regions with the
highest labour productivity levels accounting for 10% of the country’s total employment.

Catching up regions is a classification of regions based on their labour productivity growth relative to the frontier. It is

Diverging regions based on the growth in labour productivity between 2000 and 2013 (or closest year available).

Keeping pace regions  Regions where labour productivity grew/dropped by at least 5 percentage points more/less than in
the frontier are classified as catching-up/diverging regions, with regions that are keeping pace falling
within the + 5 percentage points band.

Figure 3.14. Relative weight of business births by degree of productivity
TL2 regions, 2014 (or last available year)
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Notes: Share of business births (births by size class and region/total births by size class) as a proportion of the
share of active firms (actives by size class and region/total actives by size class). Averages across Austria, the
Czech Republic, Denmark, Estonia, Finland, France, Hungary, Italy, the Netherlands, Norway, Poland,
Portugal, Spain and the Slovak Republic. All sectors, 2014 or last available year.

Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.
StatLink sz htip://dx.doi.org/10.1787/888933625832
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Choosing a scaling factor for business demography indicators

Indicators expressed in absolute terms (births, deaths) are not easily comparable across
regions and countries due to scale effects. The choice of an appropriate denominator is
therefore necessary in order to develop indicators that take into account the relative size
of regional economies. Business birth rates throughout this chapter are expressed according to
the relative size of the active business population in a given area, following the example
of previous work (OECD, 2014a; 2016a). Another possible measure of entrepreneurship
is the ratio of business births to the population resident in a given region. Business births
expressed as a fraction of the population (rather than the business population) are, for
example, used by the World Bank in compiling its Entrepreneurship Indicators. This indicator
is intuitive, providing a measure of the share of population that started a business. Figure 3.15
shows, however, that the average within-country dispersion is similar between the two
indicators, although not in all countries. Exceptions are the Czech Republic and the
Slovak Republic, which display a much larger regional heterogeneity in the population-
based indicator than in the firm-based one.

The population-based indicator tends to display lower values than the enterprise-
based one, although averages are similar. In some cases this bias is severe, as in the case
of Israel, for which birth rates drop from 20 to 5 percentage points, depending on the
region, once population is taken as a scaling factor. Overall, these two indicators are not
interchangeable, in that they measure different concepts: the population-based indicator
captures the potential for entrepreneurship in a given population, while the firm-based
indicator captures the dynamism of the regional economy. In other words, dividing by
firms implies taking into account the pre-existing regional conditions that might affect
entrepreneurship, which are likely to be better captured by the number of active firms
than by the number of people. Using one indicator or the other depends on the purpose of
the analysis. On one hand, the population-based indicator avoids biases in regions
dominated by one large employer, for which an increase in one unit would result in a
substantial change in the birth rates. On the other hand, the indicators based on the
population of active firms might mitigate the understatement of progress of regions with a
low-existing number of firms but a large population that record strong relative growth in
firm creations. For such regions, population as a scaling factor could hide such progress.

The business demography indicators presented in this chapter consider different types
of firms in terms of employment legal status, size (from zero to many employees) and
sector. Differences in statistical conventions, taxation and legislation affect the count of
business entries and exits and active firms, making cross-country comparisons difficult.
Population-based indicators used by the World Bank consider only limited liability
companies. In a situation of heterogeneous types of firms, the consequent bias in cross-
country comparability can be alleviated when using active firms as a scaling factor
(births/actives), as the heterogeneity is reflected in both the numerator and the
denominator (see p.12 in OECD/Eurostat [2007]).

Furthermore, other indicators developed through the OECD Regional Business
Demography Database, such as death and survival shares, become very counterintuitive
if expressed as a proportion of the human population, rather than as a proportion of active
firms. In order to establish a consistent standard across all indicators presented in this
chapter, and in order to increase cross-country comparability, birth rates are therefore
expressed as a proportion of the active business population (rather than the population)
throughout the other sections of this chapter.
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Figure 3.15. Birth rates, all firms, TL2 regions, 2014
Number of firm births in % of active firms and by 1000 population
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Note: The figure refers to the total number of business births per capita or per active firm in the region in 2014
(or last available year). All firms, including self-employed entrepreneurs, are included (total across sectors and
size classes) except for Canada, where non-employer firms are not included.

Sources: OECD (2017a), Regional Business Demography (database); OECD (2017b), OECD Regional
Statistics (database), http://dx.doi.org/10.1787/region-data-en.

StatLink sz=m http.//dx.doi.org/10.1787/888933625851

There is a clear relationship between the per capita firm births and the firm births per
active firms (for employer firms) across OECD regions (Figure 3.16). At the same time,
the two indicators seem to capture different aspects of entrepreneurship. The deviations of
the trend line appear to be mostly driven by a few countries, such as Finland or Hungary,
where most regions, compared to other countries, record more firm births relative to their
firms than relative to their population. Even though the two concepts might capture
different aspects of entrepreneurship, namely the propensity of the regional population to
start a business and the relative dynamism of a region’s business environment, they are
closely related.

Regarding the choice of an appropriate scaling factor, previous studies have referred
to the scaling of firm births by the number of incumbent firms as “ecological approach”
and contrasted it to the so-called “labour market approach”, which scales firm births by
the size of a region’s workforce population (Audretsch and Fritsch, 1994). One potential
concern about choosing the “ecological approach” is that it might overstate entrepreneurship
in urban areas. Evidence from survey data of the adult population of 47 urban areas across
22 European countries suggests that urban areas are not necessarily more entrepreneurial
than other areas if entrepreneurial activity is scaled by a region’s workforce size (Bosma
and Sternberg, 2014).

The reason why the relative entrepreneurial intensity in urban areas could differ
depending on whether the ecological or labour market approach is chosen is the fact that
establishments also differ between urban and non-urban areas. On average, establishment
size tends to be larger in big urban areas than in non-urban ones. As a consequence, there
are more employees per establishment that might start their own business and become
themselves entrepreneurs.
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Figure 3.16. Comparison: Per capita firm births and firm births relative to incumbent firms
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Note: The figure compares the birth rate of employer firms as measured by: 1) the proportion of all active firms; and
2) the number of new firms per 1 000 inhabitants in the region in the year 2014 (or last available year).

Sources: OECD (2017a), Regional Business Demography (database); OECD (2017b), OECD Regional
Statistics (database), http://dx.doi.org/10.1787/region-data-en.

StatLink = http://dx.doi.org/10.1787/888933625870

Across the OECD, urban regions display higher levels of business dynamics than
rural regions even if the firm births and deaths are standardised by a region’s workforce
size instead of the number of active enterprises (Figure 3.17). Although the exact rates
have changed due to the different scaling factor, using the “labour market approach”
confirms the findings of Figure 3.9 that urban regions are characterised by greater
business dynamics. In 2014, urban regions recorded on average 14-14.5 firm births and
deaths per 1 000 workers, while rural regions only experienced 12.5-13 firm births and
deaths per 1 000 workers. Noticeably, the differences between urban and intermediate
regions appear muted relative to the “ecological approach” (Figure 3.9).

Figure 3.17. Business births and deaths per worker by type of region
TL3 regions, 2014 (or last available year)

@ Deathrate, per 1000 workers OBirth rate, per 1 000 workers

Rural Intermediate Urban
Notes: The figure displays the firm birth and death rates (births as a proportion of the number of employees in a
region in the same year) by type of region. Average across all firms.

Sources: OECD (2017a), Regional Business Demography (database), OECD (2017b), OECD Regional
Statistics (database), http://dx.doi.org/10.1787/region-data-en.

Statlink sa=7 hitp://dx.doi.org/10.1787/888933625889
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Per capita indicators can be informative nonetheless. In particular, they can be used to
assess the pervasiveness of entrepreneurship in the regional socio-economic environment.
Across OECD regions, there is no clear pattern between the density of firms, measured by
the per capita number of active employer enterprises, and business dynamics across
regions. Regions with high or low firm density document neither more nor less firm births
or churn (firm births minus firm deaths).

Sustainability of entrepreneurship: Firm survival over time

For entrepreneurship to be a vehicle for economic growth, firms need to be able to
survive the hurdles posed by the early post-entry years, expand their activities and
maintain employment over time. Therefore, understanding entrepreneurial dynamics requires
observing what happens to businesses after their creation.

Close to one-half of newly created firms do not survive their first three years of
activity, on average across regions (Figure 3.18). Survival rates are on average lower among
employer firms than when considering the entire firm population, suggesting that
non-employer firms face better chances of three-year survival, in this sample, compared
to employer firms (Figure 3.18). The differences across countries are relevant: out of
100 firms born in Italy or Spain in 2011, on average only 50 were still active in 2014; in
Austria the count goes up to 65. These differences are very likely to reflect the different
macroeconomic circumstances faced by countries during this time frame.

Notwithstanding the country-level variation, regional differences in firm survival
rates are sometimes larger than the differences across countries. For example, the
best-performing region in Spain (the Basque Country) experienced the same survival
rates in 2014 as the best-performing region in Austria (Vorarlberg). In the category of
employer firms, the Basque Country, and even Northern Portugal, fare the same or even
better in three-year survival rates than all regions in Austria.

The ranking of countries according to the cross-regional difference between their best-
and worst-performing region in terms of survival rates shows that while some countries
are relatively homogenous within their boundaries (Hungary, the Slovak Republic),
others (Italy, Spain) show a high degree of inter-regional dispersion (Figure 3.18). For
example, out of 100 firms (including non-employers) created in Sicily in 2011, only 50
survived until 2014; in the Bolzano-Bozen Province, more than 60 did.

In most countries average survival rates among employer firms are similar, albeit slightly
lower, than average survival rates calculated taking into account all firms (Figure 3.18). There
are, however, some exceptions: in Denmark, employer firms face average three-year survival
rates that are 20 percentage points lower than those faced by the whole sample of firms.
This is also the case of the Slovak Republic. In Portugal, on the other hand, employers
face survival rates 20 percentage points higher than the non-employers, possibly
suggesting that much of the small-scale entrepreneurship occurring in Portugal during this
time frame was indeed motivated by the worsening job opportunities that the country was
facing at the time.

The capital regions of Bratislava, Copenhagen and Vienna have the lowest three-year
survival among employer firms, confirming the higher dynamism associated with capital
cities, which experience high death rates. The Aosta Valley has the lowest survival rates
among the employer category in Italy, which is possibly a reflection of the relative
importance of touristic facilities in this region, heavily hit by the recession between 2010
and 2013.
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Figure 3.18. Within-country dispersion in business survival rates, by firm class

TL2 regions, 2014 (or last available year)
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Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.
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The North of Portugal, Central Hungary and the Basque Country are among the better
performers in the respective countries, on the other hand. In Hungary, this effect is likely
to reflect the location of Budapest, faring much better than other regions of the country
despite the fact that, in absolute terms, survival rates in the country are among the lowest
in the sample. Similarly, the case of the Iberian Peninsula stresses an important
north-south divide, with survival rates in the Basque Country and the North of Portugal
much higher than southern regions in the respective countries.

The urban-rural divide in business survival rates is not particularly marked, with a
few exceptions (Figure 3.19). Predominantly urban regions fare significantly better than
the country average in the Czech Republic, Hungary, Portugal and the Slovak Republic
but in Austria, Finland, Norway and the United Kingdom, they are among the worst
performers, with survival rates up to 7 percentage points lower than the country average.
Intermediate regions, those mainly rural but close to a big city, have significantly higher
than average survival rates in the Czech Republic and the United Kingdom, but fare
relatively worse in Portugal. Rural regions stay very close to the country average in most
cases, with the exceptions of Austria and Norway, where they experience survival rates
that are 2 percentage points lower than the country average.

A country’s most productive regions are not necessarily its best performers, in terms
of business survival rates. In Austria, Denmark, Finland, Italy, Portugal and the
United Kingdom, frontier regions display survival rates up to 4 percentage points lower
than the respective countries’ averages (Figure 3.20). This is likely to be a reflection of
the higher dynamism associated with frontier regions, which not coincidentally tend also
to correspond with capital cities. An exception is France, where frontier regions fare
4 percentage points better than the country average when it comes to business survival
rates. Frontier regions also stand out in terms of survival rates in the Czech Republic,
Hungary and the Slovak Republic.
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Figure 3.19. Business survival rates by urban-rural regional typology
TL3 regions, 2014 (or last available year)
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Notes: Survival rate measures the number of firms created in year -3 which are still active at time ¢ (three-year
survivors/births #-3). The rates are expressed as the distance from the country average. All firms apart from
Norway (employer firms only).

Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.
StatLink sz=m hitp://dx.doi.org/10.1787/888933625927

On the other hand, countries where some regions are classified as diverging (where
income and productivity per capita have been declining over time) consistently show that
these areas have the lowest relative survival rates (Figure 3.20). Dynamism, or “creative
destruction”, is unlikely to be the leading explanation for these regions’ relatively poor
performance. In all likelihood, low business survival rates reflect a worsening of the
regional economic fabric over time (OECD, 2016c).

Figure 3.20. Business survival rates by degree of productivity

TL2 regions, 2014 (or last available year)
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Notes: Survival rate measures the number of firms created in year #-3 which are still active at time ¢ (three-year
survivors/births #-3). Average by productivity classification (OECD, 2016c). The rates are expressed in
proportion to the country average. All firms.

Source: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en.
Statlink sz hitp.//dx.doi.org/10.1787/888933625946
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These descriptive statistics suggest that businesses in similar size classes operating at
the same point in time across regions of the same country face a different probability of
survival. Also, survival rates systematically depend upon regional characteristics, like
rurality or the relative positioning of a region with respect to a country’s productivity
frontier. Clearly, there is a process of self-selection at play, as more productive businesses
may decide to locate in regions offering better conditions. Moreover, these statistics are
based on a regional aggregation and therefore they disregard important sources of
unobserved heterogeneity in the composition of the business population. Nevertheless,
the wide within-country variation suggests that the conditions for firms to thrive are not
evenly distributed over space. This can hamper the extent of countries’ economic
development as those regions with low survival probabilities cannot reach their full
potential. Lower survival probabilities inhibit job creation and economic growth in those
regions as young firms, which are a major contributor to increases in employment, often
do not survive to create further jobs. As a result, countries’ overall economic
development is diminished.

Regional characteristics and entrepreneurial activity

The spatial concentration of firms is a function of many endogenous characteristics of
regions, often intertwined with each other. Some of these characteristics are fixed, like
geography; others are institutional and as such policy-variant and susceptible of change
over time. Some of these factors, like access to services or the institutional framework,
may affect the capacity of businesses to grow and thrive.

This section analyses the relationship between business demography indicators and
some characteristics of the regions where businesses operate. In particular, the focus is on
the concentration of regional employment in a few large firms, the regulatory framework,
the role of the financial sector and education as well as research and development. This
section also serves as an example of questions that could be explored using enterprise-
level business demography indicators.

Regional dominance of a few large enterprises

Possessing a business culture that encourages exchange of ideas and forays into
entrepreneurial activities can be an important factor for establishing dynamic regional
economies. In fact, entrepreneurship is often a by-product of knowledge spillovers and
business interactions between different firms. Therefore, the regional economic environment
is of fundamental importance.

In particular, the degree to which regional economies are dominated by a few large
firms can affect entrepreneurship. On the one hand, a high concentration of business
activities within a few firms can inhibit fostering a local spirit of entrepreneurship as
fewer individuals are likely to have gained experience in starting or managing a business.
On the other hand, large firms can be local “hotspots” of innovation and can thus generate
positive externalities that could translate into more business creations.

Across OECD regions, the effect of employment concentration in a few large firms
on business dynamics is ambiguous. Overall, regions with relatively large as well as a
relatively low concentration of regional employment in the three largest regional employer
firms record the largest firm birth rates (Figure 3.21, panel a). In contrast, regions with
employment concentration that falls outside of the first and fifth quintile are less dynamic
in terms of firm births.”
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While high employment concentration is related to high enterprise birth rates in urban
regions, in rural regions low employment concentration fares best in terms of new firm
creations (Figure 3.21, panels b and c). Urban regions with highly concentrated employment
have 10 percentage points higher business birth rates than urban regions with low
employment concentration. On the other hand, in rural regions the least concentrated regions
in terms of employment have a firm birth rate that is more than eight times as high as that
of their peer regions with the largest employment concentration.

Figure 3.21. Concentration of employment in three largest firms and firm births, TL3, 2014
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Notes: Concentration (y-axis) presents the employment share of the three largest firms in a region. The figures
present the data for all regions, urban regions and rural regions, each partitioned into quintiles (x-axis)
according to their enterprise births rates from low (left) to high (right). Data are provided for TL3 regions in
Austria, Denmark, Finland, France, Hungary, Italy, Latvia, Norway, Portugal, the Slovak Republic and Spain.

Sources: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en
and Orbis.
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These large discrepancies suggest that entrepreneurship in urban and rural regions is
differently linked to the local business environment and cluster formation. Whereas in
rural regions a more traditional cluster model still succeeds that is often characterised by
small firms that innovate informally, in urban areas clusters dominated by a few
champions thrive the most. One explanation could be that champion-driven clusters mean
that those large firms are large enough and grow fast, which allows them to effectively
innovate and connect with international markets. These champions can thus pull other,
smaller firms in the cluster, creating a business environment that is dominated by a few
large firms but also more dynamics (higher birth rates) at the same time.
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The role of institutions: Ease of doing business and firm dynamics

An effective and transparent institutional and regulatory environment is key for
entrepreneurship and business development, at all stages of the business cycle, including
entry, investment, and expansion, transfer and exit (OECD, 2017a). The regulatory
framework, taxation system, competition rules, as well as good governance, extent of
corruption and the stability of institutions can directly affect the decision to become an
entrepreneur, and as such they can have important consequences for regional development.

Red tape is also often cited as an important factor limiting entrepreneurial dynamism.
Regulation can be good to enforce consumer protection and fair competition, but in some
cases it can discourage entry and innovation, by imposing high fixed costs on entrepreneurs.
Product market regulation, in particular, can affect producers by reducing competition,
with important implications not only in the sectors that are directly affected by the
legislation, but in all downstream sectors (Borules et al., 2013).

While product market regulation is often a nationwide phenomenon, its intensity can
vary across the territory depending on the composition of the business population in a
given region. If a change in product market regulation affects some industrial sectors
more than others, a change in regulation at the national level will reflect differently upon
regions in the same country, because of the ex ante sectoral composition of the business
population in each region. This can have implications for business demography and for
regional growth.

A time-varying country-level change in regulation affecting sectors can be derived
from the OECD indicators of product market regulation (OECD, 2013). To derive a
regionally time-varying measure of regulation intensity, one can interact the ex ante
sectoral input-output composition of the firm environment in a given region (before the
change in regulation begins) interacted with the time-varying measure in product market
deregulation, which is country-/sector-/year-specific (OECD, 2013). As a result, this
interaction captures subnational variation in the intensity of product market regulation.

Changes in product market regulation may affect downstream firms mainly through
cost dynamics and reduced barriers to entry. Indeed, net firm creation during the period
2008-14 is a negative function of within-region change in product market regulation:
higher regulation implies lower net business creation (Figure 3.22). Also, survival shares
are negatively correlated with the degree of product market regulation (albeit this
correlation is not statistically significant). This evidence, consistent with national-level
findings (Borules et al., 2013), suggests that policies like product market regulation may
also have regional implications and heterogeneous effects across the national territory.

Although the institutional and regulatory framework is largely driven by norms that
are defined at the national or even supranational level, the implementation of norms and
services available to entrepreneurs to comply with regulation can vary largely across
regions. More broadly, the perception of the quality of government, trust in institutions
and security can differ widely within the same country (OECD, 2014b; Charron, Lapuente
and Dijkstra, 2012). From this point of view, subjective measures of the perception of the
quality of local institutions can be as useful in understanding entrepreneurial activity as
objective measures of institutional support to firms, like business taxation or financial
incentives. Furthermore, the extent of corruption, good governance and the stability of
institutions can directly affect the decision to become an entrepreneur, and as such they
can have important consequences for regional development.
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Figure 3.22. Sectoral regulation and firm dynamics, TL2 regions, 2008-14
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Notes: Residual plots, OLS regression. The dependent variable in the left-hand side is net business creation in
all firms (births minus deaths); in the right-hand side it is survival rates (number of firms created in year -3
which are still active at time 7). Country*year fixed effects are included. Errors are clustered at the country
level.

Sources: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en;
OECD (2013), OECD Product Market Regulation Statistics (database), http://dx.doi.org/10.1787/pmr-data-en.
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Across OECD regions, subjective perception indicators of business-friendly governance
and low corruption provided by Gallup World Poll are strongly correlated (Figure 3.23).
Regions where survey respondents perceive corruption to be low are also regions where
respondents believe that the regional government supports entrepreneurship by making it
easy to start a business. Most regions in Scandinavia, Australia, Canada, France, Germany or
the Netherlands score highly on both measures. In contrast, many regions in eastern and
southern Europe are perceived to have both high corruption and not to have a business-
friendly government. Overall, the evidence suggests that citizens’ perception of the
quality of local governance is significantly related to the decision to start a business.

The regional variation in the percentage of respondents reporting that government
makes it easy to start a business is positively and significantly correlated with the birth
rates of firms, across all sectors and size classes (Figure 3.24). On the other hand, the
perception of the extent of corruption in business is negatively and significantly correlated
with firm entry rates, across all sectors and size classes (Figure 3.24). This evidence
suggests that the quality of local, rather than national, policies may be an important driver
of entrepreneurship, at the margin. Of particular importance might also be the local
implementation of nationally shaped or determined policies.

Financing constraints: A regional perspective

Small and medium enterprises (SMEs) typically rely heavily on bank debt for their
external financing, as they have less access to market-based financing than large
enterprises. Although financing conditions and SMEs’ access to finance has generally
improved in recent years, financing gaps persist, especially for young firms, start-ups,
micro-enterprises and fast-growing innovative ventures. In addition, while there are signs
of a recovery, progress has been uneven, with financing challenges much more
pronounced in some countries than in others (Box 3.2).
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Figure 3.23. Perception of corruption and local governance (Gallup), TL2 regions
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Figure 3.24. Local governance and firm birth rates, TL2 regions
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Notes: Correlation between average birth rates in employer firms by region between 2008 and 2015 (or last
available year) and regional-level responses to the Gallup World Poll pooled across seven waves of the survey
(2008-15). The Gallup World Poll questions are: “Is corruption widespread within businesses located in (area),
or not?” (yes=1, no=0); “Does the government make it easy or hard to start a business” (1=easy, 2=hard).

Sources: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en;
Gallup World Poll (2008-15).
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However, credit and banking also have an important regional dimension (Guiso,
Sapienza, and Zingales, 2004; Deloof and La Rocca, 2015). Regional variation in credit
supply, in particular, is an important predictor of change in employment in business
(Greenstone, Mas and Hoai-Luu, 2014; Chodorow-Reich, 2014).
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Box 3.2. Financing small and medium enterprises and entrepreneurs:
Evidence from the OECD Scoreboard

The annual OECD Scoreboard on Financing SMEs and Entrepreneurs monitors small and
medium enterprises’ (SMEs’) and entrepreneurs’ access to finance, based on data collected on debt,
equity, asset-based finance and framework conditions, and includes information on policy
initiatives in this area. It provides a comprehensive framework to assess the financing needs of
SMEs and whether they are met. In addition, detailed profiles provide an overview of the state of
play for every participating country.

The 2017 edition, comprising 39 countries, indicates that lending to SMEs increased moderately
in the majority of economies in 2015, interest rates generally declined, and payment delays and
bankruptcies are on a downward trend. Nonetheless, key indicators show a varied cross-country
picture, reflecting variations in the ease of accessing external financing across participating
countries. In particular, the spread between the average interest rate charged to SMEs and to large
enterprises, which describes the tightness of the credit market and the costs of accessing straight
debt for SMEs compared to large enterprises, ranges from 14.85 percentage points in Brazil to
0.16 percentage points in Korea.

Figure 3.25. Average interest rate spread between loans charged to SMEs and to large
enterprises, 2015
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Source: OECD (2016d), Financing SMEs and Entrepreneurs 2017: An OECD Scoreboard,
http://dx.doi.org/10.1787/fin_sme_ent-2016-en.
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The regional dimension of credit constraints to firms is hard to measure, since a
comparable cross-country source of information on credit to firms at the subnational level
is not currently available. However, an approximation of the change in credit constraints
across regions can be built from national-level time-varying indicators, by exploiting the
regional variation in the ex ante composition of the business population interacted with
national measures of the change in credit supply to different categories of firms over time.

Credit supply experienced a contraction in the immediate aftermath of the financial
crisis and during the recession (OECD, 2016d). However, this restriction in credit displays a
large degree of heterogeneity: small firms often witnessed their credit supply restricted more
than larger firms (ECB, 2016).

The differential in credit restriction to different categories of enterprises can be
measured, at the national level, using the spread in interest rates applied to loans to small
firms vis-a-vis loans to large firms over the period 2009-14 (OECD, 2016d). This
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additional layer of within-country variation in lending practices over time (along the lines
of firm size) can be interacted with the share of the firm typology (large vs. small) in each
region, measured before the start of the survey. The interaction between the ex ante
composition of the business population across regions (measured in 2008) and the
time-varying shifts in credit provision to different categories of firms generates a
time-varying regional measure of credit supply that can be used to understand to what
extent lending decisions are associated to the lifecycle of firms.

The regional measure of restriction in credit supply is negatively and significantly
correlated with birth rates and positively correlated with death rates across most sectors
(Figure 3.26). The observation that credit restriction is correlated with net business
closures at the regional level is consistent with the intuition that local credit conditions
have a vital role in sustaining entrepreneurship, which is consistent with national-level
results (OECD, 2016a).

Figure 3.26. Credit supply restrictions and business demography
TL2 regions, 2009-14
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Notes: The figure shows the estimated coefficient of correlation between credit supply restrictions at the
regional, net business creation and firm survival shares. OLS regression. The regional dimension is TL2 for
Austria, Belgium, Denmark, Finland, France Hungary, Ireland, Italy, Portugal, the Slovak Republic, Slovenia,
Spain and the United States. The time frame is 2009-14. Year fixed effects included, as well as fixed effects at
the level of TL2 regions. Errors are clustered at the country level. ***p<0.01,**p<0.05, *p<0.1.

Sources: OECD (2017a), Regional Business Demography (database), http://dx.doi.org/10.1787/region-data-en;
OECD  (2016d), Financing SMEs and  Entrepreneurs  2016: An  OECD  Scorecard,
http://dx.doi.org/10.1787/fin_sme_ent-2016-en.
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However, the role of credit is not equally distributed across sectors. The construction
sector was directly affected by the housing market crash that took place during this period
in many OECD countries. Construction firms might have suffered from a particularly strong
contraction in credit following 2008, and indeed in this sector a 1 standard deviation
increase in the regional credit measure correlates with an increase in business death rates
worth about 2.5 percentage points, the largest across the sample. The second-largest and
significant increase in death rates is in the hospitality sector. Birth rates are particularly
affected in the industrial sector and in professional and technical services.

Professional and technical services also experience significantly negative business
creation and survival rates in response to changes in lending practices. This possibly reflects
the reliance of these services on bank lending, but also the cross-sectoral spillovers resulting
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from their non-tradable nature: relying on local demand, they suffer from a deterioration
of the credit conditions applied to other firms in the same region. Business demography in
other sectors does not experience significant correlations with respect to the change in
local credit conditions.

Further evidence on the relevance of the availability of sufficient financial means for
entrepreneurship is presented in Box 3.3. EU funding for entrepreneurship strongly
increases business dynamics across regions.

Box 3.3. EU funds and entrepreneurship: Evidence from a large transfer to
European regions

The European Union administers and distributes a large transfer to European regions in order
to promote social and economic cohesion. European Regional Development Funds (ERDF) and
the Cohesion Funds (CF) include a number of transfers with the specific objective of promoting
entrepreneurship in the recipient regions. The magnitude of the funds that regions receive during
each seven-year period depends on a set of criteria that are based on GDP per capita levels.
Regions with a GDP per capita below 75% of the EU-27 average satisfy the EU’s Objective 1,
which qualifies them for decisively more funding.

This discrepancy in the allocation of funds between regions can be analysed to elicit the effect
of funds with the objective of promoting entrepreneurship on business creation and destruction.’
In the framework of a regression discontinuity design, this exogenous variation in the allocation
of entrepreneurship funds across regions can be exploited. It compares business dynamics
between regions that are similar in terms of GDP per capita but differ significantly in the
magnitude of funds received.

Figure 3.27. The discontinuity in the allocation of funds for entrepreneurship and SMEs
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Overall, the EU funds received in 2007-13 significantly increased business dynamics.
Regions that fell just below the Objective 1 criterion and thus received larger amounts of funds,
recorded considerably more enterprise births as well as deaths than regions that had comparable
GDP per capita levels but were slightly above the allocation rule of 75% of the EU average. The
effects for self-employed firms are slightly lower than for employer firms. Considering all types
of firms, a 1% increase in the amounts of funds received increases the birth and death rate of firms
by 0.06%, whereas the respective birth rate of only employer firms would increase by 0.042% and
the effect on death rates is insignificant. The net effect of the funds, the number of enterprise
births minus enterprise deaths, is in both cases not significantly different from zero. As a
consequence, funds do, on average, not cause an increase in the number of enterprises.
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Box 3.3. EU funds and entrepreneurship: Evidence from a large transfer to
European regions (continued)

However, the effect of the EU funds on entrepreneurship and the number of firms in a region
can be enhanced by the right set of institutions. Funds seem to be relatively more effective in net
business creation in those regions with relatively lower levels of corruption. In less corrupt
regions, the overall effect of EU funds on net business creations is significantly larger than in
relatively more corrupt regions. Interestingly, the contribution of low corruption to funds’
effectiveness on business birth rates and net business creation is considerably more pronounced
for employer firms than merely self-employed firms.

1. The funds considered include the following categories: assistance to R&D, particularly in SMEs; advanced
support services for firms and groups of firms; assistance to SMEs for the promotion of environmentally
friendly products and production processes; investment in firms directly linked to research and innovation;
other investment in firms; other measures to stimulate research and innovation and entrepreneurship; services
and applications for SMEs (e-commerce, education); support for self-employment and business start-up.

Source: Diaz Ramirez, M., L. Kleine-Rueschkamp and P. Veneri (2017), “Does quality of governance affect
the returns of policy for entrepreneurship?”, Paper presented at the Congress of European Regional Science
Association, August 2017.

The importance of human capital: Education and R&D

A vital factor for entrepreneurship is the locally available level of human capital. For
many firms, one of the most important production inputs is labour. The availability of a
wide local pool of adequately skilled workers may be a crucial source of agglomeration,
reducing search costs of new firms (Overman and Puga, 2010). Human capital is a
primary determinant of regional differences in economic development as it is paramount
for firms’ productivity (Gennaioli et al., 2013).

Additionally, the level of training and education of workers may produce positive
spillover effects through knowledge-sharing (Fritsch and Aamoucke, 2013). This is
particularly true for high-tech sectors that rely relatively more on workers with a tertiary
education. As a consequence, differences in the regional supply of highly skilled workers
can give rise to productivity differences (Moretti, 2004). For those reasons, the skills and
education of workers are likely to also affect the choice and feasibility of creating a new
business.

Furthermore, innovation and research are essential for entrepreneurship and (local)
economic growth. The presence of universities and the level as well as quality of research
activities contribute to the creation of new enterprises (Audretsch, Lehmann and Warning,
2005; Hausman, 2012). Pre-existing research activities and investments can provide the
necessary innovation to stimulate entrepreneurship. Similarly, existing clusters of
innovation-reliant business sectors might be conducive to the creation of new firms as
entrepreneurs benefit both from knowledge spillovers as well as from the availability of
an experienced and well-trained workforce (Chatterji, Glaeser and Kerr, 2013).

Information on workers’ human capital, high-tech clusters and R&D is available from
the OECD Regional Database and mostly covers TL2 regions.® In fact, measures for all
three factors appear to be strong predictors of business entries across regions. The
within-country/year variation in business rates is significantly and positively correlated
with the share of R&D performed by the regional higher education sector and the share of
the regional workforce employed in knowledge-intense services (Figure 3.28).” Moreover, net
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business creation rates are significantly higher in regions that had a more skilled labour force
as measured by tertiary education (Figure 3.29).

Figure 3.28. Enterprise births: R&D and employment in knowledge-intense services
TL2 regions, 2009-14
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Notes: Residual plots, OLS regression. The dependent variable is business birth rate for all firms (births minus
deaths). The explanatory variables are created from year #-1, i.e. the year before business creations are
examined. Country*year fixed effects are included, years 2008-14. Errors are clustered at the country level.

Sources: OECD (2017a), Regional Business Demography (database); OECD (2017b), OECD Regional
Statistics (database), http://dx.doi.org/10.1787/region-data-en.

Figure 3.29. Enterprise births and the education of the labour force
TL2 regions, 2009-14
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Notes: Residual plots, OLS regression. The dependent variable is the regional net business creation rate for all
firms (births minus deaths). The explanatory variable is created from year #-1, i.e. the year before business
births and deaths are examined. Country*year fixed effects are included, years 2008-14. Errors are clustered at
the country level.

Sources: OECD (2017a), Regional Business Demography (database); OECD (2017b), OECD Regional
Statistics (database), http://dx.doi.org/10.1787/region-data-en.

These findings imply that, within countries, regions with a more educated labour
force, greater university R&D intensity and a relatively stronger focus on innovative
business sectors experience higher firm entry or net business creation rates.
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The way forward: Measuring employment in business

The policy attention reserved to entrepreneurship often stems from the intuition that
new firms will generate economic growth and employment. In reality, businesses differ in
their capacity to create employment. Young and small firms tend to be net contributors to
employment creation, while in “bad times” a large part of employment losses stem from
layoffs from old firms (Neumark, Wall and Zhang, 2011; Haltiwanger, Jarmin and
Miranda, 2013; Criscuolo, Gal and Menon, 2014).

Moreover, firm creation and expansion have non-linear effects on job creation: the
complexity of the relationship between firm entry and employment spans over time (Fritsch
and Mueller, 2004) and across regions (Fritsch, 2008). Regional dynamics over time are
visible first and foremost in the direct effects of entrepreneurship on employment levels:
these can be defined as the immediate effect of new entrants on the number of jobs created.

The direct dimension of employment creation due to business entry can be heterogeneous
across regions due to the endogenous and idiosyncratic spatial distribution of quality in
new entrepreneurial ventures. In the medium term, new entrants may, however, have a
negative effect on employment: due to competition and market selection, newcomers may
displace incumbents, leading to a net decline in employment, a phenomenon that can be
defined as crowding-out (Fritsch and Mueller, 2004). If new entrants destroy jobs initially,
in the long term their net contribution to employment creation may once again be
positive, due to supply-side effects: increased competition, higher innovation and an
increase in product or process variety (Fritsch and Mueller, 2004). However, such indirect
effect of business entries (which occur with a time lag) may also have a spatial
component, in that employment creation and destruction may cross regional boundaries, due
to knowledge and productivity spillovers, or migration (De La Roca and Puga, 2017;
Fritsch, 2008).

Job creation and destruction are therefore phenomena of intrinsically local nature: for
example, the same share of layoffs can have different effects on remote regions and on
central areas, because workers in remote areas are more likely to remain unemployed
following a layoff (Andersson et al., 2014). Clearly, the regional nature of employment
creation and destruction has vital repercussions on the both local and national economies,
and is therefore of the utmost policy relevance.

In order to fully grasp the regional dimension of differences in demography of
business employment, precise information on the geographic location of enterprises and
employment is valuable. At the subnational level, extending the coverage of employment
demography statistics to TL3 regions in all countries would further increase the precision
of the spatial representation and allow a more differentiated analysis and policy design.
This report has made significant progress in this direction but for a few countries the
current coverage only includes TL2 regions.

Business dynamics can differ among different types of firms, which might have
consequences for employment creation or destruction across OECD regions. In particular,
collecting data that allow distinguishing between employer and non-employer firms can
be informative. First, it reveals potentially different contributions, both across regions or
countries, of new employer and non-employer firms to regional employment creation.
Second, it can facilitate empirical consistency and comparability across different countries
and legislative systems, which might affect the nature and frequency of creations of
non-employer firms.
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In the medium term, the way forward to increase the quality and the international
comparability of business demography statistics at the regional level would have to build
on the employer statistics at the enterprise level. This would benefit from a relatively high
harmonisation of methods and a relatively wider coverage.

At the same time, accurate information on the actual location of employment creation,
in the form of data on new local units, rather than simply the main location of new firms,
could further strengthen the analysis of regional employment creation by firm dynamics.
For this reason, the following chapter develops and scrutinises different indicators on the
location and intensity of subnational employment creation, based both on new enterprises
as well as new establishments. This analysis can lead to a better understanding of where
employment from entrepreneurship is located across the territory and better inform
policies aimed at sustaining job creation and growth in the long run.

Notes

1. Firms (or enterprises) are defined, according to OECD/Eurostat (2007) guidelines, as
the “smallest combination of legal units [...] producing goods or services, which
benefits from a certain degree of autonomy in decision-making, especially for the
allocation of its current resources. An enterprise carries out one or more activities at
one or more locations”.

2. The remaining discrepancies, which mainly revolve around the inclusion or exclusion
of particular categories of firms from the statistics, are clearly flagged as notes to the
statistics in the database.

3. This distinction by size class is directly available for countries covered by Eurostat’s
regional database, but not for many other countries for which the data collection relies
on national sources. In these cases, the harmonisation has been carried out ex post, to
make the figures comparable across countries. In a few cases some discrepancies
remain (often related to the impossibility to pin down these exact three categories).
These instances are reported in the database as missing values or, alternatively, the
discrepancies are clearly flagged in the notes to the statistics.

4. For a descriptive analysis of the spatial heterogeneity in US house price growth over
time see, for example Bogin, Doerner and Larson (2016).

5. Throughout the chapter and in the database, active firms as well as birth, death and
survival are defined in accordance with the statistical guidelines set out in
OECD/Eurostat (2007).

6. A predominantly urban (or urban) TL3 region is a region where the majority of the
population lives in a city (OECD, 2016b).

7. Concentration of employment in the three largest firms in terms of regional

employment is computed with Orbis data for 2014.

8. These are approximated by the share of a region’s labour force employed in
knowledge-intensive sectors.

9. Knowledge-intensive services are classified by Eurostat: http://ec.europa.cu/eurostat/st
atistics-explained/index.php/Glossary:Knowledge-intensive _services (KIS).
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Annex 3.A1.
Enterprise data sources

Australia Australian Bureau of Statistics (ABS)
Database: Counts of Australian Businesses, including Entries and Exits
(CABEESs): www.abs.gov.au/AUSSTATS/abs@.nsf/Lookup/8165.0Main+Feat
ures1Jun%202011%20t0%20Jun%202015?0OpenDocument.

Belgium Statistics Belgium — Directorate-General Statistics
https://bestat.economie.fgov.be/bestat/index.xhtml.

http://statbel.fgov.be/fr/statistiques/chiffres/economie/entreprises/vie_entrepris
es/evolution_emploi/#. WEViv_krK70.

Canada Statistics Canada
Data: www5.statcan.gc.ca/cansim/a26?lang=eng&retrLang=eng&id=5290001
&&pattern=&stByVal=1&p1=1&p2=50&tabMode=dataTable&csid=
Metadata: www23.statcan.gc.ca/imdb/p2SV.pl?Function=getSurvey&SDDS=5
157

Germany Federal Statistical Office - Company Register System (URS)
https://www-genesis.destatis.de/genesis/online/logon?language=de&sequenz=s
tatistiken&selectionname=521%*.

Ireland Central Statstical Office — StatBank Ireland-Business Sector — Business
Demography
WWWw.cso.ie/px/pxeirestat/database/eirestat/Business%20Demography/Business
%20Demography_statbank.asp?sp=Business%20Demography&Planguage=0.

Israel Central Bureau of Statistics-Business demography
Data: www.cbs.gov.il/webpub/pub/text page eng.html?publ=63&CYear=2014
&CMonth=1#100.

Korea Korean Statistical Information Service
Data: http://kosis.kr/eng/statisticsList/statisticsList 01List.jsp?vwed=MT_ETI
TLE&parmTabld=M_01_01.

Latvia Central Statistical Bureau — Statistical Business Register Database

Data: www.csb.gov.lv/en/statistikas-temas/termini/employer-enterprise-
35891.html.

Metadata: www.csb.gov.lv/en/statistikas-temas/statistical-business-register-
database-30703.html.

Luxembourg Statistics Luxembourg-Demography and Structure of enterprises

Data: www.statistiques.public.lu/stat/ReportFolders/ReportFolder.aspx?IF_Lan
guage=eng&MainTheme=4&FldrName=1.

Norway The Central Register of Establishments and Enterprises

Data: https://www.ssb.no/statistikkbanken/selecttable/hovedtabellHjem.asp?Ko
rtNavnWeb=foretak & CM SSubjectArea=virksomheter-foretak-og-
regnskap&PLanguage=1&checked=true.
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Switzerland Office fédéral de la statistique (OFS)
Data: https://www.bfs.admin.ch/bfs/fr/home/statistiques/catalogues-banques-
donnees/donnees.html.

United Kingdom Office for National Statistics-Business Demography

Data: https://www.ons.gov.uk/businessindustryandtrade/business/activitysize
andlocation/bulletins/businessdemography/2014.

United States Statistics of US businesses (SUSB)

Data: www.census.gov/programs-surveys/susb/data/tables.html.

All other Eurostat Regional Business Demography Database

Europ?an Data:

countries . .. .

included in http://ec.europa.eu/eurostat/web/structural-business-statistics/entrepreneurshi
i - hy.

Table 3.1 p/business-demography
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Chapter 4.

Regional business employment dynamics

This chapter describes regional business dynamics and its related employment. It
presents employment creation in new firms across OECD regions and explains the
advantages and disadvantage of using establishment- — rather than enterprise- — level
data to assess regional employment dynamics. It does so also by illustrating and
quantifying the “headquarter bias” as well as discussing the overestimation of the impact
of new firms when using establishment-level data. The chapter also examines the spatial
distribution of employment dynamics across OECD regions and analyses discrepancies
across different types of regions and sectors. This analysis is supplemented by an
investigation of regional factors that are connected to regional employment growth in
establishments. The chapter concludes by providing evidence on the contribution of small
and medium-sized establishments to employment creation and the role of regional factors
for employment growth in existing firms.
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Introduction

Understanding the impact of business dynamics on employment across regions is
crucial to design policies that effectively promote inclusive growth. The primary
methodological concern of cross-country comparisons of regional data on business
demography, the role of non-employer firms, is equally pressing for subnational
employment creation indicators. In comparison to recording firm births and deaths,
measuring the impact of business dynamics on employment at the subnational level
requires considering further methodological challenges. When an enterprise located in a
given region grows, the employment generated might be geographically located in
another region if the enterprise has more than one establishment. While most new
enterprises can be assumed to be single-establishment enterprises, some new enterprises
can be comprised of various establishments.

As a consequence, common approaches of examining regional employment trends
based on enterprise data can be subject to a bias if they fail to use information on local
business units and focus instead the analysis on firms’ headquarters. This chapter
contributes to understanding the link between entrepreneurial dynamics and regional
employment in several ways.

First, it presents recent trends in employment creation by new enterprises across
OECD regions. This employment creation is also examined for different types of region.
Furthermore, the description of regional employment growth is broken down by business
sector.

Second, it shows the imprecision of enterprise data if the assumption that new firms
are not exclusively present in one region does not hold. The bias that results from using
business demography data at the enterprise instead of the establishment level is illustrated
in the chapter. Since employment is of a local nature and enterprises can consist of
multiples plants, assessing employment solely based on a firm’s main location inevitably
might not capture the full picture. This bias is not homogeneous across places; it tends to
stronger in capital regions, where the concentration of enterprises is very high and where
relatively more firms set up their headquarters.

Third, trends in regional employment growth in businesses are presented. A particular
focus is placed on the comparison between mostly metropolitan and non-metropolitan
regions on the one hand. On the other hand, the classification of regions according to their
productivity growth is used to assess potential differences in employment growth between
economic frontier regions and those that converge or diverge in terms of economic
growth. The chapter further assesses some drivers of the factors that might explain the
differences in employment growth in the business sector across OECD regions.

Furthermore, the chapter shows the potentially vital role of new establishments and
existing small to medium-sized establishments for regional employment growth. Changes
in regional employment associated with newly created establishments are characterised
by considerable regional heterogeneity; they can contribute up to 8% to regional
employment. Similarly, small to medium-sized establishments, presented via the example
of five OECD countries, differentially contribute to regional employment growth.

Finally, the chapter uses firm-level data to examine regional factors that are correlated
to employment growth in existing firms. This complementary analysis based on
microdata (Orbis) shows that regional characteristics such as gross domestic product
(GDP) growth and the share of the labour force with a tertiary education are associated
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