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WHO CREATES JOBS? SMALL VERSUS LARGE VERSUS YOUNG
John Haltiwanger, Ron S. Jarmin, and Javier Miranda*

Abstract—The view that small businesses create the most jobs remains
appealing to policymakers and small business advocates. Using data from
the Census Bureau’s Business Dynamics Statistics and Longitudinal Busi-
ness Database, we explore the many issues at the core of this ongoing
debate. We find that the relationship between firm size and employment
growth is sensitive to these issues. However, our main finding is that once
we control for firm age, there is no systematic relationship between firm
size and growth. Our findings highlight the important role of business
start-ups and young businesses in U.S. job creation.

I. Introduction

A common popular perception about the U.S. economy
is that small businesses create the most private sector
jobs. This perception is popular among politicians of differ-
ent political persuasions, small business advocates, and the
business pm:ss.1 While early empirical studies (see Birch,
1979, 1981, 1987) provided support for this perception, a
variety of subsequent empirical studies have highlighted
(see, in particular, Davis, Haltiwanger, Schuh, 1996) statis-
tical and measurement pitfalls underlying much of the evi-
dence in support of this perception. These include the lack
of suitable data to study this issue, the failure to distinguish
between net and gross job creation, and statistical problems
associated with size classification methods and regression
to the mean.” From a theoretical perspective, the notion of
an inverse relationship between firm size and growth runs
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' Policymakers regularly state that small businesses create most net new
jobs. One of there common claims is that small businesses create two-
thirds or more of net new jobs. Every president since President Reagan
has included such statements in major addresses (often in the State of the
Union addresses to Congress), and many other leaders in the U.S. House
and Senate have made similar remarks. A list of selected quotes from
speeches is available on request.

? Brown, Hamilton, and Medoff (1990) raise many related statistical
issues in considering statistics by firm size but focus more on the impact
of measurement issues for the employer size wage differential.
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counter to that described by Gibrat’s law (see Sutton,
1997). But in spite of these questions from the academic lit-
erature, given the lack of definitive evidence to the con-
trary, the popular perception persists.

Neumark, Wall, and Zhang (2011; hereafter NWZ)
recently performed a careful analysis where they avoid the
misleading interpretations of the data highlighted by Davis,
Haltiwanger, and Schuh (1996; hereafter DHS). Using the
National Establishment Time Series (NETS) data including
coverage across the U.S. private sector from 1992 to 2004,
they find an inverse relationship between net growth rates
and firm size. Their analysis indicates that small firms con-
tribute disproportionately to net job growth.

In this paper, we demonstrate that an additional critical
issue clouds the interpretation of previous analyses of the rela-
tionship between firm size and growth. Data sets traditionally
employed to examine this relationship contain limited or no
information about firm age. Our analysis emphasizes the role
of firm age and, especially, firm births in this debate using
comprehensive data tracking all firms and establishments in
the U.S. nonfarm business sector for the period 1976 to 2005
from the Census Bureau’s Longitudinal Business Database
(LBD).3 As will become clear, the LBD is uniquely well sui-
ted to study these issues on an economy-wide basis.

Our main findings are summarized as follows. First, con-
sistent with NWZ, when we do not control for firm age, we
find an inverse relationship between net growth rates and
firm size, although this relationship is quite sensitive to
regression-to-the-mean effects. Second, once we add con-
trols for firm age, we find no systematic inverse relationship
between net growth rates and firm size. A key role for firm
age is associated with firm births. We find that firm births

“ An important carly study that also emphasized the role of firm age for
growth dynamics is Evans (1987), who found an inverse relationship
between firm growth and firm size (holding firm age constant) and
between firm growth and firm age (holding firm size constant) using firm-
level data for U.S. manufacturing firms. As Evans points out, the work is
based on data with substantial limitations for tracking start-ups and young
firms, but, interestingly, some aspects of his findings hold for our data
which do not suffer from the same limitations. Specifically, the departures
from Gibrat’s law are primanly for young and small firms. A vanety of
other studies have also examined the role of employer age for employer
dynamics and employment growth, including Dunne et al. (1989), Halu-
wanger and Krizan (1999), and Acs, Armmington, and Robb (1999). These
studies focused on the establishment-age establishment-growth relation,
including pattemns of growth and failure, as well as the volatility of new
establishments. All of these studies with the exclusion of Acs et al. (1999)
are limited to the manufacturing sector.
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Ot-‘-:r the past three decades, sociobodisis
have gained considerable insight oo bow
organizations shape ineguality. Building on the
insight that rewards are often tied 1o posttions
rather than 1o pamicular emplovees (Sorcnsen
and Kalleberg 1981, studies show that organ-
izatlons can stratify even tdencically qualifted
individoals by appointing them to differently
valued posittons {Barnett, Baron, and Stuart
204Y; Petersen and Morgan 19495, Reskin and
Hartmann [986). (dhers have found tha the
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heiran-resource practices and incentive sys-
beons UralFiems adopt influence both the aver-
apge level and the dispersion of compensation
[Baron and Biclby 1980; Bart 2001 ; Kalleberg
et al. 1996],

Diespite these substantial contributions,
rescarch on the role of organizations in strati-
fication processes has largely focused on
processes operating within a firme By contras:,
the focus of organizational sociology has shifi-
ed from the internal operations of organizations
to the mfluence of firms’ environments on their
behavior and performance {Scott 20020
Whether these environments comprise institu-
ticos (Mever and Rowan 1977, buyers and sup-
pliers [Pieffer and Salancik [978), or rivals
[Hannan and Freeman 1977}, the key insight s
thar organizational outcomes arise from tnter-
actions between organizations and external
forces. Research on organizations and siratifi-
cation, with its irard focus, and the broader 1it-
erature an arganizattonal saciology, with its
mare cutward orientation, have therefore
diverged (for exceptions, see Haveman and
Cohen 1994 Phillips and Serensen 20037,

This disjunciure is unfortunate, particularhy
given growing evidence that much ineguality
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How does joining a startup
affect employees?
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. Short-term and long-term earnings

. Career progression

. Personal lives

. Stress and health



. Short-term and long-term earnings

. Career progression

. Personal lives

. Stress and health



Startups = bad jobs

. Less productive
. Pay less

. Unstable



Startups = good jobs

. Faster growing
. Less division of labor

. Responsibility
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Matching

For each cell (e.g., 1-10 employees, 1-2 years)

For each new hire, identify those In baseline
category (250+ employees, 9+ year) with same
gender, age, education, and occupation

Choose closest above and closest below In
Income distribution






3-4 years







1-2 years 3-4 years 5-8 years 9+ years
1-10
Small young Small old
11-49
50-249
Large young Large old

250+







Large, young
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Lifetime (10-year) earnings

Random Matched o . 1V
movers
Small young -0.286 -0.120 -0.105 -0.153
Small old -0.318 -0.114 -0.093 -0.158
Large young -0.066 -0.014 0.022 -0.038




Why do they earn less?

. Unstable employment
. Stigma of fallure

. Continue to work 1n small firms
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Lifetime (10-year) earnings

Matched Matched Matched
Small young -0.040 -0.035 0.002
Small old -0.049 -0.044 -0.002
Large young 0.034 0.042 0.045
Employed 0.733 0.716 0.713
Stigma 0.029 0.019
Current age-size cell N N Y







