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What role do entrepreneurs play 
in the U.S. economy?

“A vigorous small business sector is essential to a productive and 
competitive economy. . . . Most of the new jobs actually created are 
in small private enterprises.” – Ronald Reagan

“The small business entrepreneurs are some of the great innovators 
in our nation.” – George W. Bush

“Entrepreneurship remains the engine of growth.” – Barack Obama

“We just know that small business is creating most of the new jobs in 
this economy” – Bill Clinton
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Four facts about entrepreneurship

1. Young firms, not small firms, are the key to job 
(and productivity) growth

2. Many young firms fail, yet each cohort makes 
long-lasting contributions to U.S. employment

3. Young firms face intense selection and are more 
sensitive to their environment

4. Young-firm activity—particularly high-growth
young firm activity—has been declining in the 
U.S.

…. And we don’t know why



Quick aside: Employer businesses
• Most businesses are 

nonemployers
• Includes Uber drivers, Etsy 

shops, freelancers, and also 
various holding companies

• Most activity 
(employment, revenue) is 
from employers

• Today: focus on employer
businesses

0

5

10

15

20

25

30

35

M
ill

io
ns

Number of establishments
Employer businesses
All businesses

Source: Barnatchez, Crane, & Decker (2017), County Business Patterns, Nonemployer Statistics

0
20
40
60
80

100
120
140
160

M
ill

io
ns

Number of employees

Employer businesses
All businesses



Four facts about entrepreneurship

1. Young firms, not small firms, are the key to job 
(and productivity) growth

2. Many young firms fail, yet each cohort makes 
long-lasting contributions to U.S. employment

3. Young firms face intense selection and are more 
sensitive to their environment

4. Young-firm activity—particularly high-growth
young firm activity—has been declining in the 
U.S.

…. And we don’t know why



Four facts about entrepreneurship

1. Young firms, not small firms, are the key to job 
(and productivity) growth

2. Many young firms fail, yet each cohort makes 
long-lasting contributions to U.S. employment

3. Young firms face intense selection and are more 
sensitive to their environment

4. Young-firm activity—particularly high-growth
young firm activity—has been declining in the 
U.S.

…. And we don’t know why



-5

0

5

10

15
1-

4

5-
9

10
-1

9

20
-4

9

50
-9

9

10
0-

24
9

25
0-

49
9

50
0-

99
9

10
00

-2
49

9

25
00

-4
99

9

50
00

-9
99

9

10
00

0+

N
et

 jo
b 

cr
ea

tio
n 

ra
te

 (p
er

ce
nt

), 
DH

S 
de

no
m

in
at

or

Initial size (employees)

All firms
Incumbents only

So
ur

ce
: B

us
in

es
s 

Dy
na

m
ic

s 
St

at
ist

ic
s,

 1
98

0-
20

13
 a

ve
ra

ge

Job creation



-5

0

5

10

15
1-

4

5-
9

10
-1

9

20
-4

9

50
-9

9

10
0-

24
9

25
0-

49
9

50
0-

99
9

10
00

-2
49

9

25
00

-4
99

9

50
00

-9
99

9

10
00

0+

N
et

 jo
b 

cr
ea

tio
n 

ra
te

 (p
er

ce
nt

), 
DH

S 
de

no
m

in
at

or

Initial size (employees)

All firms
Incumbents only

So
ur

ce
: B

us
in

es
s 

Dy
na

m
ic

s 
St

at
ist

ic
s,

 1
98

0-
20

13
 a

ve
ra

ge

Job creation



Productivity growth
Net entry of new firms accounts for 
disproportionate share of annual 
U.S. productivity growth

Share of productivity growthShare of firms

Gross output per worker, average 1997-2006. Source: Decker et al. (2017a)
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Higher productivity 
growth among young 
firms
… mostly due to selection

Negative average 
productivity 
growth among 
small incumbents
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Up or out!
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A view of the skew
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Creation and destruction

• New entrants create jobs (15-20 percent of gross 
job creation)

• Many young firms exit shortly after entry
• Yet each cohort of new firms has a few firms that 

grow really fast for ~5 years
• And most high-growth firms are young (Haltiwanger, 

Jarmin, and Miranda 2013)

• After 5 years, 80 percent of a cohort’s initial job 
creation remains (Decker et al. 2014)
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Selection and growth

• In well-functioning market economies:
• Productive businesses should grow
• Unproductive businesses should downsize or exit
• This is important for growth in living standards!

• This productivity-determined growth is a form of 
selection

• This is the theory; does it happen in real life?
• Measure productivity of individual firms relative to their 

industry
• Compare (employment) growth rates and exit rates across 

(relative) productivity levels
• Do productive firms grow? Do unproductive firms downsize 

or exit?



Selection by firm age

• Compare firm with productivity 1 standard 
deviation above mean for its industry to firm at 
industry mean

• For labor productivity, the above-the-mean firm is 2.5x 
as productive as the mean
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Case study: U.S. shale boom

• In mid-2000s, innovations in oil/gas extraction 
technology (“fracking”) led to large economic 
expansions in certain areas



Case study: U.S. shale boom

• Compare employment growth 
in affected vs. comparable 
unaffected counties

• Total employment rises 9 
percent on average

• New firm employment 
(annuall average) rises 14 
percent

• Implies large cumulative 
aggregate effects over 2007-
2014

• Bigger advantage in Bakken (low 
previous development)

Source: Decker, McCollum, and Upton (2017)



Young firms and policy

• Much evidence that young firms are particularly 
sensitive to certain policies

• Example: state corporate tax rate changes

Source: Curtis and Decker (2017)



Young firms over boom and bust

• New firms (age 0-1) account for 90 percent of the 
response of local labor markets to local economic 
shocks (Adelino, Ma, & Robinson 2017, Bartik
instrument)

• Young firms (age 0-5) respond more to state 
business cycle and housing shocks (Fort et al. 2013, 
panel VARs)

• Example: in CA, differential growth rate of young/small 
vs mature/large firms fell 6 percentage points during 
Great Recession 
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Declining entrepreneurship

Source: Decker et al. (2016b)



But what kind of entrepreneurs?

• Most entrepreneurs have no growth or 
transformational intentions (Hurst & Pugsley 2012)

• But a few new firms grow rapidly, hire, create new 
products, and change industries

• Fewer mom ‘n’ pop entrepreneurs may be benign 
for job growth and productivity

• Fewer transformational/high-growth entrepreneurs 
may be concerning

• Two ways to ask the question
• Differences across industries
• Growth outcomes
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Entrepreneurship by industry
Retail falling gradually, 
1980s-present

High tech flat or rising in 1980s-
1990s, falling after 2000.

Source: Decker et al. (2017b)



A tale of two sectors

• Retail trade:
• Historically characterized by high rates of 

entrepreneurship (mom ‘n’ pop retail) and slow growth
• Rise of ‘big box’ retail in 1980s-1990s likely crowded out 

small retailers
• Evidence suggests retail consolidation boosted 

productivity and living standards on net (Foster et al. 
2006, Basker 2007, Cardiff-Hicks et al. 2015)

• High tech/information
• Historically characterized by innovative, fast-growing 

businesses
• Key driver of 1990s U.S. productivity growth (Fernald 

2014)
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High-growth young firms
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High growth in tech
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Productivity “responsiveness”
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What we know about declining 
entrepreneurship
• Before 2000:

• Concentrated in sectors like retail trade, likely 
productivity enhancing

• Other evidence: some role for demographics (Karahan, 
Pugsley, & Sahin 2016)

• Since 2000
• Startup decline seen in high tech, information
• Decline in high-growth outcomes

• Employment (Decker et al. 2016b)
• Revenue (Decker et al. 2016a)
• IPOs (Gao, Ritter, & Zhu 2013)
• High-end private acquisitions relative to potential (Guzman & 

Stern 2016)
• Sluggish ‘responsiveness’, weaker selection



Potential explanations, post-2000

• Regulations? Occupational licensing, unlawful 
discharge rules, land use provisions, scope of 
intellectual property protections, etc.

• Need not affect entry directly – rules affecting 
incumbents affect entry incentives indirectly

• Financial constraints?
• Increased prevalence of “winner-take-all” business 

models/industries?
• Declining intensity of competition and rising market 

power of existing businesses?
• Weak antitrust enforcement?
• “Rent-seeking” policies that protect incumbents
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Thanks



Extra slides
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Sources

• Reagan quote: 
http://www.presidency.ucsb.edu/ws/?pid=43097

• George W. Bush quote: 
https://energy.gov/sites/prod/files/edg/media/bush_sp
eech.pdf

• Obama quote: 
https://obamawhitehouse.archives.gov/the-press-
office/2016/06/25/remarks-president-global-
entrepreneurship-summit-and-conversation-mark

• Clinton quote https://skift.com/2013/06/15/the-1995-
clinton-speech-that-should-have-changed-travel-
industry-in-america-but-didnt/

http://www.presidency.ucsb.edu/ws/?pid=43097
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https://obamawhitehouse.archives.gov/the-press-office/2016/06/25/remarks-president-global-entrepreneurship-summit-and-conversation-mark
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