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Track Records for District, Nation
Differ on Startups, Which Are
an Important Driver of Job Growth

By Maria E. Canon

he creation of new businesses, the

so-called startups, is important for
job growth, as research has shown. Econo-
mists John Haltiwanger, Ron Jarmin and
Javier Miranda, using data from the Census
Bureau’s Business Dynamics Statistics (BDS),'
showed that the annual job creation rate in
the U.S. is 18 percent, that is, every year 18
percent of total employment stems from jobs
created during that year.” About a fifth to a
third of that annual job creation happens at
startups, they found.’ This high rate of cre-
ation is balanced with high job-destruction
rates of about 16 percent of total employ-
ment per year, according to Haltiwanger,

During the recovery from
the Great Recession,
establishments’ births were
significantly higher in the
nation than in the District,
which explains lower job-
creation rates in the District.

Jarmin and Miranda*; about a third of this
job destruction happens at establishments
that shut down. Using the same data, econo-
mist Tim Kane found that during recessions
job creation at startups remains stable, while
net job growth (job creation minus job
destruction) at existing firms is highly sensi-
tive to the business cycle.

Studying the dynamics of establishments’
births and deaths gives important informa-
tion about labor market performance. We
compare the dynamics of such flows in
the states of the Eighth District (excluding
Illinois®) relative to the nation since the early
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1990s. BDS data measure
establishment births

and deaths, as well as

the subsequent creation
and destruction of jobs.
Births and deaths of
businesses do not include
temporary shutdowns

or seasonal reopenings.
Thus, a business must

be closed for a year to be
considered as a death.
This, in turn, restricts the
availability of business
death data up to the sec-
ond quarter of 2013.

Dynamics during the Great Recession

The chart shows establishments’ births and
deaths for the states in the Eighth District and
the nation since late 2006. Births and deaths
are normalized to 100 in each quarter of 1993;
therefore, each index reflects establishments’
births/deaths relative to the same quarter of
1993. New establishments (births) decreased
significantly during the Great Recession for
both the states in the Eighth District and the
nation. In the fourth quarter of 2007, estab-
lishment births in the states of the Eighth
District were 8.1 percentage points higher
than in the fourth quarter of 1993, but these
births decreased 13.9 percentage points by the
third quarter of 2009, the first quarter after
the recession officially ended. The pattern was
similar for the nation: While establishment
births were 19.2 percentage points higher in
the fourth quarter of 2007 than in the fourth
quarter of 1993, they decreased by 18.4 per-
centage points by the third quarter of 2009.

Establishment deaths, or shutdowns,
increased significantly during the Great
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Business incubators play an important role in many communities in encouraging
people to start businesses. Cortex (above) is one of those in St. Louis.

Recession. Shutdowns in the states of the
Eighth District were 12.5 percentage points
higher in the first quarter of 2009 relative
to the fourth quarter of 2007. For the nation,
shutdowns were 13.9 percentage points
higher in the first quarter of 2009 relative
to the fourth quarter of 2007.

Consistent with the findings in the 2013
study by Haltiwanger, Jarmin and Miranda,
the decrease in establishments’ births and
the increase in establishments’ deaths were
accompanied by an increase in job losses
and a sharp decrease in job creation. (See
the table.) Job losses increased 15.15 percent
for the Eighth District states and 9.85
percent for the nation between the fourth
quarter of 2007 and the second quarter of
2009. Newly created jobs decreased 16.3
percent for the Eighth District states and
16.63 percent for the nation between the
fourth quarter of 2007 and the second quar-
ter of 2009. Therefore, the Eighth District
states experienced more volatile employ-
ment dynamics during the Great Recession
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SOURCES: Bureau of Labor Statistics and National Bureau of Economic Research.
NOTE: Each reading on the horizontal axis corresponds to the same quarter in 1993. The shaded bar shows the span of the Great Recession.

than did the nation as a whole. This higher
variability in employment can be explained
by a larger decrease in establishments’ birth
rates in the financial activities and “other
services” sectors, combined with a larger
increase in establishments’ death rates in
the manufacturing sector in the District,
relative to the nation.

Dynamics in the Recovery

In the second quarter of 2013, four years
after the Great Recession ended, employ-
ment gains in the U.S. were 12.71 percent
higher than in the second quarter of 2009;
in the District states, the gains were 8.09
percent higher. Total employment reflects
lower employment losses in the District
relative to the nation over the same period.
(Employment losses in the second quarter
of 2013 were 21.97 percentage points lower
than in the same quarter of 2009 for the
District, while they were 19.11 percentage

points lower for the nation.)

Similar to what happened during the
Great Recession, establishments’ birth and
death rates help explain these dissimilar
employment dynamics. During the recovery

from the Great Recession, establishments’
births were significantly higher in the nation
than in the District, which explains lower
job-creation rates in the District. In the
second quarter of 2013, business birth rates
were 14.5 percentage points higher in the
nation than in the same quarter of 2009, but
birth rates were only 11.7 percentage points
higher in the District. In the postrecession
period, total birth rates in the District con-
tinued to be lower in the financial activities
and “other services” sectors, as well as in the
information, retail and transportation sec-
tors, helping to explain lower job-creation
rates in the District.” Differences in estab-
lishments’ deaths in the four years after
the end of the Great Recession are not as
significant (12.8 percentage points lower in
the District and 11.9 percentage points lower
in the nation).

Maria E. Canon is an economist at the Federal
Reserve Bank of St. Louis. For more on her work,
see http://research.stlouisfed.org/econ/canon.

ENDNOTES

1 The Business Dynamics Statistics data series, pub-
lished by the Census Bureau, decomposes the U.S.
net employment change into gross job gains and
gross job losses. The quarterly data series includes
the number and percent of gross jobs gained by
opening and expanding establishments, and the
number and percent of gross jobs lost by closing
and contracting establishments. The data also
include the number and percent of establishments
that are classified as openings, closings, expan-
sions and contractions.
2 See Haltiwanger, Jarmin and Miranda (a) and (b).
3 The BDS calls a startup an establishment of age
zero, and calls an existing firm an establishment
that is at least 1 year old.
4 See Haltiwanger, Jarmin and Miranda (a).
5 See Kane.
6 Illinois is excluded because Chicago, where
much of the state’s economic activity takes
places, is not part of the Eighth District. BDS data
cannot be broken down for the Eighth District’s
portion of the state, the southern part. More
details on the Eighth District region can be found
at http://research.stlouisfed.org/regecon.

7 Some exceptions are observed in the professional
services sector, in which birth rates have been
increasing in Missouri since the first quarter of
2009; since the third quarter of 2011, these rates
have been above prerecession levels. Startups in
the education and health sector in Missouri also
showed a significant spike in the first quarter
of 2013.
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