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Firms and Macroeconomic Performance in Europe

Many European countries face lacklustre trends in macroeconomic
performance (productivity, employment, etc.).

Policy levers explored in the literature:

Encourage innovation, technology diffusion, etc.
I Bloom, Griffith and Van Reenen (2002), Akcigit, Grigsby, Nicholas and

Stantcheva (2018),..

Reduce misallocation
I Hsieh and Klenow (2009), Gopinath et al. (2017),..

etc, etc.
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This paper: improving the mix of startups
Why promising?

Vast heterogeneity among firms, mostly determined ex ante.
I Hurst and Pugsley (2011); Guzman and Stern (2015); Belenzon, Chatterji

and Daley (2017); Sedláček and Sterk (2017); Sterk, Sedláček and Pugsley
(2021).

High rates of firm turnover
I Typical entry/exit rate around 10 percent per year.
I Majority of firms operating in 20 years is yet to be born.

Startup are key contributors to macro outcomes.
I Haltiwanger, Jarmin and Miranda (2013) and Haltiwanger, Foster and Krizan

(2001).

High exit during the COVID pandemic
I Opportunity to “build back better”
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Research questions
Improving the mix of startups

1. How large are the potential policy gains at the macro level?

2. Lessons for policy design?

Which startup types to encourage?
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Approach
This paper

Rich CompNet data on startups in 10 EU countries.
I Micro to macro.

Identify startup types using clustering approach
I Idea: startup choices reveal latent types; Bonhomme et al. (2021)
I Multiple dimensions of heterogeneity

Document life cycles and performance
I Employment, productivity, etc.

Present agnostic firm dynamics model.
I Guides empirical work (sufficient statistics).
I Use for policy counterfactuals.
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1. Firm dynamics model
Overview

Generalization of Hopenhayn (1992) with ex-ante types

Production and demand structure heterogeneous within and across.
types

I Entrants know their type, i.e. the distribution from which they draw
their demand and production functions.

I Remain agnostic on the precise demand and production functions.
Arbitrary set of constraints.

Heterogeneous entry costs.
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Composition effects of a (tax) policy change

First-order approximation of the entry condition:

dnj
nj

= −εjẼj [
dT

V
].

εj : entry elasticity of type j .

Ẽj [
dT
V ]: direct effect of policy change on firm value.
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Macro Composition effect of a (tax) policy change
Sufficient statistics

1. The average life cycle profiles,

2. The entry elasticity,

3. The immediate effect of the policy change on profits.

All can be measured in the data.
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2. Data

Large, administrative data set obtained via CompNet.

Observables:
I Micro data on balance sheets and income statements at the firm level.
I Firm ID, age (we can follow startups over time)
I 1-digit industry identifier

Sample:
I 10 countries (Croatia, Denmark, Finland, France, Italy, Lithuania,

Netherlands, Slovenia, Spain, Sweden)
I Years: 2004-2018 (varies by country)
I Exclude the self-employed
I Representative sample, comparable across countries.
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3. Identifying startups

Cluster firms based on choice variables based in the first year after
entry:

I Employment
I Real capital-to-labor ratio (capital intensity)
I Real total assets
I Cash-to-total assets ratio
I Debt-to-total assets ratio (leverage)

Use k-means clustering algorithm
I results for 5-7 clusters at country level

I apply “meta clustering” to group country-level clusters and give names
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3. Identifying startups
K-means meta clustering
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4. Empirical results
Clustering outcomes meta-clustering
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4. Empirical results
Type distribution stable across industries
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4. Empirical results
Type distribution stable over time
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4. Empirical results
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4. Empirical results
Life cycle profiles

Notes: Coefficients relative to “basic” + 95pct error bands. Based on separate regressions for each age group.
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4. Empirical results
Performance
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5. Policy space (preliminary)
Aggregate labor productivity
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5. Policy counterfactuals
Aggregate employment
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5. Policy counterfactuals
Employment versus productivity
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5. Policy counterfactuals
Other trade-offs
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5. Policy counterfactuals
Application: subsidized loans (preliminary)

Consider a subsidy of 100bp on business loans.
I especially benefits types with high debt-to-profit ratios

Evaluate effect startup composition using formula:
I increased share of basic high leverage (+2.5ppt)
I reduced share of cash intensive (-4ppt)
I decline in aggr labor productivity of 0.6 percent
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Conclusion

Document European startup landscape
I multi-dimensional type heterogeneity

5 clear types
I robust results across countries, time, and industries
I large and persistent differences in business strategies
I substantial differences in performance
I heterogeneous entry elasticities

Evaluate Macro effects of policies altering startup composition
(preliminary)

I substantial potential gains / losses
I not necessarily strong trade-offs between employment and productivity
I relevant also for evaluation of many existing policies
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THANK YOU!
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