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The novel Finnish Longitudinal OWNer-Employer-Employee (FLOWN) database was used to analyze how the
characteristics of owners and employees relate to firm performance as determined by labor productivity,
survival and employment growth. Focusing on the role of the owner’s formal education and previous
experience as an employee, the results show that previous experience in a high-productivity firm strongly
predicts high productivity and probability of survival for the entrepreneur’s new firm. This can be interpreted
as evidence of knowledge spillover through labor mobility. Strikingly, firms established in times of intensive
excess job reallocation were found to exhibit superior productivity performance in the later phases of their
life cycles.
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Tiivistelma

Tutkimuksessa tarkastellaan seka yrityksen omistajan etta sen tyontekijéiden ominaisuuksien yhteytta
yrityksen menestykseen kdyttamalla uudenlaista yhdistettyd omistaja-tyonantaja-tyontekija-aineistoa
(FLOWN). Yrityksen menestysta mitataan tyon tuottavuudella, henkiinjadamisella ja tyollisyyskasvulla.
Keskitymme erityisesti muodollisen koulutuksen seka aikaisemman tyokokemuksen maaran ja laadun
merkitykseen. Tulokset kertovat, ettda omistajayrittdjan aikaisempi kokemus palkansaajana korkean
tuottavuuden yrityksessa ennustaa hanen uudelle yritykselleen korkeaa tuottavuutta ja
selvidamistodennakdisyytta. Tulos antaa tukea nakemykselle, ettd tuottavuutta vahvistava tieto levida
kansantaloudessa, kun tyontekijoita siirtyy korkean tuottavuuden yrityksista uusiin yrityksiin yrittajiksi tai
tyontekijoiksi. Saamme my0s kiinnostavaa ndyttoa siitd, ettd intensiivisen tydpaikkarakenteen muutoksen
aikana syntyneet yritykset ovat tavallista tuottavampia elinkaarensa myohemmissa vaiheissa.
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1 INTRODUCTION

Entrepreneurship has been the subject of intensive research and public policy debate for some decades.
Recent evidence supports the established view that new businesses create a disproportionate share of new
jobs (Haltiwanger, Jarmin, & Miranda, 2013). However, the associated mechanisms involve intensive market
experimentation through entries and exits (Kerr, Nanda, & Rhodes-Kropf, 2014), with job creation at some
firms accompanied by job destruction at others (Davis & Haltiwanger, 1999; Davis, Haltiwanger, & Schuh,
1996). Very few new firms achieve the sustained high growth required to make the transition from a small to
a large enterprise.

An international comparison shows that a small number of rapidly growing firms account for differences in
employment growth between countries (Anyadike-Danes et al., 2015). There is evidence that (young) firms
that achieve high productivity can survive and grow, contributing to economic growth through productivity-
enhancing firm-level restructuring, but significant effects seem to take at least a decade to emerge (Dumont,
Rayp, Verschelde, & Merlevede, 2016; Haltiwanger, Jarmin, Kulick, & Miranda, 2016; Hyytinen & Maliranta,
2013). In general, earlier business dynamics research has shown that entrepreneurship can be expected to
have a sustained impact on economic growth when based on a firm’s ability to achieve high productivity. In
addition, the origins of any noteworthy contribution to economic growth may lie far in the firm’s past.

Focusing on 'true' entrepreneurs who run limited companies (rather than the self-employed), we find support
for the economic impact of productivity-enhancing entrepreneurship (Levine & Rubinstein, forthcoming).
Using the novel Finnish Longitudinal Owner-Employer-Employee Data (FLOWN), this study presents new
evidence of how the skills of entrepreneurs contribute to company performance in terms of productivity,
survival and growth. More specifically, it will be shown that a formal university education and earlier work
experience in a high productivity firm are positively related to the performance of the entrepreneur’s own
business. This is especially the case when the owner herself works in the firm—that is, the finding pertains
especially to entrepreneur-owner firms. With regard to the role of the owner’s past work experience, our
findings support the view that the importance of entrepreneurs as mediators of economic growth is based on
the transfer of knowledge spillovers from high-performing incumbent firms to new (or older) businesses. The
present findings also indicate that firms founded at times of intensive micro-level restructuring as measured
by the so-called excess job reallocation at the level of establishments (see Davis and Haltiwanger (1999)) can
sustain superior productivity, even after many years.

The rest of the paper is organized as follows: Section 2 provides a brief review of the literature. The data are
described in Section 3. Section 4 reports the results of our analysis, and Section 5 concludes the paper.

2 LITERATURE

The present analysis draws on the literatures related to entrepreneurship, human capital, business dynamics
and economic growth to investigate empirically how performance is explained by the human capital of the
entrepreneur and her employees, along with multiple other characteristics of the firm and the prevailing
economic conditions when the business started. This analysis illuminates the factors underlying firms’
productivity, survival and employment growth as the essential elements of the innovation-led micro-level
dynamics of productivity and economic growth emphasized in current Schumpeterian growth theory (Aghion,
Akcigit, & Howitt, 2014).



There is a large literature on factors explaining entrepreneurial choice (Hyytinen, Lahtonen, & Pajarinen,
2014; Lofstrom, Bates, & Parker, 2014; Sahaym, Howard, Basu, & Boeker, 2016) and examining where
entrepreneurs come from (Andersson, Baltzopoulos, & L66f, 2012; Elfenbein, Hamilton, & Zenger, 2010;
Hyytinen & Maliranta, 2008; Nanda & Sgrensen, 2010). According to Lazear (2005), rather than specializing in
any one skill, entrepreneurs are multi-talented jacks-of-all-trades, and this theory is supported by empirical
evidence of the positive relationship between a varied work and educational background and the likelihood of
starting one’s own business (Stuetzer, Obschonka, & Schmitt-Rodermund, 2013). There is extensive evidence
that the founder’s human capital is a crucial determinant of business success (e.g. Bates, 1990; Colombo &
Grilli, 2005; Cooper, Gimeno-Gascon, & Woo, 1994; Dahlqgvist, Davidsson, & Wiklund, 2000; Shane & Stuart,
2002), and there is also large literature on the role of personnel characteristics in firm performance
(Haltiwanger, Lane, & Spletzer, 1999, 2007; limakunnas & Maliranta, 2005). One of the contributions of the
present paper is that it grounds these ideas in an exceptionally diverse range of data.

In terms of economic growth, entrepreneurial activity of particular interest can be found where the business
owner provides labor input with one or more employees, as such firms are more likely to exhibit growth
intentions and an ability to create ‘good” high productivity jobs. Policy makers should also devote special
attention to the role of labor mobility in entrepreneurial activity, as this may be an important channel of
knowledge spillover from high-performing incumbent firms to new (or older) businesses. In other words, the
effect of the prior experience of entrepreneurs and their employees should be considered more broadly. A
number of studies have examined how prior work experience explains entrepreneurial success. At the same
time, a growing literature in labor economics shows how employee mobility can contribute to the productivity
of the destination firm (e.g. Balsvik, 2011; limakunnas & Maliranta, 2016; Maliranta, Mohnen, & Rouvinen,
2009; Stoyanov & Zubanov, 2012).

One deficiency of the literature on the effects of human capital on firm performance is that the roles of
entrepreneurs and their employees have typically been examined in isolation. The need for a parallel analysis
is highlighted by the fact that the skills of entrepreneurs and their staff may be complementary (as suggested
for instance by Lazear’s (2005) theory). The absence of any such synthesis reflects a lack of data linking
business owners, firms and employees over time (Goetz, Hyatt, McEntarfer, & Sandusky, forthcoming). To our
knowledge, only Rocha, Van Praag, Folta, and Carneiro (2016) have studied the human capital of both founder
team and company personnel. However, while they analyze the effect of founders’ management and
entrepreneurial experience, they fail to provide a broader view encompassing the work experience of
entrepreneurs and employees.

In Nordic countries, comprehensive tax-based register data offer new opportunities for empirical analyses of
entrepreneurship. Linking data on business owners to their past experience, both in the labor market and as
owners of earlier businesses, allows us to study the dynamics of entrepreneurship, business formation and
firm performance from a totally new and wider perspective. For example, in Norway, Berglann, Moen, Rged,
and Skogstrgm (2011) constructed a more extensive picture of entrepreneurship on the basis of linked
register data on ownership.

In most countries, concentrated firm ownership with a single controlling owner has been found to
predominate (Claessens, Djankov, & Lang, 2000; Faccio & Lang, 2002). In this one-shareholder context,
ownership and management are also closely connected, and the influence of managers on firm performance
is well documented (Bloom, Genakos, Sadun, & Van Reenen, 2012)). Based on the universe of limited liability
companies, the present study concentrates on owners with a majority share, who have a strong motivation to



maximize the value of their firm and to control the use of its assets. In particular, we focus here on business
owners who are also on the firm’s payroll and who are themselves typically involved directly in production,
characterized with good reason as entrepreneurs. For the purpose of comparison, separate analyses were
also performed on firms where the main owner is not an employee—the so-called ‘pure owner’ firms.
Drawing on novel linked data on business owners, this analysis supplements earlier Finnish studies of
entrepreneurship, which include Pajarinen, Rouvinen, and Yla-Anttila (2006, 2011), Ali-Yrkko, Pajarinen,
Rouvinen, and Yla-Anttila (2007), Hyytinen and Maliranta (2008), Murray, Hyytinen, and Maula (2009),
Tourunen and Laaksonen (2009) and Kontinen and Ojala (2010).

3 DATA

In previous studies using the Finnish FLEED, the lack of data linking limited liability companies to owner
entrepreneurs represented a serious limitation (Maliranta & Nurmi, 2004). However, data on the enterprise
links of persons defined as entrepreneurs have improved in recent years thanks to the Self-Employed Persons'
Pension Act (YEL) and the Farmers' Pension Act (MYEL). Legislation prior to 2011 made pensions obligatory for
persons owning more than half of their company stock or voting rights, either alone or with family members.
At the beginning of 2011, this threshold was lowered to 30% for personal ownership (50% with family
members). In addition, that person must be in a leading position and working in the company. Beyond this,
detailed information on ownership was not available.

The present study utilizes new register data on ownership from the Finnish Tax Administration. Since 2006,
tax returns for business activities have included information on the principal owners of corporate entities.
Limited liability companies are obliged to report the personal information of 1-10 shareholders; if there are
more than 10, the rule applies to those who own at least 10% of the capital stock. In addition, every person in
receipt of a shareholder loan must also be reported.

By linking information on owners, employers and employees, we have created a new Finnish Longitudinal
OWNer-Employer-Employee (FLOWN) database.” For present purposes, this database has been used to focus
on 'true’ entrepreneurs only, defined as the primary owners of limited liability companies, and the data were
extended by new variables describing the histories of owners and personnel. This rich dataset includes the
following distinct dimensions.

Owner data includes the personal characteristics and history of the principal owner of each limited
liability company; enterprise-level measures of ownership structure were also calculated. (Source: Tax
register data, FLEED, Statistics Finland)

Enterprise data includes information on the demographic status and performance of each limited liability
company. (Source: Business Register and Financial Statements data, Statistics Finland)

Employee data includes information on the characteristics of personnel in each enterprise and their
previous employment relationships. (Source: FLEED)

This linking process was complicated, as enterprises may have multiple person-id or business-id owners, as
well as owners with multiple enterprise linkages. We traced ultimate owners through one or two company
linkages—for example, if company A is partly (0.5) owned by company B, which is in turn partly (0.5) owned by

' The FLOWN database is available via Statistics Finland's FIONA remote access system. The database links information on
the owners of limited liability companies to their firms, with information on dividends by firm and by owner.



person 1, we define person 1 as one owner of company A with the corresponding share of ownership (0.5*0.5
=0.25). As we were unable to differentiate between cash flow rights and voting rights, these were assumed to
be equal.

Our target population was Finnish business sector enterprises in 2008 with at least one employee (according
to the Business Register). The study examined the performance of manufacturing industries (NACE 2: 15-22,
24-37), construction (45) and services (50-52, 55, 60—64, 70-74) in the period 2009-2013. To measure firm
age irrespective of mergers and acquisitions, the age of the oldest establishment was used to create birth
cohorts. Information on establishments belonging to the firm is available annually from 1988. The study
concentrates on firms with highly concentrated ownership, where it was possible to identify one principal
individual owner with a share of more than 50%. These owners were divided into a) entrepreneur-owners
(working in the firm that they own) and b) pure owners with no employee status in their firm. Employment
status was defined according to end of year data.

Three distinct least-squares models of firm performance were estimated to explain labor productivity (log)
levels in 2009 and 2013 and employment growth (log-difference) between the years 2009 and 2013. Firm
survival/exit up to 2013 was estimated using a simple logit model, with separate estimates for entrepreneur-
owner and pure owner firms. Regressors were measured in 2008 and can be divided into firm attributes (firm
size, capital intensity, birth year effects, 2-digit industry); owner attributes (education, general
experience/age, work experience in the firm, share of women, previous experience/spillover from another
employer) and personnel attributes (similar to those of the owners). The owner’s other principal ownerships
were also controlled for.

Education is defined in 7 categories in terms of level and field of studies: 0 (basic comprehensive school
education, technical (natural sciences or technology)); 1 (vocational or upper secondary); 2 (university of
applied sciences or lower university) and 3 (higher university and similar for non-technical education).

Linkages to the previous employer (i.e., the latest other employment relationship found in 2001-2007) were
used to evaluate the role of spillovers. Previous work experience was quantified as length of employment
relationship and quality of the firm in terms of relative productivity in the industry (two-digit NACE 2),
measured as productivity quartiles.

A conventional measure of excess job reallocation was used to describe turbulence in the economy-that is,
the difference between job reallocation and the absolute value of net employment change EJR = JR - |[NET|,
where JR is the sum of job creation and job destruction, and NET is the net employment change (Davis &
Haltiwanger, 1999). Annual EJR was calculated using Statistics Finland’s establishment-level job flow database.
Excess job reallocation describes the simultaneous job creation and job destruction that is not needed to
achieve the given net employment change. Excess job reallocation can result from job flows between
different sectors or within sectors, reflecting heterogeneity between firms, reflecting the magnitude of
creative destruction in the economy.

Estimations were based on the shares approach from the productivity analysis literature, where the shares of
personnel with respect to different attributes (e.g., education and experience) are used as explanatory
variables. (Ilmakunnas and Maliranta (2005) used a similar approach to study labor characteristics and wage-
productivity gaps.) For the owners, the nature of the data (only one primary owner per firm) meant that
shares equalled 0 or 1. Even though they may have employee status, owners were not included in personnel,
enabling stricter comparison between the two groups.



In the least squares estimations, firm employment in 2008 was used for weighting purposes to obtain results
that better reflected the business sector as an aggregate whole, ensuring that the large number of small
enterprises would not dominate the results. Weighting the least squares estimations by the number of
personnel in the firm has little effect on the results for younger firms, where the size distribution is not unduly
skewed. The weighting does make some difference when younger and older firms are pooled for analysis.

4 EMPIRICAL ANALYSIS
4.1 Owners, employees and the success of young firms

The first part of the analysis began by focusing on young firms established in the period 2003—-2008 and their
subsequent performance. To properly identify a firm’s operational start-up year, plant-level information on
entry was used to determine birth cohorts. The findings suggest a definite association between owner and
employee history and firm performance. In the second part of the analysis (section 4.2), we pooled the data
for young and older cohorts to investigate any possible differences in the results, digging deeper into the
incumbents’ past and the conditions prevailing at the time of their birth. The analysis reveals clear
connections between the magnitude of creative destruction (measured by excess job reallocation at the level
of establishments in the business sector) and performance at later stages of firm lifecycle.

To begin, prime owner firms were defined as those limited liability companies for which one individual owner
owning more than 50% of company stock could be identified. These prime owner firms constitute about half
of all the limited liability companies in the Finnish private business sector. These firms were further divided
into entrepreneur-owner and pure owner, according to the employment status of their prime owner at the
end of the year. Owner employees were defined as those having an employment relationship with the firm
they primarily owned; pure owners were defined as those who could not be connected to the firm as
employees. No account was taken of ownership changes between birth and the period of analysis. In some
cases, the primary owner may have changed during the firm’s life cycle, but we were especially interested in
the influence of characteristics of the owner closest to production in the period before firm performance was
measured. Basic characteristics of the 2008 data (both for all birth cohorts and for young firms only) are
described in Table 1.

The summary shows that a prime owner is involved in production in about two-thirds of prime owner firms
while the prime owner is connected to the firm mainly through cash flows in only a third. For young firms, the
situation is more balanced. Somewhat surprisingly, the differences in firm attributes are not striking; pure
owner firms are on average slightly larger, but their labor productivity and capital structure remain similar to
entrepreneur-owner firms. Up to 2013, young firms were smaller and less likely to survive than the average.
However, the probability of survival was on average 10 percentage points higher for entrepreneur-owner
firms than for pure owner firms.

A comparison of staff personal characteristics with those of prime owners reveals some distinct differences.
Owners are more highly educated than their employees, especially in the case of pure owners of young firms,
where 22.6% (= 4.6% + 8.0% + 6.3% + 3.8%) of owners have university of applied sciences or higher university
degrees while only 10.6%(= 4.9% + 2.0% + 2.5% + 1.3%) of staff are highly educated. Across all firms,
entrepreneur-owners more often have a technical basic education (30.9%) than pure owners (22.6%).

Owners were found to be older and more experienced than their personnel. A majority of owners are 40 or
older while employees are younger than 40. In young firms, owners and employees are clearly younger; half



of entrepreneur-owners are younger than 40, and half of their employees are younger than 30. While most
entrepreneur-owners have worked for the firm for 1-10 years, most of their employees have worked there
for less than 5 years. Differences in experience between pure owners of young firms and their employees are
even greater, with 20.9% of pure owners close to retirement or retired. Only around 15.0% of prime
entrepreneur-owners and 19.0% of pure owners are women. For younger cohorts, these shares are slightly
higher.

We were particularly interested in how owners’ and employees’ previous experience influenced the
performance of their current firm, based on two aspects of that previous experience: length and quality
(where quality is defined as relative productivity level within that industry for their last previous employment
during the period 2001-2007). Working history was traceable for about half of the (employee) owners and
employees. Unsurprisingly, previous employment spells can more often be traced for owners and employees
of younger firms; of the remainder, those with no experience in another firm may be working in the same firm
as in 2008, or defined as self-employed, unemployed or students. As expected, a small share (3.8%) of owners
in young entrepreneur-owner firms had at least 15 years’ experience in the previous firm while a relatively
large percentage (40.9%) of owners in entrepreneur-owner firms had 1-5 years’ experience in the previous
firm.

Quality of previous experience was defined as the relative productivity of the previous employer by industry-
specific productivity quartile;> missing links or missing information meant that this could not be not be
specified for all firms. Labor productivity was calculated only for firms with at least one employee, and some
production data were based on information from the previous or following year. In some cases, the previous
employer might be a public sector organization with no value added or a small ‘natural person’ firm. For
young firms, the performance of the previous employer can be defined for two thirds of the entrepreneur-
owners and half of the pure owners. For the pooled sample, previous employer productivity can be
determined only for every fourth (employee) owner. For employees, the figures are person-weighted
averages. Information about previous experience could be traced for every second employee. For 80% of
firms, some information could be found on employees’ previous experience, and for 75% of firms, information
on past productivity was available for at least one employee (not shown in the table).

More interesting observations can be made about patterns related to the productivity of the previous
firm/employer. The largest percentage of owners come from the highest quartile firms, and the fewest come
from the lowest quartile firms; these patterns are consistent for both entrepreneur-owner firms and pure
owner firms and among both young firms and all firms, suggesting mobility among owners away from high-
productivity firms. These dynamics are consistent with the view that owner mobility is potentially an
important mechanism of productivity spillover between firms, including spillover from older to newer
production. The comparison with corresponding patterns for employees is very interesting, showing that a
significant percentage of employees had worked in a relatively low-productivity firm, suggesting employee
mobility away from low-productivity firms. These patterns are consistent with the view that employee
mobility is one element of productivity-enhancing restructuring (i.e., creative destruction).

We also examined the sectoral distribution of owners and the differences in their characteristics across
sectors, as shown in Appendix Tables Al and A2; here, we describe some selected features. A great number of
entrepreneur-owner firms are in construction, professional activities, wholesale and retail trade and
transportation and storage, and pure owner firms are also well represented in those same sectors. The

2 In other words, we measured the relative productivity level within industries classified at about 2-digit industry level.



percentage of highly and technically educated individuals varies considerably between sectors; in most
sectors, entrepreneur-owners are more highly educated and technically oriented than their employees. For
pure owners, the situation is reversed for technical orientation, as employees have on average more technical
education than owners in many sectors. In sectors where the percentage of female employees is high
(accommodation, food and textile industries), the share of women owners is higher than usual at around 30%.

The results of the econometric models for young entrepreneur-owner firms are presented in Table 2 and for
young pure owners in Table 3. We compare the importance of owner and employee characteristics for firm
performance, measured in terms of labor productivity (in 2009 and 2013), probability of survival (2009—2013)
and employment growth (2009-2013). In addition to personal characteristics, we controlled for firm size, age,
number of primary ownerships (> 1), capital structure and sector in 2008.

Estimates based on educational attainment reveal that higher university level education of the prime owner in
2008 is strongly positively related to firm labor productivity in 2009 (and in 2013). For example, the results
suggest that a firm whose entrepreneur-owner has a technical higher university education is 22.9% more
productive than an otherwise similar firm whose entrepreneur-owner has only a basic education.
Interestingly, there is no equivalent effect for employees. However, when the variables controlling education
and other owner characteristics are omitted from the model, the effect of employee technical higher
university education becomes economically (0.250) and statistically (p = 0.05) significant (results are not
reported here), confirming a need to control owner and employee effects together. The results also suggest
that owner technical education increases survival probability, but owner education appears unrelated to firm
employment growth. Findings on growth remain similar even when controlling for sample selection bias
resulting from the (more likely) exit of smaller firms from the sample, using the Heckman two-step model
(preliminary results are not reported here).

Estimates of the effects of general experience (age) suggest a hump-shaped pattern in effect on survival,
peaking in the 41-50 age group for both owners and employees. Generally, however, age structure has little
predictive power for performance among young firms. While owner gender seems to have no effect on
productivity, there is some indication that percentage of female employees is negatively related to (current)
productivity level but positively related to survival.

Perhaps the most interesting results pertain to the effects of previous experience (in terms of length and
quality). As Table 2 indicates, length of previous experience of entrepreneur-owners is generally unrelated to
firm performance. However, there is a strong positive relationship between the productivity level of the
previous firm and firm performance in terms of productivity and survival (but not employment growth). Our
estimates suggest that a new firm whose entrepreneur-owner has had experience at a high-productivity firm
is 10.9% more productive in 2009 (11.5% in 2013) and has a 7.5% higher probability of survival than an
otherwise similar firm whose entrepreneur-owner has had experience at a low-productivity firm. However, no
significant difference was found between these firms in terms of employment growth. So, in addition to the
stronger mobility of owners away from high-productivity firms than from lower-productivity firms (see Table
1), these results suggest that the flow of entrepreneur-owners from high-productivity firms is reflected in the
performance of young destination firms.

Corresponding results for employees of the entrepreneur-owner firms suggest a substantially stronger
relationship between the performance of previous and current firm. According to the estimates, a new firm
whose employees all come from a high-productivity firm is 23.9% more productive and has a survival
probability 8.6% higher than an otherwise similar firm whose employees all come from a low-productivity



firm. While we interpret these results as indicative of spillover, it is important to acknowledge that other
mechanisms may also be at play here. It can be argued, for example, that the matching of high-skilled
employees with high-technology firms may be reflected in the transitions of employees from high- (or low-
)productivity firms to other high- (or low-)productivity firms (Ehrl, 2014). Nevertheless, it is notable that
owners of new high-productivity firms often come from older high-productivity firms where they worked as
employees.

Table 3 reports the results for young pure owner firms; some key findings will be briefly reported here.
Generally, characteristics of pure owners are more weakly related to firm performance. However, a pure
owner with a technical higher university education has a significant positive effect on productivity in 2009
once controls for employee characteristics are dropped. One interesting exception is the strong negative
relationship between pure owner age (general experience) and productivity level in 2013. Another exception
is that high productivity is positively related to relatively long experience (10-15 years) at the previous firm.
Contrary to our findings for entrepreneur-owner firms, no relationship was found between the productivity
level of the previous firm and the productivity level or survival of the pure owner’s firm.

Additionally, the coefficients of the model suggest that, among employees of pure owner firms, previous
employer performance is particularly important in explaining productivity differences. The results indicate
that a young firm whose employees all come from a high-productivity firm is at least 38.3% more productive
in 2009 (41.4% in 2013) and has a 13.3% larger survival probability than an otherwise similar firm where all
employees come from a low-productivity previous employer. The effects of employee characteristics for
entrepreneur-owner and pure owner firms are more similar, though somewhat less precise for pure owner
firms, perhaps in part because of a smaller sample size. While productivity level is negatively related to
percentage of female employees, previous employer productivity level is strongly positively related to current
employer productivity level in 2009 and 2013.

These findings broadly correspond to those of earlier studies; for example, Iimakunnas and Maliranta (2005)
reported the positive effect on productivity of education and the negative effect of younger and less
experienced staff. While Rocha et al. (2016) found that firm performance benefits from the quantity and
quality of founders' human capital, they also found that owner and workforce quality had stronger effects on
employment growth.

4.2 Older generations and the effect of business conditions on future performance

In the second part of the analysis, we pooled young and older firms into the same sample. This has three
advantages. First, a larger sample provided more degrees of freedom, yielding statistically more precise
estimates. Second, a comparison of the results of our previous analysis of only young firms with pooled data
results enabled the identification of any differences in effects between younger and older firms. Finally, and
perhaps most interestingly, pooling young and older firms enabled analysis of how economic conditions in a
firm’s birth year are reflected in its performance up to 20 years later.

The birth year of a firm (or firm cohort) was determined on the basis of the firm’s oldest establishment. By
linking firm- and establishment-level data, we were able to trace firm birth year back as far as 1989. Our
regression models of firm performance included a set of dummy variables for firm birth year, using firms born
in 1988 or earlier as a reference group. As well as controls for firm birth year, previous models for the pooled
data were estimated by adding length of seniority of owners and employees to measure the effects of firm-
specific work experience. The larger sample enabled more precise estimation of the effects of entrepreneur-



10

owner and employee characteristics, providing a clearer indication that education level is strongly related to
firm productivity. However, in economic terms, the effects are generally smaller for entrepreneur-owners
than for employees. In particular, there is a very strong relationship between the educational level of
employees (measured in 2008) and productivity in 2013 (and less so in 2009). One interpretation of this
difference is that the productivity effect of a higher education takes time to emerge because the mechanism
involves time-consuming innovation efforts. There is also evidence that higher education among both
entrepreneur-owners and employees increases survival probability.

There is no indication that productivity increases with entrepreneur-owner or employee age, but employee
seniority was found to be positively related to productivity in 2013. According to the estimates, female
entrepreneur-owners’ firms have lower productivity levels than those of males, but there is no difference in
survival probability or employment growth. We also found that the effect of gender on productivity is
stronger for employees than for entrepreneur-owners.

Length of experience of entrepreneur-owners in the previous firm does not affect productivity (as was true of
young firms only). In the pooled data, no relationship was found between employees’ length of experience of
in the previous firm and firm productivity level. This contrasts with our earlier finding for young firms that low
productivity level in 2009 is associated with a high percentage of employees with little previous experience
(less than one year) or none. However, this gap vanishes for productivity in 2013. One possible explanation for
this is that the experience obtained in the current firm compensates for employees’ initial lack of experience-
based human capital. As shown in Table 1, 72.7% (= 100.0% - 27.3%) of employees in young entrepreneur-
owner firms had at least some previous experience in another firm. The corresponding number for all
entrepreneur-owner firms is 54.3% (= 100.0% - 45.7%). Overall, the employees of young firms have more
previous experience in another firm than the employees of older firms.

Results from the pooled data confirm the earlier findings for young firms that previous employer productivity
is strongly positively related to current productivity level and survival probability for entrepreneur-owners
and employees. This suggests that the role of productivity spillover is not confined to young firms. These
effects are less clear for pure owners, suggesting that owner involvement in production is important for
transfer of information and implementation of new technologies. However, a smaller sample and larger
standard errors prevent any strong conclusions.

As a final step, the analysis was extended to investigate more thoroughly the birth cohort effects from
previous models for entrepreneur-owner firms. Figure 1.a shows estimated cohort effects on productivity in
2009 and 2013, and Figure 1.b shows cohort effects on survival probability and employment growth. Figure
1.a suggests, for example, that when controlling for a wide array of variables in our regression model, firms
established in 1995 were 3.1% more productive in 2009 than firms established in 1988 or earlier. Figure 1.b
shows that firms established in 1995 had 2.8% lower survival probability and 1.9% lower employment growth
from 2009 to 2013 than firms established in 1988 or earlier. While there are considerable short-term
fluctuations in cohort effects, these patterns generally indicate that younger firms exhibit lower productivity
(especially when measured in 2009) and lower survival probability; on the other hand, surviving young firms
exhibit higher employment growth when compared to older firms, broadly aligning with the evidence from
the firm growth literature (Caves, 1998; Haltiwanger et al., 2013; Sutton, 1997).

Clearly, part of the short-term variation in cohort effects can be attributed to statistical noise. However, the
issue of immediate interest is whether other factors might explain the differences in cohort effects for
different years, so clarifying whether economic conditions at the time of a firm’s foundation affect
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productivity in years to come. For example, what might explain the finding that firms founded in 1995 were
more productive in 2009 than those founded in 19997

Among the interesting factors that might explain such differences are those related to creative destruction,
involving the simultaneous destruction of jobs in some firms (or establishments) and the creation of new jobs
in others. Based on variants of the productivity decomposition method, there is increasing evidence that a
sizable proportion of aggregate productivity growth can be attributed to job reallocation at the level of firms
and establishments (e.g. Balk, 2016; Foster, Haltiwanger, & Krizan, 2001; Petrin & Levinsohn, 2012; Van
Biesebroeck, 2008). Hyytinen and Maliranta (2013) showed that creative destruction varies in form over a
firm’s life cycle. New firm entry initially contributes negatively to aggregate productivity growth because such
firms, on average, exhibit relatively low productivity. Their positive effect emerges gradually over time, as
young low-productivity firms have abnormally high exit rates and young high-productivity firms grow faster
than others.

The present study examines how entrants’ performance in later years relates to intensity of job reallocation,
an essential part of creative destruction measured by excess job reallocation (EJR). Figure 2 shows excess job
reallocation rate (one-year lag) in the Finnish business sector (right axis) graphed against cohort effect on
productivity in 2009 (left axis) as already seen in Figure 1.a. Visual inspection confirms the remarkable
resemblance between these phenomena. Firms born in years of intensive job reallocation have higher
productivity in 2009; one explanation is that challenging economic conditions make firms especially careful in
their choice of technology at the beginning of their life cycle, and this is reflected in their subsequent
performance.

Statistical analysis of the relationship between volatility at birth and firm performance involved estimation of
how annual excess job reallocation (one-year lag) affected point estimates of the effect of birth year on labor
productivity (2009), survival and employment growth, based on the previous regression models for all
entrepreneur-ownerentrepreneur-owner and pure owner firms, respectively. The explanatory variable (excess
job reallocation) was measured with a one-year lag because it clearly provides a better empirical fit than the
current value for excess job reallocation. An intuitive explanation for this lag is that the decision to establish a
firm is made some time before actual entry.

Table 4 summarizes six time-series estimations: three dependent variables (cohort effects for productivity,
survival probability and employment growth), estimated separately for entrepreneur-owner firms and pure
owner firms. In addition to the indicator of excess job reallocation rate, these time-series regressions include
controls for recession years 1992-1993 and the time trend. The results indicate an economically strong and
statistically significant relationship between excess job reallocation and the cohort effect of productivity levels
for entrepreneur-owner firms. The coefficient implies that a one percentage-point increase in excess job
reallocation increases the productivity level of the cohort by 2.4%; for pure owner firms, the corresponding
figure is 1.9% (and the coefficient is also statistically significant). The results for entrepreneur-owner
enterprises also show that firms established during the severe recession in 1992-1993 were 18.7% more
productive than might be expected on the basis of job reallocation intensity during that period. (Note that
excess job reallocation slumped during these recession years.) The corresponding figure for pure owner firms
is 16.1%. There is a weak or absent relationship between excess job reallocation and survival probability and
employment growth in 2009-2013 for both entrepreneur-owner and pure owner firms. Interestingly,
entrepreneur-owner firms founded in the recession years 1992—1993 had an abnormally low probability of
survival in 2009-2013. Finally, Figure 3 graphs observed birth year effects against the predictions of these
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models. While the time-series regression can be seen to predict very closely the birth year effect of
productivity level, as well as survival probability for entrepreneur-owner firms, the fit for pure owner firms is
much less satisfactory.

4.3 Further robustness checks

A number of robustness checks were performed in the course of the analysis. Beyond those mentioned
above, this section summarizes some of the most interesting findings. As a natural extension, measuring firm
performance by average wages per employee rather than labor productivity does not markedly alter the main
findings, with similar or even stronger effects of both entrepreneur-owner and employee technical university
education on firm performance for all firms and young firms. While spillover from previous firms resembles
productivity estimations in 2009, both owner and employee quality effects for wage rate in 2013 are mostly
statistically insignificant. For pure owner firms, there is some evidence that employee mobility from high-
productivity firms is also reflected in 2013 wage level. As expected, there is a clear positive connection
between firm size and level of wages.

With regard to the identification of owners, primary owners identified in the tax registers were compared to
the FLEED definition of entrepreneurs, based on the Self-Employed Persons’ Pension Act. This information is
restricted to owners who have an employment relationship with the firm. Based on preliminary calculations,
results using the FLEED information resembles our findings for entrepreneur-owners using FLOWN data. It
should be noted that Statistics Finland revised its system for production of business statistics in 2013. Given
these changes in the definition of statistical units and the harmonization of some firm classifications, this may
result in time series breaks. However, measuring productivity or employment growth to 2012 rather than
2013 does not markedly alter our main conclusions.

Further analysis is needed to identify the mechanisms behind long-run productivity paths. Entering and exiting
firms may distort the picture, as spillover through owner and employee mobility may accrue from both exiting
and continuing firms. It would be interesting to investigate the role of workers coming from outside the labor
force or the length and quality of the owner’s previous entrepreneurial experience. The analysis of effects of
excess job reallocation could also be extended to include firms with multiple personal owners. In addition, it
would be worth repeating the analysis for different sectors of the economy to determine whether there are
differences in this regard between manufacturing and services, for example. To extend the timeframe, the
situation in 2006 (prior to the financial crisis) could also be analyzed.

5 CONLUDING REMARKS

How the characteristics of owner entrepreneurs and their employees affect firm performance and economic
growth remains poorly understood in the literature. By creating a new dataset with significant research
potential linking owner, employer and employee, this paper opens up novel perspectives illuminating the
impact of entrepreneurial skills on economic growth, so informing policy debate on the effects of ownership,
education and economic conditions on firm performance.

The diversified paths of primary owners and their employees are reflected in future company performance.
Previous employer quality, measured in terms of relative productivity, is transferred through owners and
employees as knowledge spillover related, for example, to technology or management. High-quality owners
create firms capable of achieving and maintaining sustained high performance in terms of productivity,
survival and employment growth.
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Our results lend support to the view that employees’ entrepreneurial skills nurtured in high-productivity firms
can be transferred to achieve higher productivity, especially in entrepreneur-owner firms. First, there is a
strong positive relationship between the productivity level of the previous firm (where the owner worked as
an employee) and the productivity level of the firm where the owner now works. Second, there is evidence of
considerable employee mobility from high-productivity firms to ownership of a new firm (where the owner
also works). These findings are consistent with the view that the transition of employees from high-
productivity firms to entrepreneurship is an important business dynamic, driving knowledge spillover in the
economy. Our results also indicate intensive employee mobility from low-productivity firms toward new and
young firms, representing an important element of creative destruction. The reallocation of employees in
creative destruction means that a greater share of the employees provide labor inputs to productively
managed firms (Bloom, Sadun, & Van Reenen, 2016).

The present analysis demonstrates that identification of owners is crucial for understanding company life
cycles. Young firms have relatively younger and more educated human capital but are more dependent on the
inflow of knowhow from more experienced firms. There are other interesting differences between younger
and older firm cohorts in terms of human capital effects, and lessons can be learned from the history of older
generations, including the evidence here that firms established at times of intensive restructuring are
subsequently more productive.

One possible explanation for our finding that high-productivity firms are established at times of intensive
excess job reallocation relates to the patterns of labor mobility from employment to entrepreneurship; it can
be hypothesized that, at times of intensive restructuring, an increasing percentage of employees in high-
productivity firms see opportunities for high-performing businesses of their own. In other words, excess job
reallocation may provide a suitable indicator of so-called ‘opportunity entrepreneurship’. We found that
entrepreneur-owners of new high-productivity firms had typically made a transition from employment in a
high-productivity firm. If such transitions are most common at times of intensive restructuring, one would
also expect to find that those firm cohorts are particularly productive in subsequent years, as documented
here; indeed, the literature confirms the persistence of productivity differences over time (Bartelsman &
Doms, 2000).

At this point, it is important to note the absence of any clear relationship between excess job reallocation and
business cycles. In the Finnish business sector, excess job reallocation has been intensive at times of both low
unemployment (1989-90) and high unemployment (1994-96), with an increase in 1997-2002, when the
unemployment rate was in steady decline. Clearly, then, factors other than business cycle effects are likely to
play a role, including labor and product market regulations (Haltiwanger, Scarpetta, & Schweiger, 2014) or
trade liberalization (Bernard, Redding, & Schott, 2007).

Our results demonstrate the importance of considering owner and employee characteristics separately but in
parallel in any analysis of firm performance, as owner and employee background and skills may play different
roles in the development of employment and productivity. In addition, this analysis indicates a need to deal
separately with entrepreneur-owner and pure owner firms. In entrepreneur-owner firms, an owner’s
technically orientated education was found to impact positively on productivity performance and survival
probability, but no such relationship was found in pure owner firms. One explanation for this difference is that
closer owner links to production are needed to successfully exploit technical education and previous
experience. In contrast, the potential contribution of pure owners pertains to factors that cannot be captured
by measures of education and experience.



14

This also relates to definitions of entrepreneurs and entrepreneurship. The present analysis illuminates
entrepreneurial performance when we rely on a narrower definition of entrepreneur as requiring both strict
(majority) control of ownership and direct involvement in production as an employee of the firm. For
entrepreneurs who meet only the broader definition of having majority control but no direct involvement
through employment, we were unable to establish any clear empirical relationship with owner characteristics.
The analyses did however reveal a number of important empirical relationships concerning the characteristics
of employees of pure owner firms. These findings are unsurprising in cases where entrepreneurs are multi-
talented jack-of-all-trades with no single specialized skill and so hire professionals with specialized education
and/or experience, as described in Lazear's (2005) theory.

The present study provides a starting point for closer analysis of owner entrepreneurs and their importance
for the wider economy. In future work, we aim to identify truly entrepreneurial start-ups with the greatest
growth potential. We are also interested in the productivity effects of a more diversified ownership structure
and multiple owners. Finally, future research should devote more attention to the underlying mechanisms
connecting initial business conditions and creative destruction to firms' long-run productivity.
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Figure 1.a Estimated cohort effects on productivity in 2009 and 2013
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Figure 1.b Estimated cohort effects on survival probability and employment growth in years 2009-2013
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Figure 2. Estimated effect of birth year on labor productivity level of firm in 2009 and excess job reallocation rate (%) in sector
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Table 4. Descriptive statistics: regression estimations of the relationship between birth
year effects and “creative destruction”

Explanatory variable

A. Entrepreneur-owner firms

Dependent variable in the regression

Excess job reallocation
Coefficients
P-value
Recession year 1992-93
Coefficients
P-value
Detrended
Adjusted R Square
Observations

B. Pure owner firms
Excess job reallocation
Coefficients
P-value

Recession year 1992-93
Coefficients

P-value

Detrended

Adjusted R Square

Observations

Labor
productivity
in 2009

2,41
0,1 %

18,74

0,1 %

no (insignificant)
47,1 %

19

1,87
3,8 %

16,06

3,0 %

no (insignificant)
19,0 %

19

Survival

Employment

2009-2013 growth 2009-2013

-0,37
7,3 %

-6,29
0,2 %
yes
88,4 %
19

0,44
44.4 %

3,03
54,8 %
yes
48,2 %
19

0,11
70,4 %

1,62
52,9 %
yes
19,9 %
19

-0,23
67,2 %

-3,25
49,7 %
yes
-9,5 %
19

Note: Table summarizes 6 time-series estimations in which the dependent variable is the
point estimate of birth year effect and the explanatory variable is an indicator of economic
conditions, measured by a “creative destruction” indicator.
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Figure 3. Birth year effect in firm-level regressions and predicted effect on basis of excess job reallocation (%)
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