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Business dynamism in the US
Decker et al. (2020)
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Job Reallocation declines by 33% …. Changing firm age composition accounts for 25%...



Literature
R e l e va nt l it e ra t u r e

The role of business dynamism

Productivitygrowth (Haltiwanger et al. (2014) Decker et al. (2020);
Innovation (Haltiwanger et al. (2014), Acemoglu et al. (2018); 
Recoveries (Pugsley & Sahin (2014)).

European literature

Bijnens& Konings (2020, Belgium), Akcigitet al. (2020, Turkey), 
Severalpolicyreports fromtheOECD -> All find decliningbusinessdynamism
outside theUS

Literature

Decker et al. (2014), Decker et al. (2016), Criscuoloet al. (2015), Akcigit & Ates
(2021), Karahan et al. (2016), Decker et al. (2020), De Loecker et al. (2021)
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Firm responsiveness to 
productivity shocks 
declines similar to the 
US

Contributions
What do we do?

Data:

There is a lack of European wide data to study
business dynamism. We gather new data for 19
European countries and document new facts on
business dynamism in Europe.

Mechanisms behind business dynamism:

We derive a framework showing how market power
and technology affect firms‘ labor demand and job
reallocation rates between firms
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[Quantify role of 
market power and 
technology in driving 
decline]

Declining business 
dynamism in almost 
every country in our 
data

Preliminary Findings



Data
E u r o p e a n C o m p N e t d a t a

CompNet data (8th vintage, 9th vintage)

• Self-collect the CompNet data set. 
• Run harmonized data collection protocols on administrative firm-level data in 

19 European countries
• Coverage: 200X-2018
• Receive industry-level output. 
• Rich information on business dynamism, markups, productivity, firm growth
• See Bighelli et al. (2022) for a description of 7th vintage data.
• We use this data to establish facts on business dynamism in Europe

1999 2016
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2009https://www.comp-net.org/



Data
German manufacturing sector data

German manufacturing sector data

• Firm-product-level data 
• Contains firm-specific price data
• 20e firms, 40% rotating sample for most variables. 
• Some variables available for all 20e firms from 2002 (employment, sales).
• Long time coverage 1995-2017 
• No sample weights
• We use this data to study mechanisms behind declining business dynamism

1995 2017
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Patterns of Business Dynamism



Job reallocation 
for all countries

Young firm activity
not observed: Finland, 
Poland, Sweden, 
Switzerland, Portugal

Indicators
Job reallocation, young firm

a c t i v i t y

(𝐹𝑖𝑟𝑚 𝑏𝑎𝑠𝑒𝑑) 𝐽𝑜𝑏 𝑅𝑒𝑎𝑙𝑙𝑜𝑐𝑎𝑡𝑖𝑜𝑛: 𝐽𝑅𝑛𝑡 = σ𝑛 𝑠𝑖𝑡|𝜑𝑖𝑡|
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with |𝜑𝑖𝑡| = |
𝐿𝑖𝑡−𝐿𝑖𝑡−1

𝑍𝑖𝑡
|, 𝑍𝑖𝑡 = 0.5 𝐿𝑖𝑡 + 𝐿𝑖𝑡−1 , 𝑠𝑖𝑡 =

𝑍𝑖𝑡
σ𝑛 𝑍𝑖𝑡

𝑌𝑜𝑢𝑛𝑔 𝑓𝑖𝑟𝑚𝑠: Firms with age ≤ 5

No entry and exit in our job reallocation rate -> data constraint
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Business dynamism sector decomposition
F i r m s w i t h a t

least 20 employees

Decline in 

business dynamism 

is a within-sector 

phenomenon



Firm Responsiveness
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Firms’ Responsiveness and Labor Demand

Estimate the following policy (labor demand) function (Decker et al. (2020)): 

𝑔𝑖𝑡 = 𝑓𝑡 𝑇𝐹𝑃𝑖𝑡, 𝐿𝑖𝑡−1 , 𝑤𝑖𝑡ℎ
𝜕𝑓𝑡

𝜕𝑇𝐹𝑃𝑅𝑖𝑡
> 0

𝑔𝑖𝑡 is firms‘ employment growth rate, 𝐿 denotes labor.  This is allocative efficient

Decker et al. (2020) use this to motivate a pass-through regression: 

𝑔𝑖𝑡 = 𝛽0
𝐷𝐻𝐽𝑀

+ 𝛽1
𝐷𝐻𝐽𝑀

𝑡𝑓𝑝𝑟𝑖𝑡 + 𝛽2
𝐷𝐻𝐽𝑀

𝑙𝑖𝑡−1 + 𝜀𝑖𝑡

𝛽1
𝐷𝐻𝐽𝑀 measures firms‘ responsiveness to productivity shocks. 

Responsiveness has declined in past decades in the US (manuf ht/nht), explaining most of the decline in 
business dynamism and contributing about 1/10 of the slowdown in productivity growth (diff-in-diff setting).
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Firms’ responsiveness in the

German manufacturing Sector

We replicate the regression of Decker et al. (2020) for 19 European countries using the CompNet 
infrastructure (upcoming 9th vintage data).

Sofar, only results for German manufacturing available.

Estimation of TFPQ  residual from a translog production function, where:

1. Real firm output is deflated using a firm level price index (Eslava et al., 2004)
2. Control for input price variation across firms (as in De Loecker et al. , 2016)
3. Use control function to account for the endogeneity of productivity and input choice (Levinsohn and

Petrin, 2003)
4. Estimate via proxy methods (Wooldridge, 2009)
5. Estimated at the 2-digit NACE rev. 1.1, and in 5-year moving averages (similar to De Loecker et al. 2016)

This set up formally recognizes and allows for endogeneous prices. 



Decline is not due to a decline in the dispersion of productivity shocks…
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Firms’ responsiveness in the

German manufacturing Sector
Drivers of business dynamism
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Firms’ responsiveness in the

German manufacturing Sector
Drivers of business dynamism
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Mechanisms behind declining responsiveness
Drivers of business dynamism

We propose a simple framework linking market power and technology to declining responsiveness.

OUR CONTRIBUTION: Focus on the role of market power and technology for decline in responsiveness
(rather than adjustement costs)

Production: 𝑄𝑖𝑡 = 𝑄𝑖𝑡 𝐿𝑖𝑡 , 𝐾𝑖𝑡 , 𝑀𝑖𝑡 ∗ 𝑇𝐹𝑃𝑖𝑡 , Q = quantity, K = capital, L = labor, M = intermediates

𝑇𝐹𝑃𝑅𝑖𝑡 = 𝑇𝐹𝑃𝑖𝑡 ∗ 𝑃𝑖𝑡 , with 𝑃𝑖𝑡 = output price

Profit maximization: 𝑃𝑖𝑡 𝑄𝑖𝑡 𝑄𝑖𝑡 − 𝑤𝑖𝑡(𝐿𝑖𝑡)𝐿𝑖𝑡 − 𝑧𝑖𝑡𝑀𝑖𝑡 − 𝑟𝑖𝑡 𝐾𝑖𝑡

FOC labor: 𝑤𝑖𝑡 1 +
1

𝜀𝐿
=

𝑃𝑖𝑡

𝜇𝑖𝑡
𝑀𝑃𝐿𝑖𝑡 , 𝜀𝐿= labor supply elasticity, 𝜇𝑖𝑡 = markup , 𝑀𝑃𝐿𝑖𝑡 = marginal product

of labor
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Mechanisms behind declining responsiveness
Drivers of business dynamism

Reformulating: 𝐿 =
𝑃𝑖𝑡𝑄𝑖𝑡

𝛾𝑖𝑡

𝜃𝑖𝑡
𝐿

𝑤𝑖𝑡
= ℎ(𝐾𝑖𝑡 , 𝑀𝑖𝑡)

𝑇𝐹𝑃𝑅𝑖𝑡

𝜇𝑖𝑡𝛾𝑖𝑡

𝜃𝑖𝑡
𝐿

𝑤𝑖𝑡

𝜃𝑖𝑡
𝑋= output elasticity of input X ={K,L,M}

𝑤𝑖𝑡= wage 
ℎ(𝐾𝑖𝑡 , 𝑀𝑖𝑡)= production function specification (CD, translog,…)

𝛾𝑖𝑡 = 1 +
1

𝜀𝐿
firms‘ monopsony power 

𝜇𝑖𝑡 = firms‘ product market power (markup)

Comparative statics: 

Pass-through from revenue (TFPR) shocks is higher if output elasticity of labor is higher and lower if wages
are higher, product market power (𝜇𝑖𝑡) is higher, firm labor market power (𝛾𝑖𝑡) is higher. 

Frictionless/technological components

Frictions/market power components
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Mechanisms behind declining responsiveness
Drivers of business dynamism

Implications: 
1. Job reallocation will decline if market power increases /firms with market power get larger
2. Job reallocation will decline if output elasticity of labor declines (lower technological importance of labor)
3. Job reallocation will decline if wages increase

Simulation: 
Simple model in which larger firms have higher monopoly power and higher monopsony power

-> „rise of market power“, „rise of superstar firms“, as discussed in the literature, can explain declining
business dynamism through declining responsiveness.
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Simulation
Drivers of business dynamism



26

Mechanisms behind declining responsiveness
Drivers of business dynamism
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Simulation
Drivers of business dynamism
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Mechanisms behind declining responsiveness
Drivers of business dynamism
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Mechanisms behind declining responsiveness
Drivers of business dynamism
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Mechanisms behind declining responsiveness
Drivers of business dynamism
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Mechanisms behind declining responsiveness
Drivers of business dynamism



32

Mechanisms behind declining responsiveness
Drivers of business dynamism
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Next steps
Drivers of business dynamism

1. Reproduce these results for all 19 European countries from CompNet (9th vintage)

2. Quantify the importance of market power vs. technology/efficient sources of declining dynamism using the
German manufacturing sector micro data

3. Estimate impact on aggregate producticity slowdown
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Business dynamism in 

Europe is declining

Wide-spread phenomenon across 
almost all countries of our study.

Accompanied by a decline in high-
growth young firms. Common across 

sectors.

1

Business dynamism is 

within-sector 

phenomenon

Within-sector component 
determines decline in business 
dynamism. No role for cross-
sector reallocation

2

3

Decline in firm 

responsiveness

We document a decline in 
firms’ responsiveness for 
the German manufacturing 
sector

4

Next steps: Market 

power & technology

We will use micro-data to study 
the role of market power and 

technology in determining firm 
responsiveness. 


