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1. Enterprise birth rates, enterprise density and small and medium-sized enterprises

A measure often used in the debate when discussing the entrepreneurial activity and the business environment in the economy is the number of new enterprises. To be comparable between countries, the number of new enterprises must be put in relation to something. Normally the number of already established enterprises is used. The number of new enterprises as a share of the active and established enterprises is called the enterprise birth rate. A high enterprise birth rate may indicate that the business environment is conducive to enterprise development. 

International comparable data about enterprise birth rate is hard to find, as countries use different measurement methods and no commonly agreed definition exists. The definition of a new enterprise may, e.g., differ between countries. Eurostat has started a project to generate harmonized business demography data among the EU countries. However, the number of EU countries where data is available is rather limited. 

Available data about the enterprise birth rate level from the year 2000 and 2003 are shown in the figures 1 and 2. The corresponding birth rate in USA is about 10 per cent (data from Germany and France are not available from the Eurostat but the comparable birth rate will be 12 and 6 per cent for these countries). As can be seen from the figures, the enterprise birth rate in Sweden is rather low compared with the other countries.

Only looking at the number of new enterprises can be misleading. A high birth rate does not necessarily imply that the stock of enterprises will increase, as the number of enterprises leaving the market can be high as well. There is often a high correlation between the number of new enterprises and the number of enterprises leaving the market.

Another problem is that the number of new enterprises is measured as a percentage of the existing enterprises. If two countries have the same number of new enterprises, the country with the highest number of existing enterprises will have a lower birth rate. This does not necessarily mean that this country has a bad business environment. Nevertheless, the enterprise birth rate shows the regeneration capacity in the stock of enterprises and does say something about the entrepreneurial activity in a country. 

Figure 1.
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Source: Eurostat.

Figure 2.
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Source: Eurostat.

The enterprise birth rate does, further, not say anything about what kind or type of enterprise that has started. Many new enterprises can have a low activity. Some firms may be established by people who only use them in their spare time, beside their ordinary work. Firms may also start as accounting or tax rules may make it preferable to start a new enterprise.

To avoid some of these problems one can analyze how many people who actually are working in the new companies. One can also analyze how the number of occupied persons evolves over time and evaluate if and how much the new enterprises expand. A good indication of a good business environment is to evaluate the capacity to expand and create employment among the new enterprises. Table 1 below shows how the average number of persons employed evolves over time in an average new enterprise (starting in 1998) in some EU countries. Unfortunately, the data coverage is not complete, but one can nevertheless see that the new enterprises in Sweden do not grow particularly much. Only Finland (and possibly Denmark) has a worse growth rate under the first years. 

Table 1. The average number of persons employed, 0 to 5 years after the start. 

	
	Finland
	Sweden
	Denmark
	Norway
	Italy
	Portu-gal
	Luxem-

burg
	The Nether- lands
	Spain
	United Kingdom

	0 year
	0,4
	1,07
	1,29
	1,4
	1,44
	1,69
	1,8
	2,1
	2,09
	2,65

	1 year
	0,92
	1,58
	1,56
	1,91
	1,85
	1,87
	2,72
	2,34
	2,84
	2,94

	2 year
	1,13
	1,81
	1,87
	2,7
	2,11
	
	3,6
	2,69
	3,21
	3,27

	3 year
	1,29
	1,87
	
	
	2,3
	
	
	3,04
	3,36
	3,94

	4 year
	1,47
	1,9
	
	
	2,54
	
	4,65
	3,22
	3,42
	4,39

	5 year
	
	1,97
	
	
	2,68
	
	
	
	
	4,72


Source: Eurostat.

One problem with the data is that the new enterprises that for different reasons may leave the market, is excluded from the statistics above. Already established firms may, e.g., buy up newly born enterprises that expand or have a great potential to expand. The data may, hence, imply that Swedish newly born enterprises do not grow as much as in other countries or that more enterprises are bought up in Sweden compared to other countries, or a combination of these two causes.

One can also examine the total stock of enterprises in a country in relation to its population. This is called the enterprise density. The figures 3 and 4 show the enterprise density in some EU countries where data is available. 

Figure 3.
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Source: Eurostat. Enterprise density is calculated as the number of established firms per million of inhabitants in each country.

Figure 4.
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Source: Eurostat.

As can be seen from the table, Sweden does not have a low density compared to the other EU countries where data is available. The problem is, again, that no distinction is made between the types of companies. Many established enterprises can e.g. have a very low activity. Countries may also organize their business activity in different ways depending on tax rules, business type or business culture. Countries may have specialized in activities and industries that can, in general, be characterized by many or few enterprises. A high enterprise density in a country does not for sure imply that the business environment is good. A better way to measure the entrepreneurial activity and the business environment in the economy may be to focus on the number of self-employed.

Before presenting data about self-employment, the size distribution of the firms will be examined. Nowadays, the importance of small and medium sized enterprises (SMEs) is often discussed and associated with a good entrepreneurial activity. Small and medium-sized enterprises are increasingly seen as being fundamental to economic growth and job creation. Many economists stress that the lion’s share of the new jobs probably must be created among the SMEs. Table 2 shows the size distribution of employment, i.e. the share of employment in different size-classes.

The table below shows the data that is available from Eurostat and includes most – though not all – business activities or sections. The number of self-employed is not included in the data, i.e. the share of occupied persons in the smallest size class will be underestimated. As can be seen from the table, Sweden does not differ substantial from the EU average, though the share of occupied persons in the large enterprises is somewhat larger. Other statistical sources may give other results, but in general, it seems like Sweden does not differ substantially from other western European countries. The southern countries seem to have a larger share of employed in the smallest enterprises. The Mediterranean countries have a tradition of managing family-run businesses and sole proprietorships, which will often take the form of running micro and small enterprises. The differences in the business structures among countries can also explain some – but not all – variation between the countries. 

Table 2.

	
	Number of employees

	Country
	–9
	10–49
	50–249
	250–

	Austria
	25.5
	23.9
	19.0
	31.7

	Belgium
	29.0
	21.7
	15.9
	33.3

	Denmark
	19.6
	24.9
	21.0
	34.5

	Finland
	21.9
	18.7
	18.4
	41.0

	France
	23.3
	20.7
	16.9
	39.2

	Germany 
	19.6
	21.9
	18.7
	39.8

	Ireland
	23.1
	23.1
	21.5
	32.3

	Italy
	47.1
	22.0
	12.4
	18.5

	The Netherlands
	28.9
	20.6
	18.6
	31.9

	Portugal
	39.8
	23.5
	17.5
	19.2

	Spain
	38.6
	25.8
	14.7
	20.9

	Sweden
	24.4
	20.4
	17.0
	38.2

	United Kingdom
	21.1
	17.9
	14.8
	46.2

	
	
	
	
	

	EU–13 
	28.5
	21.5
	16.2
	33.8


Source: Eurostat.

2. Self-employment and the number of persons starting new businesses

A better measure of the entrepreneurial activity in the economy can, as we mentioned above, be to examine the number of self-employed or the number of persons starting a new business. The problem is, again, to find comparable data between countries. The data from OECD about self-employed is presented in figure 5. As can be seen from the figure Sweden has a low share of self-employed, but the share cannot be seen as extremely low or much lower than the other Scandinavian countries. 

A research institute, EIM, has tried to make the statistics about self-employment more comparable between countries. Figure 6 presents data from EIM. The problem is that this dataset ends at the year 2002. EIM has also made many estimations to make the data comparable. Nevertheless, even according to this dataset, Sweden is one of the countries with the lowest share of self-employment. 

Figure 5. [image: image5.emf]Self-employed 2005
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Source: OECD. The figure shows the number of self-employed, including farmers, as a percentage of civilian employment. 

Figure 6.
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Source: EIM. The figure shows the number of self-employed, excluding farmers, as a percentage of the total labor force.

Finally, data about self-employment from Eurostat’s LFS (labor force studies) are presented. EU has tried to generate harmonized data about, for instance, the share of self-employed, in the LFS. These data are maybe the best possible dataset if you want new and reasonably comparable data. Figure 7 shows data from the year 2006 and figure 8 shows the change over time for some countries after 1995. As can bee seen from figure 8, the self-employment share in Sweden has declined after 1995, and it has only slightly increased again during recent years. Denmark and Norway, which also have a low share of self-employed, do not have the same development. Germany and the Netherlands, which had a lower share than Sweden in 1995, now have a higher share.

Figure 7.
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Source: Eurostat. The figure shows the number of self-employed, including farmers, as a share of the total labor force.
Figure 8.
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Source: Eurostat.

One can also evaluate the number of persons starting new businesses. A research project called GEM (Global Entrepreneurship Monitoring) has since 1999 tried to describe and analyze the entrepreneurial processes within a wide range of countries. The project generates data about the share of the labor force, between 18 and 64 years, trying to start or just having started a new business or (called the TEA-index or early state entrepreneurial activity). The advantage with this measure is that it is measured in the same way in all participating countries. One disadvantage is that it is based on a relatively small sample in each country. The results from some Western countries are presented in figure 9. As can be seen from the figure, Sweden has one of the lowest levels of entrepreneurship according to this measure. The level has been low in Sweden since Sweden started to participate in this project. 

Figure 9.
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Source: GEM. The figure shows the share of the labor force, between 18 and 64 years of age, who are trying to start or have started a new business during the last 3,5 years.
3. Business regulation
Finally, an international investigation about the regulatory costs of business can be presented to show where the Swedish business environment regulation should improve. The World Bank has constructed a database called “Doing Business” which provides objective measures of business regulations and their enforcement. The database includes 175 countries, i.e. almost all countries in the world. Very small countries and developing countries with a very bad business environment are, hence, included as well. Table 3 shows the ranking within different topics. As can be seen from the table Sweden has in particular a bad ranking when it comes to “employing workers”, “protecting investors”,  “paying taxes” and “getting credit”. In the appendix, the different topics that are ranked in this investigation are described further.

Table 3.

	
	2006 rank

	Doing Business (overall ranking)
	13

	Starting a Business
	20

	Dealing with Licenses
	17

	Employing Workers
	94

	Registering Property
	7

	Getting Credit
	33

	Protecting Investors
	46

	Paying Taxes
	39

	Trading Across Borders
	9

	Enforcing Contracts
	2

	Closing a Business
	17


Source: The World Bank.

4. Conclusions
Based on the countries were data is available and having in mind the methodological problems with the statistics and how the data can be interpreted, the following conclusions can be made:

Sweden:

· has a low level of enterprise birth

· has not a low level of enterprise density

· has not a low share of small and medium sized enterprises

· has low employment growth in new enterprises

· has a low share of self-employed

· has a low share of people starting new businesses

Sweden should improve:

· the regulations concerning employing workers

· the regulations concerning investments and investors

· the tax system

the credit system  

· Appendix
The following topics were analyzed in the ”Doing Business” database from the World Bank:

Starting a Business measures the challenges of launching a business. Included are: the number of steps entrepreneurs can expect to go through to launch, the time it takes on average, and the cost and minimum capital required as a percentage of gross national income (GNI) per capita. 

Dealing with Licenses measures the procedures, time, and costs to build a warehouse, including obtaining necessary licenses and permits, completing required notifications and inspections, and obtaining utility connections. 
Employing Workers measures the difficulties that employers face in hiring and firing workers. 
Registering Property measures the ease with which businesses can secure rights to property. Included are the number of steps, time, and cost involved in registering property. 

Getting Credit measures credit information sharing and the legal rights of borrowers and lenders. The measure evaluates whether laws are designed to expand access to credit and the scope, access and quality of credit information available through public registries or private bureaus. 

Protecting Investors measures three dimensions of investor protection: transparency of transactions, liability for self-dealing and shareholders’ ability to sue officers and directors for misconduct. 

Paying Taxes measures the tax that a medium-sized company must pay or withhold in a given year, as well as measures of the administrative burden in paying taxes. These measures include the number of payments an entrepreneur must make; the number of hours spent preparing, filing, and paying; and the percentage of their profits they must pay in taxes. 

Trading Across Borders measures the costs and procedures involved in importing and exporting a standardized shipment of goods are detailed under this topic. Every official procedure involved is recorded - starting from the final contractual agreement between the two parties, and ending with the delivery of the goods. 

Enforcing Contracts measures the ease or difficulty of enforcing commercial contracts. This is determined by following the evolution of a payment dispute and tracking the time, cost, and number of procedures involved from the moment a plaintiff files the lawsuit until actual payment. 

Closing a Business measures the time and cost required to resolve bankruptcies. The data identifies weaknesses in existing bankruptcy law and the main procedural and administrative bottlenecks in the bankruptcy process. The recovery rate, expressed in terms of how many cents on the dollar claimants recover from the insolvent firm, is also included. 
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