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Terms of Reference (1)

• The Consortium has agreed to make a 
financial contribution to OECD work on high-
growth up to March 2007.

• The terms of reference for this work are:
– Research currently available data on high-

growth businesses as well as definitions of high-
growth that have been used or proposed

– Assess the conceptual basis of the different 
definitions and their impact on the data



Terms of Reference (2)

– Consider the relevance of different types of 
growth, and the most appropriate measures for 
each

– Propose a harmonised definition of high-growth, 
and a resulting set of indicators

– Using available data, produce tables of 
indicators comparing  a sample of European 
and non-European countries

– Quality-assure this work by assisting the 
Agency to arrange a Workshop of experts in this 
field



Work Programme (1)

• September / October 2006
– Research existing definitions of high-growth
– Determine strengths and weaknesses
– Formulate proposals

– Seek input from interested parties

• November 2006
– Finalise research and proposals for a 

harmonised definition
– Start to consider data availability



Work Programme (2)

• December 2006
– Present proposals at OECD and ISTAT expert 

meetings

– Refine proposals in the light of feedback
– Determine countries willing to supply data

– Prepare data requests

• January 2007
– Send data requests
– Analyse data already available to assess the 

impact of using different definitions 



Work Programme (3)

• February 2007
– Compare data collected directly with data from 

other sources
– Start to prepare final report

• March 2007
– Finalise analyses and report
– Present findings

– Review progress and consider next steps



Defining High-growth

• Existing definitions are mostly related to 
change in employment, often just for 
young businesses.

• Growth in sales, revenue, capital and 
market share are largely ignored.

• Little available research on different 
patterns of business growth.



Linear Employment Growth
Figure 1 - Employment Growth 
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Linear Employment Growth

• Business A – Declining (increased 
probability of closure?)

• Business B – Stable (optimal size?)

• Business C – Steady growth

• Business D – High growth (Gazelle?)



Non-linear Employment Growth
Figure 2 - Non-linear Employment Growth 
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Non-linear Employment Growth

• Business E – Single step change (takeover 
or merger?)

• Business F – Series of step changes 
(opening new outlets?)

• Business G – Cyclical pattern with growth 
trend (dependence on seasonal or 
economic cycle?)

• Business H – Late starter (Change of 
entrepreneur?)



Non-linear Employment Growth

• Non-linear growth is very sensitive to the 
period of measurement.

• If a short period is used:
– Business E will have either no growth or very 

high growth, depending on whether the step 
change falls within the period.

– Business H will have no growth in early periods, 
and high growth in later periods.

– Businesses F and G will have alternate periods 
of high and low growth.



Non-linear Employment Growth

• If a long period is used:
– Short-term fluctuations (e.g. businesses F and 

G) are smoothed out.

– Single step changes (e.g. business E) have 
less of an impact.

– The more rapid recent growth of late starters 
(e.g. business H) is masked by previous low 
growth.



Short-term and Long-term Growth

• Measurement of growth over long periods 
reduces the timeliness of data, and masks 
recent changes.

• Measurement over short periods can 
easily be distorted by one-off events.

• Composite measures incorporating short-
term and long-term trends may be more 
robust.



Composite Growth Measures

Table 1 – Employment Growth in Eight  Businesses  
 

       Growth rate  Growth rate  Composite 
Business   Period   t-1 - t linear trend  

t-5 - t 
growth rate  

 t-5 t-4 t-3 t-2 t-1 t Se Le Se+Le 
A 10 8 6 3 2 2 0.000 -0.257 -0.257 
B 10 10 11 10 9 10 0.111 0.004 0.115 
C 10 12 15 18 20 24 0.200 0.192 0.392 
D 10 15 22 35 48 56 0.167 0.419 0.586 
E 12 23 23 23 24 24 0.000 0.192 0.192 
F 24 25 33 34 34 34 0.000 0.078 0.078 
G 19 17 15 18 22 19 -0.136 0.013 -0.124 
H 10 10 11 13 17 23 0.353 0.188 0.541 
 



Composite Growth Measures

• If a threshold of 0.5 is applied, D and H can 
be considered high-growth businesses.

• In table 1, S and L are given equal weight.
• These weights can be adjusted to give 
greater prominence to short or long term 
growth.

• In this case, D and H are likely to remain the 
highest scoring businesses, but if more 
weight is given to S, H will overtake D.



Non-employment Growth

• Most measures of growth focus on 
employment.

– Employment change is relatively easy to 
measure using administrative data.

• However there are other ways in which a 
business can grow, even if employment is 
stable or declining.



Non-employment Growth

• Alternative measures of growth could 
focus on:

– Sales volume
– Turnover (revenue)
– Profits
– Capital (balance sheet value)
– Market share
– Productivity

• Of these, turnover tends to be the easiest 
to measure over time, particularly if 
percentage growth in real terms is used.



Extending the Composite Indicator

• A composite indicator could include long and 
short term views of both employment and 
turnover.

• Simply adding growth rates does not give 
sufficient weight to growth through increased 
productivity.

• A solution?
• Growth index = Composite employment growth 

+ Composite sales growth + the difference 
between these two values



A Composite Growth Index?

Growth Index = 

SE + LE + ST + LT + |(SE + LE) – (ST + LT)|

Multipliers may be needed for some 
components to get optimal results.



The Growth Index in Practice

Table 2 – Growth Index Calculations for Eight  Businesses  
 
Business  Se + Le St + L t |(Se + Le) - (St + L t)| GI 
A -0.257 0.503 0.760 1.006 
B 0.115 0.061 0.054 0.230 
C 0.392 0.392 0 0.784 
D 0.586 0.837 0.251 1.674 
E 0.192 0.192 0 0.384 
F 0.078 0.078 0 0.157 
G -0.124 -0.124 0 -0.248 
H 0.541 0.600 0.059 1.200 

 



Data Collection

• The proposals presented here need to be 
tested using real data.

• A data request, and accompanying 
methodology will be drafted.

• Data will be requested from a range of 
volunteer countries.

• The results may lead to further refinements 
of the index or the methodology used to 
produce it.



Some Issues

• Reallocation of resources within a group is 
not growth.

• Exclude members of enterprise groups?
• Size of national economy affects growth 
potential - does this affect the validity of US / 
Europe comparisons?

• Businesses in small countries need to open 
foreign subsidiaries to grow.

• Measure growth at the level of the global 
enterprise group?



An Aside – Future Work?

• Measurement of growth can only take into 
account past performance.

• Is this interesting?
– Probably not in its own right, but it does have a 

value as a predictor of future growth.

• How strong are the predictive powers of 
different growth measurements?



Backing Winners

• Many gamblers study previous form to 
decide which horse to bet on.

• Few have much long-term success.
• Business growth prediction is very similar.
• Could we develop models with better 
predictive powers?

• Can the proposed growth index be tuned to 
maximise predictive power?



Emerging Conclusions (1)

• The time period used to measure growth can 
have a big impact on the results.

• A composite measure including long term 
and short term growth can give more reliable 
results.

• It is not sufficient to measure employment 
growth alone.

• Turnover (revenue) as percentage growth in 
real terms is also relatively easy to measure.



Emerging Conclusions (2)

• Combining employment and turnover 
measures gives a better overall picture of 
growth.

• The result is a “Growth Index”, which gives a 
score for each business.

• This score should be compared against an 
agreed threshold to determine whether a 
business is “high-growth” or not.



Next Steps

• Refine the paper and propose a harmonised 
definition of high-growth.

– Feedback welcome

• Formulate a data request and associated 
methodology for a pilot data collection.



Thank-you for listening.

Any Questions?

steven.vale@ons.gov.uk


