HIGH GROWTH ENTERPRISESAND GAZELLES

Paper prepared for
The International Consortium on Entrepreneur ship (ICE)
Meeting 22-23 February 2007 Copenhagen, Denmark

Nadim Ahmad and Eric Gonnard, Statistics Directorate, OECD

I ntroduction

1. One of the key interests in entrepreneurshiptedl studies and those related to economic
performance is the growth potential of enterprigegicy makers, for obvious reasons, have a cigarast

in creating the economic, cultural, fiscal, poliicand administrative conditions that foster the
development of high growth enterprises. Many ofséhere-conditions are generally thought to be
understood; minimising red-tape, creating an enéregurial culture, removing barriers to competitedn
but what is not so clear is what combination of dibons works best and, indeed, what types of
entrepreneurs and businesses need to be fosteoedieinto maximise the potential number of highwgio
firms. The key reason for this situation is a laifkevidence relating to the numbers of high-growth
enterprises. Indeed, hardly any official estimatielsigh-growth enterprises currently exist. Thiscourse,
inhibits the ability of policy makers to assess ¢fiicacy of their policies, explicit or otherwisagimed at
increasing the numbers of high-growth enterprisdsttalso limits the potential for learning fronffdrent
approaches adopted in other countries.

2. In response to this situation, and the growmtgrest in this subject, a number of international
initiatives have recently been launched. The OEfoDexample, has recently developed a framework on
business demography statistichat includes a first request for high-growth eptises based on
employment growth. And, at a recent meeting of@&CD’s Entrepreneurship Indicators Project Steering
Groug it was agreed that the concept of growth woul@éxtended to turnover in order to complement the
employment based measure. The International Cénsodn EntrepreneursHiglCE) has also been at the
forefront of these developments, and indeed, hagiged generous funding to the OECD to continue to
develop the concepts and data collection tools etked better measure and compare high-growth
enterprise statistics across countries.

3. This paper is a first step in that directionstap that forms just one of many concurrent steps i
the OECD'’s Entrepreneurship Indicator Project ks to establish, as its name suggests, incsdduar
measure entrepreneurship, in a comparable waysa@&€D countries, and potentially beyond. That is

A Proposed Framework for Business DemographyiSies”, Nadim Ahmad, 2006.

2 See also, http://www.oecd.org/document/44/0,2340,en_2649 3337719980 1 1 1 1,00.html and
“Understanding Entrepreneurship: Developing Indicafor International Comparisons and Assessmeint’ Davis,
2006.
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not to say that their have never been studiesidnat attempted to measure high-growth enterprisess

a range of countries or within a country. Thereehbeen, see for example, Schreyer (2000), but ishat
being attempted here is the development and adopfionore systematic mechanisms that will allow the
assessment and measurement of high-growth enes@@oss countries and time on an on-going, rather
than ad-hoc basis. The key to doing this is byettsing accepted definitions of high-growth entigs

that are relevant and practicable, in other wardn,be produced by national statistics offices.

History

4. The best known, and perhaps, earliest attemipieatifying high-growth enterprises, albeit as a
spin-off, was David Birch’s work in 1979 that sugtgd that conventional methods used at the time for
determining the contribution of different sized eaprises to employment growth produced misleading
results. Prior to Birch’s work much of the analysss firm growth assumed little if any inter-class
movement of firms (and in so doing implicitly reéwdkcthe ability to identify creative destruction)ai of
these analyses produced estimates of the contiblarge enterprises made to growth in calendar tyea
by generally assuming that the same enterprises laege in year$ andt-1. Because these enterprises
were defined as large on the basis of their sizealendar yeat however, Birch contended that these
analyses produced biased results of employmenttgrdvigh estimates for large enterprises and low fo
small enterprises.

5. Birch instead defined enterprises by their sizss in the base year of his study (the year from
which growth rates were determined). On this bdstsargued that small enterprises were considerably
larger employment creators than had previously lieenght, and that they contributed the majority of
employment growth (82%) in the US during the 197Bewever Birch’s approach is not without
contention, since it is one of two main views ttiaminate the study of the allocations of businetsaize
classes when studying growth.

6. The main alternative to Birch’s approach defiaesenterprise’s size on the basis of its average
size in line with the underlying theory that thdtpm of employment in enterprises fluctuates ramigio
depending on variations in demand and other tranysfactors, around a trend, and so that in eqitiiib

each enterprise has some typical size. Birch’saggbr (see also Kirzner, 1997) reflects a more tariu
system, where the business environment sees cooBnchanges in tastes and technologies say, and
where enterprises continuously adapt to exploitoojpities; adjusting employment in the processsTh
view assumes that there is no equilibrium path tdeavhich businesses converge.

7. Both approaches have their merits, and are yncase a digression of sorts because neither
tackles, nor tries to tackle, the fundamental dbjedeing sought in this paper, namely the isduatmt
exactly a high-growth enterprise is. However, asagnthat a definition of high-growth does existe th
approaches do raise an important issue relatedet@haracteristics of the enterprise: what sizeéhey
tend to be? This is an issue we will return torlate

8. Other studies have however explicitly attempteaneasure high-growth enterprises. Typically
these attempts embrace a convention. For example, International Consortium on Dynamic
Benchmarking of Entrepreneurship, led by FORA, seaech and analysis division under the Danish
Ministry for Economic and Business Affairs, defingigh growth enterprises as all enterprises, lban t
five years old, with more than 15 employees atstiagt of the observation period and that had eiloés
more employees and/or turnover at the end of tiserwhtion period.

9. Part of the rationale behind the 15 employeestold is to avoid introducing biases that
overstress the importance of small enterprisesillistrate, if the humber of employees is takerttas
determinant for growth, an increase of one emplagean enterprise that starts with one employeé wil



reflect 100% growth, whereas an enterprise with &6fployees that takes on an extra 50 has lower
growth. To focus on the former enterprise as beingreater policy and analytical interest thanldtter is
likely to be misguided. On the other hand, focusingrely on the absolute size of employment gains
biases towards large firms.

10. Birch (1987) and Schreyer (2000), attemptedetiuce the size of these biases by weighting
growth by absolute employment gains. High growthemrises were then defined as the 10% of
enterprises who scored highest on this measurboédih useful in interpreting business dynamics iwith
economies, for example the measure provides infioman the most successful enterprises and their
characteristics, such as size and sector, it ifwrhacder to interpret these measures across cesinfvery
country, for example, irrespective of the policigst in place to foster the number of high-growth
enterprises will have a top 10% of growth entegwisThat is not to say, however, that the apprasach
without some merit since it will always be of irgst to understand what makes some companies more
successful than others within a national context blucourse, learning from international best-gicacis
non-trivial with such an approach.

11. Outside of official statistical sources measurk high-growth companies often focus on stock-
market valuations. Although useful indicators thessasures tend to factor in expectations aboutdutu
growth prospects, and are further complicated dpyidiity conditions that differ across markets andeied
businesses. Furthermore, growth rates of listed pammes using these measures usually include
endogenous growth factors such as, mergers, tades-oetc, rather than exogenous (organic growth)
factors, so, are of limited interest to high-growetated studies.

12. Two of the best known measures of high-growiterprises are the Inc.500 and Europe’s 500.
The former provides an indicator of the top 500ngtofirms (with at least a 4 year sales historydhie US
based on turnover growth over a three year pefibd.latter is based on employment growth, also aver
three year period, using the Birch index, whichghés growth by absolute employment gains to reduce
the bias towards smaller firms, and shows the @pEJ and EFTA firms on this basis.

13. A more recent study, Hoffman and Junge (200i@d to create indicators of high growth firms
across a number of OECD countries using privata gaurces, namely Bureau van Dijk (BvD) data. The
approach taken was to define high growth by coneent60% growth in employment and additionally
deflated turnover over a 3 year period). Their ysialraised a number of important issues centréhdo
measurement of growth, for example: How should ren fbe defined? How should the growth of
multinationals be measured? Should there be adigin between organic and other growth? How should
turnover be deflated? Is the coverage of the Bva ttee same across all countries or do the thrdstiot
inclusion differ?

Defining High-Growth Firms

14. The literature points to, in effect, two apmioas. The first targets a certain per cent or nurobe
firms and defines these as high growth. The setweglto define a level of growth above which firoan
be defined as high-growth. Both approaches haventerits. But the second must be seen as preteifbl
the objective is to identify the firms that grow sh@nd the conditions that foster this growth.

15. Determining the threshold however is at theestime trivial and non-trivial. Non-trivial because

it needs to be meaningful, and the absence of muc@mparable information hinders such an approach.
Trivial, because, ultimately, it is about choosaghreshold based on a convention. This is theoagpr
used by Hoffman and Junge, who took 60% growth @vehree year period as their threshold, and
demonstrated that, for employment based growtmadat countries about 1-3% of firms were high growth
The numbers were a couple of percentage pointehighere turnover was the basis, with Korea coming



in significantly higher, possibly reflecting compility problems or perhaps the deflators used. Tedzte
1 below.

High Growth Rates in Selected OECD Countries — Employm  ent and Turnover Bases

Real Average
Turnover Real Employee Average
Country basis Turnover basis Employee
2004 2002-2004 2004 2002-2004

Austria 2.90 3.19 1.14 0.87
Belgium 6.32 6.91 2.25 3.17
Denmark 5.42 5.41 2.35 2.39
Finland 6.53 7.14 2.47 3.03
France 4.87 6.54 2.05 2.63
Germany 2.53 3.18 0.98 0.97
Greece 10.00 10.23

Ireland 29.63 22.48

Italy 5.88 7.00 2.97 5.80
Japan 19.95 20.55 551 5.02
Korea 26.12 31.98 9.67 10.57
Netherlands 1.14 3.29 1.69 2.33
Norway 4.49 5.22 1.39 1.79
Poland 15.07 13.50 1.76 2.89
Portugal 7.14 7.17

Spain 8.46 11.16 3.53 4.23
Sweden 5.31 7.21 2.81 3.63
Switzerland 3.33 8.61 5.56 5.26
United Kingdom 11.13 12.52 5.78 6.50
United States 24.32 27.02 5.00 5.28

Source: Hoffman and Junge, 2006.

16. The key question therefore, once a thresholteisrmined, is whether the basis for measuring
growth should be turnover, employment, some othemetary variable such as value-added or profits or
perhaps a composite type approach that combinelogmgnt and monetary variables. Before considering
the pros and cons of each measure however, isteuttive to consider first how a business showd b
defined.

Defining the Business

17. Central to the issue of high-growth firms is ttefinition of a firm. This matters because in an
increasingly globalised world, firms increasinglgngrate growth in new markets. Firms that choose to
grow by exploiting opportunities in new markets akearly being entrepreneurial but how relevarthis

to domestic policy makers, who are primarily ingtegl in increasing employment and income at home?

18. Furthermore, another important consideratidieats the practicalities of creating measures
based on a firm’'s global growth. National Statsstiostitutes, particularly in OECD countries, hawsy
well developed business registers that define legsigs and measure their employment and outputeon th
basis of activity in the nation state. Although Wwéras recently begun within the EU, mainly, to exel
whether these registers could be linked acrosematates to identify multi-national firms, it witlearly
not be possible to reflect the growth of these diilmother markets such as China and India saychndnie



not currently in scope of this EU focussed studyrébver, much depends on how much autonomy a
parent company decides to give its subsidiary, mngathat in some cases the creation of a new foreig
subsidiary will be treated as growth but in othémsill not. These practical difficulties, quiteids of the
policy arguments, on their own, restrict the patdnfor defining firms on the basis of their global
production network.

19. Countries use a number of different approadbedefining firms, in practice, however, the
definitions boil down to two: the Enterprise ané tstablishment. The decision as to which of the isv
preferable for the measurement of high-growth fifolws the arguments made in Ahmad (2006), which
set out to establish the preferred measure ofmaifirthe context of other business demographyssizgi
such as birth, death and survival rates, and re@rded that enterprises formed the basis of measatem
and, so, will not be repeated here.

Country-Sze Bias

20. However it is important to recognise that definbusinesses on the basis of national frontiers
necessarily introduces a bias in estimates of kgighwth enterprises based on the economic size of a
country. Self-evidently an enterprise that stagisiua large country has greater scope to expattarwi
that country than an enterprise that starts-up small country and that will be more likely to erpaby
creating new enterprises in different countriessuksing open markets the scope for growth on a globa
level by the Enterprise Groups, will however be #sagne, all other things equal, which suggests that
enterprise group growth rates would also be us8iul, as described above, the more limited poliegsu
and practical difficulties rule this approach oat fhiow.

21. The implication of such a bias suggests thegpile its limitations, an approach that focussed o
the top X% of enterprises within an economy may lmtwithout merit. Having said that, whatever the
approach used, be it growth above a thresholdtop &%, there will remain the possibility of a saet
‘bias’ if an enterprise is used as the statistigat, and this needs to be fully understood. A draissing
company for example can't really export its sergjcand can only realistically expand by creating/ ne
establishments (enterprises, in the case where thes located abroad), whereas goods industries and
many other non-personal services can grow by isargaproduction for the export market without
necessarily creating new establishments/enterpriBeis means that there may be ‘biases’ that affect
sectoral comparisons of high-growth enterprise®sacrcountries. It's perhaps more important to note
however that ‘bias’ is used loosely in this senseaose, strictly speaking, there is no bias. licgol
makers are interested in employment provided oereg generated within their own economy then
estimates of high-growth based on the Enterpridimitien provide an accurate measure of these polic
targets.

Organic Growth versus Growth by Acquisition

22. Another important issue concerns the way inctvHirms grow. Firms (Enterprises) can grow
organically or via acquisition. Both are clearly iofport to entrepreneurship studies but businesaas
also grow via mergers, and it is not always posstbl differentiate between acquisitions and mergers
Ideally any measure of growth would attempt to gatese these events separately, the key focus loging
organic growth, with a second indicator focusing amyuisition orientated growth, and lastly growth
through mergers.

Growth Variables

23. The key issue concerns the target for growtbstMstudies use employment or turnover. The
OECD framework on business demography statistiggessed a preference for employment based



measures on largely pragmatic grounds, but, amalgsid policy makers, often view high-growth
enterprises through a turnover, rather than empdoyrprism and it is also fair to say that emplogme
based measures do not also have some limitations.

Turnover

24, Clearly the study of turnover growth is impattdut there are a number of factors which
complicate cross-country and inter-temporal congoas when turnover thresholds are used. Inflason i
the first; which introduces potential biases betwkgh and low inflation countries, between higld dow
inflation periods; and between high and low inBatiproducts; and, so, industries, especially conityod
industries. The second reflects the relationshigvéen turnover and income (profits, value-addedpsc
industrial sectors. A retail enterprise for examgplat shifts its sales from low value productsite same
quantity of higher value products will not necesgancrease profits nor employment, particuladythe
shift is dictated by changes in consumer tastes.

25. Many of the problems related to the use of nraygersariables can of course be ameliorated using
deflated measures but it is important to note tieg is not a complete panacea as price indices,
particularly for services are notoriously susp&bbreover it is important to bear in mind that comies
with considerable dependence on export marketsaldth be susceptible to changes in exchange rates,
requiring a degree of information rarely availabkethe firm level. Deflation of turnover for exarapl
would need to differentiate separately between gaow services sold to the domestic market anathos
sold abroad, since producer price indices typicedlect the average price of a good or servicdedu
one needs to recognise that all price indicesaeftee average price of a product sold by all fisefing

that product, and, so assume that price changasyirparticular firm follow the industry average.aRe
turnover growth in a firm that increases turnowembopting an aggressive pricing policy for exampike

be underestimated if average prices indices fosdutor are used for deflation.

Value-added

26. A key guestion in this context however conceinesnotion, or very meaning, of real growth. Is it
of interest for policy makers to identify and en@me growth in firms that increase real turnover by
cutting prices, if these price-cuts also resulcarresponding declines in current price income and
productivity levels? The consequence of such acpatnay be to increase global competitiveness,
which is a good thing, but, ultimately, policy makevant to identify those companies that are able t
additionally maximise national income. Typicallypdaincreasingly in OECD economies, this is by
encouraging high value-added production, and swit be better to consider value-added as being the
preferred target variable for growth. But with vedadded the issue of deflation remains, and
moreover, the data for value-added at the firmllevaot always readily available across countaied
indeed firms, especially smaller firms. Theoreticaih a national accounts context at least, egbsa
of value-added are arrived at via double-deflati®ut, although theoretically correct for the natibn
accounts and many forms of growth-accounting armlgouble-deflated estimates may not be the
perfect approach when defining high-growth entegwi

27. For example consider a company that uses li®afrinputs with an average price of 10 in year

t to make 10 units of output worth 150, and so eaddded = 500. Now consider it's position in year

t+1, it purchases 200 units of inputs with an agenarice of 11, and sells 20 units of output wd2b,

and so current price value-added has fallen to 80% less in current prices than a year earliet. Bu

constant price (double-deflated) value-added wddge doubled, (as would have constant price
turnover in this example). In constant prices tumpany would be viewed as a high-growth enterprise
but the question must be, should it, if currenc@rvalue-added falls? In this context it may be

preferable, and certainly easier, to consider tefian a different way. Namely, by deflating value



added using a GDP deflator, or even Consumer Rraex, because ultimately the issue is what can
nation states, businesses, entrepreneurs, govers\ntmry with the income they generate. This is a
slightly different approach to that used in conuwaml growth economics, for example productivity
analyses, but reflects more a utility perspectizatrepreneurs and policy makers are, of course,
interested in increasing productivity say but tgflic as part of an overall objective of maximising
current price income and profits; whose value, cameg to earlier years, is best appreciated from a
utility maximising perspective.

28. One thing that deflation cannot overcome howeéhe fact that turnover is a gross concept and
that some sectors, particularly in the distributiodustries, can generate considerable growthrimotter
without any real change in employment or incomeosSrvalue-added is, in this sense, a much better
measure but, as already indicated, suffers fromfabethat not all statistical offices are ableprovide
estimates of gross value-added at the enterprigel: I¢ypically estimates of gross value-added are
generated at the industry level. In the US, CaraathKorea for example estimates of value-addebeat t
firm level are based on the census concept, whigans that expenditures on non-industrial servizes,
which have grown considerably in most developedhegves, are included in value-added. This tends to
negate its use as an indicator of high growth.

29. The way in which a company organises itseti edso present problems, where turnover
measures are concerned. A company for examplelioge to break itself up and charge for exchanfjes o
goods and/or services between the new autonomangaents (enterprises) would result in considerable
turnover growth in the components, despite the tfaat (the organisational structure apart) vetielibad
changed. Although, that said, the measurement @moltould be largely overcome so long as one
recognised the demographic event (break-up) asesatting in the birth of a new enterprise (whisthe
approach advocated in the OECD and Eurostat framkswon business demography indicators). More
problematic however is the case where enterprisdsrmthe same Enterprise Group do not charge, or
charge below market rates, for goods and servicegided to each other in one period (and that also
provide goods and services to consumers outsitteedEnterprise Group) subsequently deciding togshar
market prices for goods and services exchangedeleetwhe Enterprise Group entities; although these
instances are not expected to be particularly togmit.

Empl oyment

30. Employment based measures are less affectedahy of the problems that affect turnover, in
particular those related to price change. But they not in themselves perfect. Ideally the units of
employment, the number of people engaged or numbemployees, would be on a full time equivalent
(FTE) basis but this is unlikely to be practicainbeasure on a consistent basis across firms andrizsy
particularly because in many countries such infeionais not even collected. The key concern with
employment based measures however is that theytéelnel biased against firms that grow through labou
productivity gains, an area of considerable poiitgrest, and, so, there is a danger that indisdiased
exclusively on employment, will lead to decisionk®aes devising policies that have an adverse impact
productivity growth.

Composite Indicators

31. Clearly there are pros and cons with both tenoand employment based measures.
Employment based measures are preferable from étiqada perspective because they are easier to
measure, and, indeed, they are preferable if theypabjective is increasing employment. Turnovaséd
measures are more closely linked to what the emnepr is trying to grow however, and indeed, & th
measure that is closer to what the business contypshiare-holders, venture capitalists etc woulel tos



identify high growth companies and, so, cannotdmoiied. A key question therefore is: Is it possiole
create a composite indicator that marries turnaneremployment concepts?

32. One relatively simple possibility is to takes tbquare root of Employment and Turnover based
indicators (similar to the Fisher price index, whiakes the square root of Paasche and Laspeyoes pr
indices).

33. In other words one could define the target lasnw

Empt+n Trnt+n (|)
Emp  Trn,

is greater than some predetermined threshold (WErpeis employmenirn, is deflated turnover in time
(year) t).

34. This can be decomposed to

Emp,, | Emp, T, _Emp,, [LPr
Emp,, Trn, Emp, L Pr,

t+n
Emp,

whereLPr;is equivalent to labour productivity in year t, dcié.,is equivalent to ‘labour productivity’,
with turnover, rather than output or value-added sayear t+n at year t prices.

Szeissue

35. A feature that dominates almost all studiegrowth in businesses is the fact that small
businesses will necessarily dominate. A compani wite employee for example is much more likely to
double its number of employees than a business 1000 employees for example. As such, indicators
relating to the number of high-growth enterprisgsdally embody a minimum size threshold. The FORA
approach for example takes 15 employees as itshbie: However it needs to be recognised that ¢hgos
an index based on a size threshold might reinféiheetendency for large countries to have a higher
proportion of high-growth enterprises, as mentioakdve, because the larger the threshold the sntiadie
number of companies to choose from.

36. A possible alternative to the size-class tholekls to introduce a varying threshold of growth,
above which an enterprise is deemed to be highifyoamnd that declines the larger the enterprise. Fo
example one might say that enterprises with 1-5l@yees are high growth if they treble employmergrov
a short period of time, whereas enterprises with01dr more employees are high growth if they inseea
employment by 10% over the same period.

37. To some extent this is what the Birch indexsg@éhich is defined as

th

m = (th - Xto)
to
where th and Xto denote size (typically employment) at the end #rel beginning of the

sample period. It can be demonstrated that thisureawhile still dependent on firm size, always
gives rise to a smaller bias towards any size ¢leess either the relative or the absolute measiure o



growth This, of course, needs to be used in combinatiah avsthreshold that takes the top X% of
businesses based on this index, whether the indeg employment or turnover as the growth
variable.

A High Growth Definition

38. The discussion above illustrates that no simgasure is capable of providing all of the answers
The OECD framework on Business Demography Indisatimok a fundamentally pragmatic approach that
took employment as the target measure of growththengrounds that most statistical offices would be
able to produce this indicator, and relatively lyic providing important information, in the absencf
any current information relating to high-growthastacross OECD countries.

39. The approach advocated in the framework wadl&0s to provide information on employment
growth broken down by size class and employee drovands. All enterprises with more than ten
employees were considered in scope, irrespectitieedf age. Many studies focus only on young fibas
these often assume that older firms are not emneprial or are of little interest in its study. €rh
framework took a different view; namely, retainittye reality that older firms can be innovative and
entrepreneurial. An extract of the recommendatiedun this framework is provided below.

The recommended size-class bands are 10-19, 2804249 and 250-499, and 500+, and the
recommended growth bands are 0-10, 10-20, 20-3@03@0-50 and 50+ average annualised growth
over the observation period, where the observgbemod should be no more than, and preferably,
three years; this is partly because the longeoliservation period the greater the difficulty irsering
that businesses are not affected by other demoigravents. In this way high growth enterprises,
broken down by size classes, can be defined bys usdime with the growth bands. It is possible to
consider smaller size bands but it is not cleartvalemefit these would provide. Enterprises wittsles
than 10 employees are not included as to do sodvo@ate an indicator of high growth enterprises
that would potentially be swamped by small entegsi

Ideally, for each size class, the breakdown by ls&@®d should show the percentage of enterprises
in each growth band, as a percentage of all ergegmwith 10 or more employees and the total
working age human population. Further breakdowngrdgérprises by characteristics, such as legal
form and industry are also recommended. The bmakdby industry is particularly important
because in many sectors, for example pharmacesjtipaitential growth of small enterprises is
restricted by development and R&D costs say.

The definition for growth should define enterprisesthe basis of their size class at the beginning
of the observation period and growth must excludeaanges due to other demographic events such
as mergers, take-overs and break-ups. In recognitiat this level of breakdown may present
disclosure problems, a high growth definition, giveelow, should be attempted as a minimum.

All enter prises with average annualised growth in employees greater than 20% per annum, over a
three year period, and with more than 10 employees in the beginning of the observation period, should
be considered as high growth enterprises. These enterprises should be broken down by as detailed a
size class band as possible, legal form and IS C industry, and shown as a percentage of all enterprises
with more than 10 employees at the start of the observation period and as a percentage of the human
working age population..

Understanding the mechanisms that lead to entegpasntracting is also of considerable policy
interest. The study of enterprise failure has Ibagn of interest but is complicated by the diffiguh
obtaining information from entrepreneurs about fihetors that caused failure, since commonly the



information concerning the entrepreneur, such afresd, is related to the enterprise, and so the
entrepreneur is difficult to track. It may be eadimwever to track ‘failing’ enterprises. As such
national statistics institutes should be encourageddditionally record those enterprises, andrthei
characteristics, that reduce employment by more 826 per annum on average over a two year
period.

40. Collection amongst OECD countries has now lesyun on the basis of the simplified position
(all businesses with 10 or more employees withayeiannualised growth of greater than 20% per annum
in the preceding three years).

41. At a recent meeting of the Entrepreneurshijchidrs Project Steering Group (December 2006)
however, members encouraged the OECD to also @msuallecting statistics based on turnover as a
complement to the employment based indicators. fdysest was accepted by the OECD who have now
begun to collect estimates of high-growth basedtiaddlly on turnover, using the same threshold$oas
employment based indicators (10 or more employ2@# per annum annualised growth in the preceding
3 years).

42. The collection of these indicators will improtremendously the current knowledge relating to
high-growth enterprises across OECD countries.&8Buhe discussion above illustrates more can be.don
Certainly it would be useful to investigate whetkie® composite indicator could be produced, at lbgs
some countries. Birch indices of turnover and emmplent (targeting perhaps the top 5% of enterptiizes
any country) would also be extremely useful. Calyathey will ameliorate the country size bias, aud
should be pursued.

Gazelles

43. In practice, high growth businesses will beidgjty young; this is partly a function of the
learning and expansion process that young busiségsieally undergo — grow, to reach some optined s

or die — but it also partly reflects the correlatiiias) between size (small) and growth (highepoéal.
Young high growth businesses are typically refetaeds gazelles in the literature. Gazelles aeffect a
sub-set of high-growth firms, differentiated on thasis of age, and, where the age is fundameraally
question of convention. The OECD framework sets toinvention as 5 years of age, and where the birth
of a firm is consistent with the principles set ontthe OECD framework of business demography
indicators.

Conclusion

44, As illustrated above, a number of options léremnselves to the measurement and cross-country
comparison of high-growth enterprises. Some areerpoaigmatic than others but all tell only part lod t
story. The approach recommended in this paper ésetbre to consider a suite of indicators that
complement each other and so collectively can be ae providing the whole story.

45, In this sense the recommendation is for indrsapf high-growth based on both the employment
and turnover measures described above with a 20%nraim growth threshold. Indeed these indicators
are currently the focus of collection by the OEQ#l & is hoped that preliminary estimates for a ham

of OECD countries will become available during teeirse of 2007.

46. Ideally turnover based measures would be based deflated turnover growth the

recommendation in this paper however is to conditisrextension after indictors based on curreittepr
turnover statistics become available.
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47. The paper also recommends that indicators basdde Birch index are also explored by NSOs
and indeed the composite indicator, and that teselopments be included for further exploratiothwi
the OECD’s feasibility study for accessing microdkdata.
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