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Employment dynamics: small and large
firms over the business cycle

The use of the dynamic-sizing approach to measuring
employment growth by size of firm provides information useful
in the debate on small firm versus large firm job creation

ho creates the most jobs: small

businesses or large businesses?

This subject has been widely dis-

cussed among economists and researchers and
is often a topic of political debates citing the
important role of small businesses in creating
jobs. The small-firm versus large-firm issue
is twofold: do small firms create most of the
new jobs, or is the share of small firms’net job
gains greater than their base share of employ-
ment? Economists argue that the answer de-
pends on which methodology is used." New
statistics from the Business Employment
Dynamics (BED) program of the U.S. Bureau
of Labor Statistics (BLS) provide data with
which to analyze many of the size class meth-
odological issues, and are a valuable data re-
source with which to answer these questions.
In September 2003, the BLS began pub-
lishing the quarterly BED data series. Since
the initial release of the data, the BLS devel-
oped two additions: the BED statistics by in-
dustry (published in May 2004) and statis-
tics by firm size class (published in December
2005). These new series provide much need-
ed quarterly data with which to observe and
understand the dynamics of the job market.
When the quarterly net employment change
is decomposed into gross job gains and gross
job losses, and when gross job gains are fur-
ther divided into business openings and ex-
pansions and gross job losses into business
closings and contractions, the resulting busi-

ness employment statistics reveal the under-
lying dynamics of the job market.

'The latest publication of BED data by firm
size was a challenge for the BLS. Initial re-
search showed that the specific methodolo-
gy used to measure employment changes by
size class from a longitudinal database is im-
portant because alternative methods gener-
ate sharply different results.? The evaluation
of alternative methods led to the selection
of “dynamic sizing” as the Bureau’s employ-
ment sizing method. Dynamic or momen-
tary sizing, as suggested by Per Davidsson,
is based on the allocation of a firm’s employ-
ment gain or loss during a quarter to each
respective size class in which the change oc-
curred.’ The BLS is the first statistical agency
to use this approach in measuring employ-
ment growth by size of firm.

This article analyzes quarterly data on
gross job gains and gross job losses by
size class from the second quarter of 1990
through the third quarter of 2005.* First, the
article briefly explains the concepts, defini-
tions, and record linkage methodology used
by the BLS to generate estimates of these
data. Second, an overview is presented of
the methodological issues that the BLS faced
in selecting the final method for classifica-
tion of firms by size class. Finally, the dis-
cussion focuses on an analysis of the BED
size class time series, with special attention
on the role and contribution of various size
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classes to gross job gains, gross job losses, and net change
in employment over the course of business cycles in the
U.S. economy.

Concepts and methodology

'The BED statistics are based on the idea of “gross job flows,”
a new approach in understanding changes in the job mar-
ket. The concepts of gross job flows emerged through the
use of U.S. business establishments’ microdata.” Research-
ers used data sources such as the Census Bureau’s longi-
tudinal database on manufacturing and State unemploy-
ment insurance files in creating a rich body of literature
on this subject.®

Data on gross job gains and gross job losses reflect ad-
justments made by businesses in reaction to changing
economic events and conditions. The quarterly statistics
on gross job gains and gross job losses are derived from
the BLS Quarterly Census of Employment and Wag-
es (QCEW) program. The QCEW microrecords are linked
across quarters to create a longitudinal history for each es-
tablishment, making up the Longitudinal Database. Re-
cords are matched by their unique identifiers, including
State codes, unemployment insurance numbers, and re-
porting unit numbers. The objective is to link continuous
records and to avoid generating spurious business births
and deaths in the event of situations such as changes of
ownership, mergers, acquisitions, spin-offs, and other cor-
porate restructuring.

Once the tabulation of these data is complete, estab-
lishments can then be aggregated by an employer’s Federal
tax identification number, known as the Employer Identi-
fication Number (EIN), to measure BED data elements by
firm. This article focuses on data elements tabulated at the
firm level.

BED data elements including employment levels and
counts of establishments at opening, expanding, closing
and contracting businesses are constructed from the Lon-
gitudinal Database. During the tabulation process, the
employment reported in the third month of each consec-
utive quarter is used to measure the over-the-quarter em-
ployment change. Gross job gains are equal to the sum of
employment at opening firms and the net change in em-
ployment at expanding firms. Similarly, gross job losses
are the sum of prior quarter employment at currently clos-
ing firms and the net change in employment at contract-
ing firms.” The net employment growth for all firms can
be measured in two ways: the difference between total em-
ployment in the current and previous quarters, or the dif-
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terence between gross job gains and gross job losses in the
current quarter.®

Four size class methodologies under consideration. There
are many ways that firms can be classified into size class-
es for a longitudinal analysis of employment growth. The
BLS considered four specific classification methodolo-
gies: quarterly base-sizing, annual base-sizing, mean-siz-
ing, and dynamic-sizing, and ultimately decided on dy-
namic-sizing as the preferred method. These methods and
the criteria for selection are discussed in a 2006 article by
Shail Butani and others.’

Employment growth is measured as the change in firm
size from quarter to quarter. The dynamic-sizing method-
ology allocates a firm’s quarterly employment gain or loss
to each respective size class in which the change occurred.
Firms are initially assigned to a size class based on their
employment in the previous quarter and over-the-quar-
ter employment changes are distributed to the appropri-
ate size category when that size class threshold has been
crossed. For example, if a firm grows from 3 employees to
13 employees, the growth of 10 would be allocated as fol-
lows: size class 1 to 4 employees would be credited with
the growth of 1 employee (the growth from 3 to 4), size
class 5 to 9 employees would be credited with the growth
of 5 employees (the growth from 4 to 9), and size class 10
to 19 employees would be credited with the growth of 4
employees (the growth from 9 to 13). The methodology of
dynamic-sizing was initially proposed by Per Davidsson
in two research papers in 1996 and 1998.

Dynamic-sizing is based on a measurement process
which assumes continuous linear employment growth or
loss from quarter to quarter, with the growth or loss allo-
cated into the appropriate size class at the moment it oc-
curred. In the example of a firm growing from 3 employ-
ees in June to 13 employees in September, this growth of
10 employees can be linearly modeled as the growth of 1
employee every 9 days (13 weeks from one quarter to the
next quarter, 7 days per week, and 10 employee growth
over these 91 days). If a firm’s employment change could
be measured on a daily basis, and if this employment
change occurred linearly within the quarter, then the sta-
tistics from this measurement process would be equiva-
lent to the statistics from dynamic-sizing with quarterly
point-in-time employment data.

Firm as a unit of analysis. - While the other BED data se-
ries use the establishment as the unit of analysis, the size
class data are based on the firm level. An establishment is
defined as an economic unit that produces goods or ser-



vices, usually at a single physical location, and engages in
one or predominantly one activity. A firm is a business,
either corporate or otherwise, and may consist of one or
more establishments.

'There are valid arguments for choosing either the firm
or the establishment as the unit of analysis for produc-
ing size class tabulations. If employment changes are the
result of decisions made at corporate headquarters, then
the firm is the appropriate unit for analyzing the expan-
sion and contraction of businesses. Conversely, if employ-
ment changes are the result of individual establishment
decisions based upon local labor market conditions, then
the establishment is the appropriate unit to analyze busi-
ness expansions and contractions. The truth obviously lies
somewhere between these two extremes—employment
changes at individual establishments are affected by both
corporate decisions and by local factors. The BLS believes
that firm-level measurement of size classes is more con-
sistent with the role of corporations as the economic deci-
sionmakers than with each individual establishment. The
EIN is the firm-level identifier used to create the BED size
class statistics.

Small businesses and the number of size classes. What is
a small business? Economic literature is full of referenc-
es to small businesses. However, there is not a consensus
among economists as to what constitutes a small business.
Depending on the scope of the research and the availabil-
ity of data, various sizes for small businesses are defined,
analyses made, and policies recommended. The U.S. Small
Business Administration (SBA) defines a small business
for research purposes as an independent business hav-
ing fewer than 500 employees; however, the SBAs Office
of Size Standards also has industry specific definitions of
small businesses for government purposes.' Additional-
ly, there are other national and statewide advocacy groups
in the private sector whose functions are to support and
promote the concerns of very small firms, typically fewer
than five employees.’? These “micro businesses” are less af-
tected by economic downturns and act as “shock absorb-
ers” in the economy.”

'The BED data are based on the nine size classes desig-
nated by the Office of Management and Budget as official
size class standards for use by Federal agencies in indus-
trial and occupational classifications. However, the BLS
also has created two additional size categories to make
analysis more compatible with existing size class conven-
tions: a category of 100 or more employees, and a catego-
ry of 500 or more employees. Data on size classes may be

combined to create broader categories; in the absence of
a single definition for small or large firms, data users are
able to create categories of interest for study.

BED data series: June 1990-September 2005

Frm size class.  From June 1990 to September 2005, the
private sector has experienced gross job gains averaging
6.6 million jobs each quarter. Which size class is respon-
sible for the most gains?

Firms with fewer than 100 employees contributed an
average of 61.4 percent of gross job gains, while firms with
tewer than 500 employees contributed 77.2 percent of to-
tal gross job gains. Over this same period, private sector
average quarterly gross job losses totaled 6.3 million, of
which firms with fewer than 100 employees had a 62.3-
percent share and firms with fewer than 500 employees
had a 77.8-percent share.™ (See table 1.)

Gross job gains and gross job losses combined yield
an average quarterly net gain of 324,000 jobs. Firms with
tewer than 100 employees contributed 45.0 percent of the
average quarterly net growth, while firms with fewer than
500 employees contributed 63.7 percent. These data show
that within this time series, firms with fewer than 500
employees have, on average, contributed the most to net
job gains. The share of these firms in total job creation is
greater than their share of total employment: on average
over this time series, firms with fewer than 500 employees
have contained 56.7 percent of economywide employment
but have contributed 63.7 percent of net employment
gains. (See tables 1 and 2). These numbers are consistent
with the conclusions of many studies.” The larger contri-
bution of small firms to job growth is evident in both net
and gross job gains. This fact coupled with the absence of
the regression-to-the-mean fallacy in the dynamic-sizing
methodology may settle many controversies surrounding
the role of small size businesses in job creation.'

Expansions, openings, contractions, and closings. The data
have shown that, on average, expanding firms have created
about 83 percent of total gross job gains per quarter while
opening firms accounted for the remaining 17 percent.
'The very large firms, those with 1,000 or more employees,
accounted for 21.3 percent of gross job gains from expan-
sions, the highest share among the nine size classes. The
next largest share belonged to size class 20 to 49 employ-
ees, with 15.2 percent of the gross job gains from expan-
sions. These two size groups also had the largest average
quarterly shares of gross job losses from contractions, 20.6
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Table 1. Average quarterly level and percentage share of gross job gains and losses by firm size, second quarter

1990 through third quarter 2005
[Seasonally adjusted]
Size class (number of employees)
Category 1 5 10 20 50 100 250 500 1,000
Total to to to to to to to to to
4 9 19 49 99 249 499 999 more
Level (in thousands)

Gross job gains .......ccccceevenene 6,581 945 761 788 943 602 647 391 319 1,185
At expanding firms............... 5,487 385 586 661 834 554 611 375 309 1,171
At opening firms .................. 1,094 560 175 128 109 48 35 16 10 14

Gross job l0Sses........ccccevennene 6,257 911 740 763 906 574 610 367 298 1,088
At contracting firms.............. 5,181 388 574 638 795 520 566 346 285 1,070
At closing firms ..........c.cc...... 1,076 523 166 125 112 53 44 20 14 19

Net change........cccooviiinennne 324 34 21 25 37 28 37 24 21 97

Share (percent)’

Gross job gains .......ccccceevenene 100.0 14.4 11.6 12.0 14.3 9.1 9.8 5.9 4.8 18.0
Expansions 100.0 7.0 10.7 12.0 15.2 10.1 11.1 6.8 5.6 21.3
OPENINGS ...cveveieiieiiiiiiieine 100.0 51.2 16.0 1.7 9.9 44 3.2 1.4 9 1.3

Gross job l0sses........cccoevennene 100.0 14.6 11.8 12.2 14.5 9.2 9.7 5.9 4.8 17.4
Contractions 100.0 7.5 1.1 12.3 15.3 10.0 10.9 6.7 5.5 20.6
ClOSINGS....evviiiieieiiieaieins 100.0 48.6 15.4 1.7 10.4 5.0 4.1 1.9 1.3 1.7

Net change........cccooviiinennne 100.0 10.5 6.6 7.8 11.3 8.7 11.3 7.4 6.4 29.9

Cumulative share of net
change .....ccovviiiiiiene e — 10.5 171 24.9 36.2 45.0 56.3 63.7 70.1 100.0
"Share measures the percent of the category represented by each firm size class.

percent and 15.3 percent respectively. (See table 1.)
Firm openings and closings occurred mostly in small-
er size classes. In size class 1 to 4 employees, the aver-
age quarterly share of gross job gains from openings was
51.2 percent, and of gross job losses from closings was
48.6 percent. This share, unlike expansions and contrac-
tions, diminishes as firm size increases.
Size class dynamics. 'The distribution of firms among the
nine size classes is a compelling topic. As one would ex-
pect over this time series, the number of firms in each of
the size classes has increased across the board. (See ta-
ble 3.) However, the percent share of firms in each class
has increased for two dissimilar classes: firms with 1 to
4 employees and firms with 250 to 499 employees. Firms
with 1 to 4 employees have represented more than half
of total firms in the private sector. From first quarter
1990 to first quarter 2005, the share of firms in this size
class has grown from 52.6 percent to 54.4 percent. The
share of size class 5 to 9 employees fell the most, from
21.4 percent to 20.3 percent. Size classes 10 to 19, 20 to
49, and 50 to 99 employees fell as well, by 0.4 percent,
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0.2 percent, and 0.1 percent, respectively. While there
were some fluctuations over the business cycle, for firms
in classes 100 to 249, 500 to 999, and 1,000 or more em-
ployees shares were unchanged from their 1990 levels."”
(See table 3.)

When dividing firms into two size categories, 1 to 99
employees and 100 or more employees, the series shows
small 0.1 percent fluctuations, but has held constant over
the last 4 years. Size classes 1 to 499 employees and 500
or more employees show no change in firm share distri-
bution throughout the series.

Even though the count of firms shows only a mod-
est shift, with the addition of about 18 million employees
from 1990 to 2005, the distribution of employees shows
a more pronounced shift among the size classes.

Table 2 presents the distribution of employment by
size class at the end of the first quarter each year from
1990 to 2005. The employment share of firms with 500
or more employees rose from 41.4 percent of total em-
ployment in 1990 to 44.2 percent in 2005. Thus, the share
of employment in firms with fewer than 500 employees

has declined from 58.6 percent in 1990 to 55.8 percent




Table 2. Distribution of employment by size class, March 1990 through March 2005

[Not seasonally adjusted]
Number of employees
March Total,
of private 1 5 10 20 50 100 250 500 1,000 1 100 1 500
year to to to to to to to to to to or to or
4 9 19 49 99 249 499 999 more 99 more 499 more
Level (in thousands)
1990...... 89,278 4,809| 5,951 | 7,255 | 10,354 | 7,870 | 9,593 | 6,461| 5,826 31,158 | 36,239 | 53,038 | 52,293 | 36,985
1991 ... 87,356| 4,827 | 5,895 | 7,108 | 10,007 | 7,514 | 9,152 | 6,087 | 5,685 31,081 | 35,351 | 52,006 | 50,590 | 36,766
1992 ...... 87,024 4,872 | 5914 | 7,094 9,935 7,412 | 9,053 | 6,075| 5,626 31,042 | 35,228 | 51,796 | 50,356 | 36,668
1993...... 88,530 4,963 | 5,995 | 7,171 | 10,048 | 7,532 | 9,265 | 6,221| 5,826 31,510 | 35,709 | 52,821 | 51,195 | 37,335
1994 ...... 91,214| 5,026 | 6,093 | 7,338 | 10,384 | 7,748 | 9,662 | 6,518| 6,021 32,425 36,588 | 54,626 | 52,769 | 38,445
1995 ...... 94,561| 5,099| 6,182 | 7,508 | 10,688 | 8,083 | 10,068 | 6,816| 6,295 33,823 | 37,559 | 57,002 | 54,443 | 40,118
1996 ...... 96,531 5,139 | 6,227 | 7,580 | 10,863 | 8,254 | 10,318 | 7,017 | 6,576 34,558 | 38,062 | 58,469 | 55,397 | 41,134
1997 ...... 99,401 5,221 | 6,304 | 7,718 | 11,124| 8,420 | 10,605 | 7,251| 6,893 35,864 | 38,788 | 60,613 | 56,644 | 42,757
1998...... 102,204| 5,244 | 6,316 | 7,782 | 11,236 | 8,548 | 10,851 | 7,466| 7,146 37,615| 39,127 | 63,078 | 57,443 | 44,761
1999...... 104,637 5,296 | 6,400 | 7,891 | 11,417 | 8,703 | 11,030 | 7,589| 7,351 38,959 | 39,707 | 64,930 | 58,326 | 46,311
2000...... 107,672 5,299 | 6,446 | 8,051 | 11,677 | 8,941 | 11,286 | 7,942 7,557 | 40,473| 40,414 | 67,258 | 59,642 | 48,030
2001 ...... 108,561 5,345 | 6,445 | 8,066 | 11,696 | 8,928 | 11,419 | 7,927| 7,636 | 41,100| 40,480 |68,082 | 59,825| 48,736
2002...... 105,810 5,377 | 6,468 | 8,036 | 11,591 | 8,685 | 11,051 | 7,591| 7,271 39,742 40,156 |65,654 | 58,797 | 47,013
2003...... 105,097 5,459 | 6,506 | 8,055 | 11,520 | 8,618 | 10,955 | 7,509| 7,131 39,345 40,158 | 64,939 | 58,621 46,476
2004 ...... 105,915 5,528 | 6,591 | 8,141 | 11,661 | 8,731 | 11,028 | 7,614 | 7,200 39,421 40,652 | 65,263 | 59,294 | 46,621
2005...... 107,902 5,606 | 6,613 | 8,204 | 11,801 | 8,873 | 11,310 | 7,813| 7,334 | 40,349| 41,096 66,806 | 60,219| 47,683
Share (percent)

1990...... 100.0 5.4 6.7 8.1 11.6 8.8 10.7 7.2 6.5 34.9 40.6 59.4 58.6 41.4
1991 ... 100.0 5.5 6.7 8.1 11.5 8.6 10.5 7.0 6.5 35.6 40.5 59.5 57.9 42.1
1992 ...... 100.0 5.6 6.8 8.2 1.4 8.5 10.4 7.0 6.5 35.7 40.5 59.5 57.9 421
1993...... 100.0 5.6 6.8 8.1 1.4 8.5 10.5 7.0 6.6 35.6 40.3 59.7 57.8 422
1994 ...... 100.0 5.5 6.7 8.0 1.4 8.5 10.6 7.1 6.6 35.5 401 59.9 57.9 421
1995...... 100.0 5.4 6.5 7.9 11.3 8.5 10.6 7.2 6.7 35.8 39.7 60.3 57.6 42.4
1996 ...... 100.0 5.3 6.5 7.9 11.3 8.6 10.7 7.3 6.8 35.8 394 60.6 57.4 42.6
1997 ...... 100.0 5.3 6.3 7.8 11.2 8.5 10.7 7.3 6.9 36.1 39.0 61.0 57.0 43.0
1998 ...... 100.0 5.1 6.2 7.6 11.0 8.4 10.6 7.3 7.0 36.8 38.3 61.7 56.2 43.8
1999...... 100.0 5.1 6.1 7.5 10.9 8.3 10.5 7.3 7.0 37.2 37.9 62.1 55.7 44.3
2000...... 100.0 4.9 6.0 7.5 10.8 8.3 10.5 7.4 7.0 37.6 37.5 62.5 55.4 44.6
2001 ...... 100.0 4.9 5.9 7.4 10.8 8.2 10.5 7.3 7.0 37.9 37.3 62.7 55.1 44.9
2002...... 100.0 5.1 6.1 7.6 11.0 8.2 10.4 7.2 6.9 37.6 38.0 62.0 55.6 44 .4
2003...... 100.0 5.2 6.2 7.7 11.0 8.2 104 7.1 6.8 374 38.2 61.8 55.8 442
2004 ...... 100.0 5.2 6.2 7.7 11.0 8.2 10.4 7.2 6.8 37.2 38.4 61.6 56.0 44.0
2005....... 100.0 5.2 6.1 7.6 10.9 8.2 10.5 7.2 6.8 374 38.1 61.9 55.8 442

in 2005. While shares fluctuate across the time series,
the smallest six size classes show a net decline. Size class
250 to 499 employees has remained steady at 7.2 per-
cent of employment, while size class 500 to 999 employ-
ees has gained 0.3 percent. The largest gain occured in
size class 1,000 or more employees, which has gained 2.5
percent of employment. These trends may demonstrate
that while large firms are gaining a higher share of to-
tal employment, small firms are growing and gradually
shifting to the large size group.

When comparing the change in employment shares
over time, similar results occur when large firms are de-
fined at both the 100 and 500 employee levels. From
first quarter 1990 to first quarter 2005, firms with 500
or more employees experienced an increase of 2.8 per-
centage points in the share of total private employment,
while the change for firms with 100 or more employees
was 2.5 percentage points. The similar changes in em-
ployment shares for both boundaries may suggest that
rapidly growing firms continue their growth and settle in
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Table 3. Distribution of firms by size class, March 1990 through March 2005

[Not seasonally adjusted]

Number of employees

March
of Total, 1 5 10 20 50 100 250 500 1,000 1 100 1 500
year private to to to to to to to to ,or to to or or
4 9 19 49 99 249 499 999 more 99 more 499 more

Level (in thousands)

1990 ...... 4,226.6| 2,222.8| 906.3 | 540.4 | 343.7| 1146 | 63.6 18.8 8.5 7.914,127.9 98.7 | 4,210.2 16.3
1991 ... 4,206.6 | 2,242.0| 898.3 | 530.0 | 3325 | 109.5| 60.6 17.7 8.2 7.8 4,112.3 94.4 |1 4,190.6 16.1
1992 ...... 4,226.3| 2,264.0| 9014 | 5289 | 330.1| 108.0| 60.1 17.7 8.2 7.814,132.5 93.8 | 4,210.3 16.0
1993 ...... 4,300.1| 2,3124| 913.5 | 534.7| 334.0| 1096 614 18.1 8.4 8.0 | 4,204.2 95.9 | 4,283.7 16.4
1994 ... 4377.3| 2,344.6| 927.8 | 547.2| 345.0| 112.7| 641 18.9 8.7 8.314,277.3 | 100.0 | 4,360.3 17.0
1995 ... 4,460.2| 2,383.0| 9409 | 559.6 | 354.8| 117.6| 66.7 19.8 9.1 8.814,355.9 | 104.4| 4,442.3 17.9
199 ...... 4,508.1| 2,408.6| 947.2 | 564.7 | 360.3| 120.2| 684 20.4 9.5 8.914,400.9 | 107.2| 4,489.7 18.4
1997 ...... 4,590.7 | 2,454.3| 959.1 | 5753 | 369.0| 1225| 70.3 21.0 10.0 9.214,480.2| 1104 | 4,571.5 191
1998 ...... 4,621.0| 2,470.0| 960.9 | 579.6 | 3729 | 1243| 718 21.6 10.4 9.64,507.6| 113.4| 4,601.1 19.9
1999 ... 4,685.4| 2,503.6| 973.3 | 587.6| 379.0| 126.6| 729 22.0 10.7 9.814,570.0| 1154 | 4,665.0 20.5

2000...... 4,719.3| 2,504.4| 979.8 | 599.0 3874 | 130.0| 74.7 23.0 11.0 10.1 |1 4,600.5| 118.8 | 4,698.2 211
2001 ...... 4,752.1| 2,535.0| 979.5 | 599.9| 387.9| 130.0| 75.5 23.0 11.1 10.1 14,6324 | 119.7| 4,730.9 21.2

2002...... 4,761.0| 2,652.8| 9835 | 5979 | 384.7| 126.7| 73.1 22.0 10.5 9.8 |4,645.6 | 115.5| 4,740.7 20.3
2003 ...... 4,811.3| 2,599.6| 989.3 | 599.9| 3828 | 1256 | 724 21.8 10.3 9.7 | 4,697.1 114.2 | 47913 20.0
2004 ...... 4,876.5| 2,639.0| 1,002.0 | 605.8| 387.4 | 127.2| 729 221 10.4 9.6 |4,761.5| 115.0| 4,856.4 20.0
2005 ...... 4,942.0| 2,687.1|1,005.7 | 610.4| 391.9| 129.3| 747 22.7 10.6 9.714,8243 | 117.7| 4,921.7 20.3
Share (percent)
1990...... 100.0 52.6 214 12.8 8.1 2.7 1.5 0.4 0.2 0.2 97.7 23 99.6 0.4
1991 ..., 100.0 53.3 214 12.6 7.9 2.6 1.4 4 2 2 97.8 22 99.6 4
1992 ..., 100.0 53.6 21.3 12.5 7.8 2.6 1.4 4 2 2 97.8 2.2 99.6 4
1993 ...... 100.0 53.8 21.2 124 7.8 2.5 1.4 4 2 2 97.8 22 99.6 4
1994 ... 100.0 53.6 21.2 12.5 7.9 2.6 1.5 4 2 2 97.7 23 99.6 4
1995 ... 100.0 53.4 211 12.5 8.0 2.6 1.5 4 2 2 97.7 23 99.6 4
1996 ...... 100.0 53.4 21.0 12.5 8.0 2.7 1.5 5 2 2 97.6 24 99.6 4
1997 ... 100.0 53.5 20.9 12.5 8.0 2.7 1.5 5 2 2 97.6 24 99.6 4
1998 ...... 100.0 53.5 20.8 12.5 8.1 2.7 1.6 5 2 2 97.5 25 99.6 4
1999...... 100.0 53.4 20.8 12.5 8.1 2.7 1.6 5 2 2 97.5 25 99.6 4
2000..... 100.0 53.1 20.8 12.7 8.2 2.8 1.6 5 2 2 97.5 2.5 99.6 4
2001 ..... 100.0 53.3 20.6 12.6 8.2 2.7 1.6 5 2 2 97.5 25 99.6 4
2002..... 100.0 53.6 20.7 12.6 8.1 2.7 1.5 5 2 2 97.6 24 99.6 4
2003 ..... 100.0 54.0 20.6 12.5 8.0 2.6 1.5 5 2 2 97.6 24 99.6 4
2004 ..... 100.0 54.1 20.5 124 7.9 2.6 1.5 5 2 2 97.6 24 99.6 4
2005..... 100.0 54.4 20.3 124 7.9 2.6 1.5 5 2 2 97.6 24 99.6 4

the size class of firms with 500 or more employees. (See  gains at opening firms in all size classes constituted 16.5

table 2.) percent of total gross job gains and 5.6 percent of net
The gradual increase in the relative employment share ~ employment growth. (See table 1.)
of large size firms may be caused by the net effect of sever- Additionally, it is possible that a number of firms that

al factors. While some firms grow large enough over time ~ grow rapidly over time may move into higher size class-
to become members of size class 500 or more employees, ~ es, but may not surpass the 500 employee mark. These
there is a constant addition of employment from open-  growing firms do not affect the employment share of
ing businesses in the smaller size classes. Size classes 1 to  large firms with 500 or more employees. These two fac-
4,5 to 9, and 10 to 19 employees are the only classes to  tors can help to explain the inner workings of this grad-
have generated net gains from openings and closings over ~ ual employment shift.

this time series. In the third quarter of 2005, employment Although the general trend shows an increasing share
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of employment for the larger size classes, this trend may
be halted or temporarily disrupted by the relative shares
of gross job gains and gross job losses in small and large
firms throughout the business cycle. (See tables 2 and 3.)
For example, during the recession of 2001, on average,
large firms, those with 500 or more employees, contrib-
uted 59.1 percent of net job losses; their share of employ-
ment began to drop and continued to do so until 2004. The
employment share of large firms still has not yet reached
its pre-recession level. In contrast, during the 1990-91 re-
cession, small firms, those with fewer than 500 employees,
contributed an overwhelming 80.3 percent of net losses.
As a result, the employment share of large firms remained
unchanged in 1992 and continued to grow slowly until
2001.

Gross job gains and losses and business cycles. Do gross job
gains and gross job losses by firm size have business cycle
properties? To answer this question, we divided the time
series into four distinct periods:

* 1990-1I to 1992-I: the quarters of net job loss
associated with the 1990-91 recession;

* 1992-1I to 2001-I: the recovery and expansion
period after the early 1990-91 recession;

* 2001-II to 2003-II: the quarters of net job loss
associated with the 2001 recession; and

* 2003-1II to 2005-III: the current recovery period.

It employers react similarly during various phases of
the business cycle, regardless of firm size, then the aver-
age quarterly shares of gross job gains and gross job loss-
es would be expected to remain steady across size classes.
Table 4 and chart 1 show that firms of different size class-
es do indeed behave differently throughout these periods.
Moreover, a single class may not exhibit the same behav-
ior during more than one recession or expansion. In fact,
firms with 1 to 499 employees and those with 500 or more
employees have had opposite impacts on the job market
during these two recessions.

Gross job gains for firms with 500 or more employ-
ees reached the prerecession level in the second quarter of
1993, nine quarters after the official end of the 1991 re-
cession and started on an upward trend. These firms con-
tributed, on average, 23.5 percent of gross job gains per
quarter during mid-1990s expansion period. This share
decreased slightly to 22.7 percent during the 2001 reces-
sion, and fell to 22.5 percent during the recovery period.
(See table 4 and chart 1.) As of the third quarter of 2005,
15 quarters after the official end of the 2001 recession,

gross job gains of these firms still have not recovered from
the 2001 recession, where gains still remain significantly
lower than the pre-recession level.

For small firms, those with 1 to 499 employees, gross
job gains reached levels seen before the 1991 recession in
the third quarter of 1993, only one quarter after the large
firms. Again, as with the large firms, gross job gains of
small firms have not yet recovered to pre-2001 levels.

In contrast, the gross job losses of both small and large
firms are currently at a level comparable to historical lows.
For large firms, the average quarterly share of gross job
losses began at 21.9 percent during the 1990s expansion,
and rose to 25.2 percent during the 2001 recession. The
average share of gross job losses has since dropped to 21.5
percent. (See table 4 and chart 1.)

These figures show that the increase in gross job losses
for firms with 500 or more employees contributed greatly
to net job losses during the recent employment contrac-
tion, far more than in the 1990-91 recession. While these
larger firms have contributed significantly to the current
employment expansion, present net gains do not appear to
be attributable to a rise in gross job gains, but rather to a
fall in the level of gross job losses.

Firms with 500 or more employees were responsible for
an average share of 59.1 percent of net jobs lost per quarter
during the 2001 recession and those job-declining quar-
ters immediately following. This is in sharp contrast to the
39.2-percent share of net growth this size group experi-
enced during the expansionary period following the 1990
recession. Firms with fewer than 500 employees contrib-
uted 40.9 percent of the net losses during the latest em-
ployment downturn and 60.8 percent of net job gains dur-
ing the preceding expansion.’ (See table 4 and chart 1.)
This low level of gross job losses combined with middling
levels of gross job gains make the present recovery one of
less job losses rather than one of more job creation.

Recovery and rates of gross job gains and losses. During a
typical economic downturn, employers minimize their
workforce in order to adjust for the lower levels of ag-
gregate demand. When the recession is over and demand
returns to pre-recession levels, laid-oft workers are often
called back to work and job gains activities improve. One
should expect that in the course of the recession gross job
gains fall and gross job losses rise, causing a net loss in to-
tal employment. In the post recession period, if employ-
ees are called back or hiring is resumed in the affected
companies, gross job gains rise and gross job losses fall,
leading to net employment gains.

In the 2001 recession and recovery, this hiring and firing
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IE XMl Average quarterly level and share of net job change and gross job gains and losses during economic

[Seasonally adjusted]

recessions and expansion

Recession, Expansion, Recession, Recovery,
. 1990-11-1992-1 1992-11-2001-1 2001-11-2003-lI 2003-111-2005-111
Size class (number of
employees)
Level Share Level Share Level Share Level Share
(thousands)| (percent) |(thousands) (percent) |(thousands) | (percent) |(thousands)| (percent)
Net job changes
=275 100.00 625 100.00 -467 100.00 442 100.00
-10 3.69 45 7.25 14 -2.98 49 11.43
-21 7.60 36 5.69 -3 0.64 26 5.83
-33 12.16 47 7.46 -16 3.50 33 7.26
-55 19.90 72 11.57 -40 8.52 52 11.29
-40 14.71 58 9.29 —42 8.98 41 8.99
—42 15.12 74 11.82 -57 12.31 51 11.79
-20 715 49 7.77 -46 9.88 35 7.48
-7 2.37 42 6.77 -49 10.50 28 5.65
—48 17.30 202 32.38 -227 48.64 126 30.28
-159 58.06 258 41.26 -87 18.67 201 45.40
-115 41.94 367 58.74 -380 81.33 241 54.60
-221 80.33 380 60.85 -191 40.86 287 64.96
-54 19.67 245 39.15 -276 59.14 155 35.04
6,101 100.00 6,780 100.00 6,352 100.00 6,440 100.00
904 14.81 949 14.00 937 14.75 973 15.12
729 11.95 770 11.36 748 11.78 763 11.85
753 12.34 802 11.83 772 12.16 781 12.12
905 14.84 965 14.24 912 14.36 919 14.26
583 9.56 621 9.16 569 8.96 574 8.92
617 10.11 672 9.91 607 9.56 612 9.50
250t0499.....cccoiiiie. 364 5.97 408 6.02 366 5.76 371 5.77
500 to 999.......... 286 4.68 336 4.95 299 4.71 303 4.71
1,000 or more 959 15.72 1257 18.54 1,141 17.96 1,143 17.75
1t099. i, 3,875 63.51 4,108 60.59 3,939 62.01 4,010 62.27
100 or more.................... 2,227 36.49 2,672 39.41 2,413 37.99 2,430 37.73
110499 i 4,856 79.59 5,188 76.51 4,912 77.32 4,994 77.54
500 or more .........c........ 1,245 20.41 1,593 23.49 1,440 22.68 1,447 22.46
Gross job losses

6376 100.00 6155 100.00 6,819 100.00 5,998 100.00
914 14.34 904 14.69 923 13.54 925 15.42
750 11.77 735 11.94 751 11.02 737 12.29
786 12.33 755 12.27 789 11.57 747 12.46
960 15.06 893 14.51 952 13.96 867 14.45
624 9.78 563 9.15 611 8.96 534 8.90
100 to 249 659 10.33 598 9.71 664 9.74 560 9.34
250 to 499 384 6.02 359 5.84 412 6.04 336 5.61
500 to 999 292 4.58 293 4.76 348 5.1 275 4.59
1,000 or more ................ 1,007 15.79 1055 17.13 1,368 20.06 1,017 16.95
11099 e, 4,034 63.27 3,850 62.55 4,026 59.05 3,810 63.51
100 or more .......ccccueee.. 2,342 36.73 2,305 37.45 2,792 40.95 2,189 36.49
1t0499....ccviiiiiee. 5,077 79.63 4,808 78.10 5,102 74.83 4,707 78.46
500 or more .........ccceeene. 1,299 20.37 1,348 21.90 1,716 25.17 1,292 21.54
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(o, ETy Ml Average quarterly share of net change for firms with 1 to 499 employees and firms with 500
or more employees during the business cycle, 1990-2005

Percent
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regime was not followed. Gross job gains fell at the onset
of the downturn while gross job losses increased dramati-
cally, resulting in a net loss in employment. After the offi-
cial end of the recession during the fourth quarter of 2001,
gross job gains rose for one quarter and then resumed a
downward trend, lasting until the third quarter of 2003.
Gross job losses, however, peaked in the middle of the re-
cession, the third quarter of 2001, returned to pre-reces-
sion levels in the first quarter of 2002, and then continued
to fall until the fourth quarter of 2002. The improvement
in the job market, therefore, was initiated by a slowdown
in the pace of gross job losses, not by a stream of gross job
gains. This phenomenon—the fall of gross job gains rates
and a historically low level of gross job loss rates—is evi-
dent in all size classes and continues up to the third quar-
ter of 2005, the latest quarter for which data were avail-
able.” (See chart 2.) For example, the rate of gross job
gains in firms with 500 or more employees was 3.6 per-
cent in the fourth quarter of 2000, and fell to 3.3 percent
by the third quarter of 2005. Gross job losses however,
tell from 3.3 percent to 2.7 percent over the same peri-
od. Firms with fewer than 500 employees showed similar

changes, with the rate of gross job gains falling from 8.7
percent to 8.3 percent and the rate of gross job losses fa//-
ing from 8.5 percent to 7.8 percent. In both of these size
classes, drops in the rate of gross job losses exceeded de-
clines in the rate of gross job gains, causing a positive net
change in total employment. Therefore the current recov-
ery of the labor market has been mainly the result of de-
creased gross job losses, rather than increased gross job
gains.

In other words, these net employment gains appear to be
predominantly from fewer layoffs, plant closings and other la-
bor force reducing events, and to a lesser extent from greater
business openings and expansions that the economy typi-
cally experiences during an economic recovery.

Additionally, note that the rates of gross job gains of
these two size classes peaked at different points preced-
ing the 2001 recession. (See chart 2.) The rate of gross
job gains in firms with 1 to 499 employees (small firms)
peaked in 2001, while the rate for firms with 500 or more
employees (large firms) peaked far earlier, in 1998. As the
BED size class data series continues over time, it will be
interesting to see if this early reaction of large firms to an
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GELUM Gross job gains and gross job losses as a percent of employment in private sector firms, June
1990-March 2005, seasonally adjusted

Firms with less than 500 employees
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i EL KM Average job allocation rates by firm size, second quarter 1990 through third quarter 2005
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economic downturn constitutes a pattern and if it could  sis of BLS firm size class data:

perhaps be used as a leading indicator of what lies ahead
in the job market.

Job reallocation rate and size of firm. 'The job reallocation
rate is the sum of the rate of gross job gains and the rate
of gross job losses. This figure may be used as a measure
of job turnover, the “churning” beneath the surface of the
job market. Data on job reallocation rates by firm size re-
veal two facts. First, the average job reallocation rates for
each class are inversely related to the size of the firms.
This means the larger firms have lower turnover rates.
(See chart 3.)

Second, job reallocation rates for all size classes are de-
clining. The rates for all size classes have been relatively
flat throughout the 1990s expansion period and are now
on a decline during the current recovery. These low post
recession job reallocation rates stem mainly from a fall in
the rate of gross job losses.

IN SUM, THE FOLLOWING FINDINGS result from analy-

Small firms, those with 1 to 499 employees, create
about 64 percent of new jobs.

The share of growth of small firms is larger than
their base share of employment. This growth, howev-
er, causes small firms to become large, increasing the
employment share of large firms over time.

Firms of different size classes behave differently
throughout the phases of the business cycle. The con-
tribution of large firms to the net job gains during
the current economic recovery appears to have come
from a fall in the level of gross job losses, rather than
increased job creation. The share of gross job gains
for this group has not yet reached its pre-recession
levels.

* 'The bulk of net job losses in the 1991 recession oc-

curred in small firms, while large firms have gener-
ated the majority of job losses during the economic

slowdown of 2001. ]
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