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“As the seventh largest global network of audit, tax and
advisory firms, with member firms in over 100 countries, RSM
is ideally placed to take the pulse of economic well-being in key
markets around the world. In this paper we have looked at new
business creation and destruction – births and deaths – in 35
key global markets. The results make for fascinating reading.”
Jean Stephens CEO, RSM International
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Foreword
by Jean Stephens, CEO, RSM International

Starting with a marked global economic decline from December
2007 onwards, the Great Recession as it has come to be known
has affected the entire world economy. However, there are stark
differences in the degree to which each individual country has
been, and continues to be, affected. While it is true that many
developed economies have struggled to realise sustainable
growth over the last few years, other countries, notably in
Asia, have advanced. The global economy has of course seen
continuous growth, but that growth has been sporadic and
uneven, and the West has acted as a drag on that growth. Where
advanced industrial economies used to be the growth engine,
their ability to create wealth and jobs has been impaired, leaving
emerging markets, led by the BRICS (Brazil, Russia, India, China and South Africa), to
forge ahead.
Business creation is one of the most telling indicators of economic vitality. As the seventh
largest global network of audit, tax and advisory firms, with member firms in over 100
countries, RSM International (RSM) is ideally placed to take the pulse of economic wellbeing in key markets around the world. In this paper we have looked at new business
creation and destruction – or births and deaths – in 35 key global markets. The results
make for fascinating reading.

nations are caught between the Scylla of debt reduction and the Charybdis of needing
to raise taxes to facilitate that process. Both debt reduction and tax rises, however, can
impede entrepreneurship. Reduced public spending has sent many firms which supply the
public sector out of business, while tax rises have eaten into the ability of businesses to
invest and create jobs.
Entrepreneurs in wealthy economies are facing other challenges, not least banks with
balance sheet indigestion still reluctant to fund what they perceive to be ‘risky’ start-ups.
In fact, access to capital may be the single biggest constraint on new business creation in
advanced economies. The dilemma faced by governments - how to repair public finances
and reach a sustainable fiscal position without suffocating entrepreneurship – has vexed
economists. Western banks, bruised from the credit crisis and struggling with bad debts,
are being asked to bolster capital buffers, but enhanced capital requirements inevitably
reduce their capacity to lend to the real economy. This is not an easy conundrum for
governments to solve, but it is clear that the banking crisis has had a long-lasting impact
on the ability of many economies to finance business creation and sustain those enterprises
over the longer term.
We look forward to engaging with you in relation to the content of our research.
Jean Stephens
CEO, RSM International

The challenges faced by the advanced industrial economies are significant and, more than
five years since the financial crisis began, have not been fully overcome. Many developed
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“The process of creative destruction permits the redeployment
of productive resources (labour, capital, technology) tied down
in uncompetitive businesses to new market players better able
to make efficient use of those assets.”
David Bartlett, Economic Advisor to RSM
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Introduction
by David Bartlett, Economic Advisor to RSM

In his classic 1942 book Capitalism, Socialism, and Democracy,
the Austrian economist Joseph Schumpeter1 described the
interplay of business births and deaths as the central feature of
capitalism:
“The opening up of new markets, foreign or domestic, and the

organisational development from the craft shop and factory...
illustrate the same process of industrial mutation–if I may use
that biological term–that incessantly revolutionizes the economic
structure from within, incessantly destroying the old one, incessantly
creating a new one. This process of Creative Destruction is the
essential fact about capitalism.”

In Schumpeter’s view, the “gales of creative destruction” characteristic of modern capitalism
enable the generation of new economic value. As weak companies exit the scene, dynamic
start-ups enter the market with superior products and services. The process of creative
destruction permits the redeployment of productive resources (labour, capital, technology)
tied down in uncompetitive businesses to new market players better able to make efficient
use of those assets.

The destructive element of capitalism does impose certain economic costs: dislocated
workers lacking interchangeable skills encounter problems finding suitable jobs; lenders
and suppliers in the creditor queue write off assets that they cannot recover from bankrupt
companies. But those very same destructive forces release the underperforming assets of
weak market incumbents, stimulating entrepreneurship and new job creation.
Schumpeter’s argument about creative destruction has special resonance in the aftermath
of the Great Recession, which has led to the demise of thousands of companies and
millions of jobs worldwide. In 2013, GDP growth remains tepid and unemployment rates
stubbornly high in many countries, indicating persistent lags in the redeployment of idle
assets. Economic output has not rebounded to pre-recession levels, leaving substantial nonutilized productive capacity four years into the global recovery. But the wrenching economic
downturn of 2008-09 also prompted an expansion of new business formation in a number of
countries, providing grounds for optimism about sustainable growth in coming years.
Against this backdrop, RSM has conducted a comparative study of business births and
deaths. Drawing on data collected by RSM member firms and a wide variety of international
statistical sources, this paper examines global, regional and national trends in the entry and
exit of companies. It reviews the extent to which economies are creating and sustaining new
businesses, identifying what some governments are doing to encourage entrepreneurship,
and comparing the impact of the global financial crisis on business creation across
diverse global economies.

1
Joseph Alois Schumpeter (8 February 1883 – 8 January 1950) was an Austrian American economist and
political scientist. He is widely regarded as one of the most influential economists of the 20th century, cited
by Economist Magazine ( Aug 2012) as ‘the champion of innovation and entrepreneurship whose writing
showed an understanding of the benefits and dangers of business that proved to be far ahead of its time’. The
Economist inaugurated a regular column in his name in September 2009.
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Placing the findings in context

Drivers of Business
Births & Deaths
The laws, regulations, and governance structures of national economies strongly influence
rates of business births and deaths. The World Bank’s widely cited Ease of Doing Business
Index tracks the institutional factors affecting company formation and closure:
Starting a Business: Time, cost, procedures, and minimum paid-in capital needed to start
and operate a business
Getting Credit: Ability of start-up companies to obtain working capital; availability of
credit agencies to evaluate the creditworthiness of entrepreneurial firms; legal rights of
lenders and borrowers
Protecting Investors: Reporting requirements of start-up companies seeking investment
capital; transparency of financial documentation; shareholder rights; protection of minority
investors
Enforcing Contracts: Time, cost, and procedural complexity of commercial lawsuits;
availability of dispute resolution mechanisms; speed and efficiency of judicial processes
Resolving Insolvency: Bankruptcy laws; liquidation procedures; asset recovery
arrangements; company wind up practices
One would anticipate high business ‘churn’ (sum of enterprise births and deaths) in countries
that perform well in the above-cited metrics: Australia, Canada, Hong Kong, New Zealand,
Singapore, United States, United Kingdom, et al. In these countries, the procedures for
starting, registering and funding new businesses are comparatively fast, efficient and
low-cost. Similarly, the legal/regulatory arrangements governing the closure of companies
(particularly the disposition of liquidated assets) are predictable and transparent in those
countries.
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By contrast, one would expect relatively low rates of business births and deaths in developing
countries where the rules and regulations governing company formation and closure are
costly, opaque and time-consuming. This includes countries in Sub-Saharan Africa beset by
authoritarianism and political conflict (e.g. DRC Congo, Zimbabwe), unstable countries in
the Middle East (e.g. Iran, Iraq, Syria) and former Soviet republics where market-friendly
reforms have not taken hold (e.g. Tajikistan, Uzbekistan).
However, RSM’s research indicates that the relationship between institutional structure
and business churn is highly complex. A case in point is the BRICs group of large emerging
markets. Those countries rank low in the World Bank’s Ease of Doing Business Index: China
#91, Russia #112, Brazil #131, India #132. But RSM’s analysis demonstrates that the BRIC
countries have outperformed the advanced industrialised economies in business creation
since the 2007 financial crisis, collectively posting a rate of net company formation nearly
eight times that of the G-7 countries.
The experience of South Africa further illustrates the complicated relationship between
institutional variables and business births/deaths; ranked 39th, South Africa (which was
admitted to the BRICS group in 2012) well outperforms Brazil, Russia, India, and China
in the World Bank’s Ease of Doing Business Index and ranks as a global leader in certain
institutional indices (e.g., investor protection). But RSM’s study finds that South Africa lags
behind the other BRICS countries in business formation, indeed posting a net company loss
in RSM’s registry of active companies in 2007-11.

Placing the findings in context

The advanced industrialised countries of North America, Western Europe and Developed
Asia generally perform well in the World Bank index. But there are important exceptions in
the developed economy group. For example, Italy ranks 84th in ‘Starting a Business’, 104th
in ‘Getting Credit’, and 160th in ‘Enforcing Contracts’. These institutional features lead
one to hypothesise that rates of business births and deaths in Italy would lag behind other
developed economies where the laws and regulations governing enterprise formation/closure
are more market-friendly.
RSM’s comparative study supports that hypothesis: Between 2007 and 2011, Italy exhibited
slower growth of net business formation than other advanced industrialised countries in the
sample, including Australia, Belgium, Canada, France, Germany, Netherlands, U.K. and
the U.S.

This hypothesis finds additional support in scholarly research on business births and deaths
in the European Union, which despite a supranational push for regulatory harmonisation
exhibits major differences between member states. One study examines the business
demography of micro-enterprises in Italy, Portugal, Spain and the U.K2. The authors
report the highest rates of enterprise births and deaths in the U.K., where formal market
institutions facilitate the entry and exit of companies. Italy registers the lowest level of
business churn, illustrating the dominance of informal familial and community relations
that often trump market forces in that country. On the company birth side, prospective
market entrants that lack deep connections with local business networks encounter high
barriers to entry in Italy. On the company death side, weak market incumbents that would
likely fail in the United Kingdom survive in Italy thanks to their embeddedness in supportive
local networks. Portugal and Spain rank between Italy and the U.K. in business churn rates,
reflecting the uneasy mixture of impersonal market forces and communal/familial relations
in those Southern European countries.

“RSM International’s research indicates that
the relationship between institutional structure
and business churn is highly complex.”

2
Pradip Biswas and Alberto Baptista, “Institutions and Micro-Enterprises Demography: A Study of
Selected EU Countries, Journal of Small Business and Entrepreneurship, 25.3, 2012
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Placing the findings in context

Economic Impact of
Business Churn
In the Schumpeterian model of market capitalism, high rates of business churn generate
manifest benefits to national economies, including, heightened competitiveness, increased
GDP growth and accelerated job creation.
However, the empirical evidence demonstrating these economic benefits is ambiguous.
The lack of strong empirical support of Schumpeter’s creative destruction reflects (1) the
lack of longitudinal, harmonised cross-country data on enterprise births and deaths, and
(2) difficulties establishing firm causal links between company births/deaths and economic
performance on the basis of simple statistical correlations. Delays in national statistical
reporting (typically published 12-18 months after year’s end) also frustrate analysis of the
economic impact of business churn.
The empirical connection between business churn and national economic competitiveness
is suggestive but not conclusive. The list of countries that rank high on the business churnrelated indicators of World Bank’s Ease of Doing Business Index closely correlate with
the World Economic Forum’s list of the world’s most competitive economies. A number of
countries that rank at the top of the World Bank’s “Starting a Business” are also leaders in
the WEF’s global competitiveness ranking (Singapore, U.S., U.K., Hong Kong).
There are some anomalies in the correlation: Germany, which ranks as the world’s 6th most
competitive economy, scores 106th in the “Starting a Business” list. Japan, ranked as the
world’s 10th most competitive economy, registers 114th on the “Starting a Business” list.
Those two cases demonstrate that economies may achieve high levels of competitiveness
despite institutional structures (Germany’s social market economy, Japan’s statist economy)
that diverge from the Anglo-American model.

Scholars have identified statistical correlations between business churn and GDP growth, but
have not established a firm causal relationship between those variables. For example, a study
of business demography in Ireland found no clear link between new business formation
and economic growth in 1994-2004, when the ‘Celtic Tiger’ was Europe’s fastest growing
economy3. In Ireland’s case, large inflows of foreign direct investment (including major
investments by leading American, British and Japanese multinational corporations) arguably
made a greater contribution to Irish GDP growth than new enterprise formation.
The relationship between business births and job creation is highly complex. One important
study4 identified a ‘wave’ pattern in the employment effects of new business formation: job
creation increases in the first year of business start-ups, as new market entrants hire workers.
But employment falls in years 2-5, as many businesses that were started in year one fail amid
low survival rates of entrepreneurial firms. Reinforcing the direct job losses resulting from
the closure of business start-ups, the displacement of incumbent firms by surviving start-ups
generates indirect negative effects on the labour market. Positive employment effects do not
appear until years 6-10, as surviving companies started in year one gain market share and
expand their operations.
This wave phenomenon suggests that governments can maximise the employment benefits
of new business formation through interventions to counteract problems (e.g., cash flow and
financing) that often arise in years 2-5.

3
Michael Anyadike-Danes, Mark Hart, and Helena Lenihan, “New Business Formation in a Rapidly
Growing Economy: The Irish Experience”, Small Business Economy, 36, 2012

Michael Fritsch and Florian Noseleit, “Investigating the Anatomy of the Employment Effect of New
Business Formation”, Cambridge Journal of Economics, 37, 2013

4
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Placing the findings in context

A 2008 study by the Kaufmann Foundation provides additional insights on the economic
impact of business churn. That study found that new enterprises play an outsized role in the
labour market, accounting for about one-third of net employment turnover. New companies
that survive beyond initial entry display high rates of employment growth. But recently
formed companies also display a lower survival rate than established companies, and thus a
relatively high rate of job destruction as they exit the market.
The Kaufmann report also shows that new businesses make a significant contribution to
productivity growth, which economists regard as the foremost driver of national economic
performance. The productivity benefits of new business formation are particularly evident
with young enterprises that survive after their initial entry. Newly formed companies that
manage to traverse the ‘valley of death’ that dooms many entrepreneurial firms owe their
survival to strong competitive assets (technology and human capital) that spur productivity
gains. Young survivors display higher productivity growth than incumbents during the initial
years after formation. Furthermore, their productivity advantages over mature companies
increase over time, demonstrating the ability of new businesses to reallocate productive
resources and boost national economic competitiveness5.

“New businesses make a significant
contribution to productivity growth, which
economists regard as the foremost driver of
national economic performance.”

In brief, while business churn imposes high short-term costs on dislocated workers, it also
generates long-term economic benefits by facilitating the redeployment of productive assets
from weak market incumbents to dynamic entrepreneurial start-ups.

5
Steven Davis, John Haltiwanger, and Ron Jarmin, “Turmoil and Growth: Young Businesses,
Economic Churning, and Productivity Gains”, Kaufmann Foundation, June 2008
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The findings in detail

Global Trends in
Business Demography
RSM’s comparative data set highlights recent global trends in business demography. By
tracking enterprise births and deaths during the period preceding and following the Great
Recession, this data provides important insights on how companies worldwide responded to
the deepest economic downturn since the 1930s.
Figure 1 reports changes in the active company registries of select countries between 2007
and 2011. These registries reflect the net effects of company entries and exits, and thus serve
as an indicator of business formation in the selected countries. The findings are illuminating:
• The G-7 countries (Canada, France, Germany, Italy, Japan, U.K., U.S.) experienced a
net addition of just 846,000 companies in 2007-11 for a compound annual growth rate
of 0.8 percent. Within that group, France posted the strongest growth of net enterprise
formation (CAGR 4.5 percent).
• During the same period, the BRICS (Brazil, Russia, India, China, South Africa) generated
a net addition of 4.8 million companies for a CAGR of 6.4 percent. China led that group
with an increase of 2.9 million companies (CAGR 6.8 percent). South Africa (which
formally entered BRICS in 2012 but whose active registry numbers are reported for the
whole period) is the laggard of the group, incurring a net loss of 138,000 enterprises.
• ‘Other Emerging Markets’ reported strong rates of net business formation: Hong Kong 9.9
percent, Mexico 6.6 percent, Ukraine 5.2 percent with Hong Kong leading the table of 35
countries (Appendix 1).
• Like the G-7 group, the ‘Other Developed’ countries experienced modest rates of net
business formation during the period in question (CAGR 1.8 percent). But several
advanced industrialized countries outperformed the group: Switzerland 6.8 percent,
Netherlands 5.2 percent, Singapore 4.4 percent, New Zealand 4.4 percent.
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“Since 2007, the BRIC countries have outperformed
the advanced industrialised economies in business
creation, posting a rate of net company formation
nearly eight times that of the G-7”

The results of RSM’s active company register analysis mirror the broader trajectory of the
world economy since 2007, with the robust emerging markets exhibiting higher rates of net
business formation than the slow growing developed economies of Europe, Developed Asia,
and North America.

Figure 1

Business Formation in the World Economy

Active Company Register, Selected Countries, 2007-11 (Thousands of Companies)
30,000

CAGR
2007-11

G-7 Countries

25,000

BRICS

Figure 1

20,000
15,000

Other Emerging
Markets

2.8%

10,000
5,000
2007

Exhibit 1

0.8%
6.4%

Other Developed
Economies
2008

2009

2010

1.8%

2011
Source: RSM International Research

Change in number of active enterprises (in 000s), 2007-11

0.7%
63,000

0.7%
63,000

0.6%

5.8%

75,000

920,000

4.5%

-0.1%

562,000
0.3%

0%

95,000

3,000

-15,000

6.9%
2,931,000

4.7%
152,000

5.2%

-3.8%

993,000

-138,000

Key
Compound annual growth rate

Net business increase

BRICS countries

G7 countries
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“RSM’s research lends empirical weight
to the proliferation of zombie companies
in Great Britain.”

Figure 2 reports total business births and deaths in a select group of countries in 200710. The data indicates a sharp increase in business churn in 2007-08, when enterprise
deaths increased by 17.9 percent and births by 20.1 percent. The rate of business births in
this sample declined in 2009-10, converging toward pre-recession levels. The trajectory of
business deaths stabilised during that period, albeit at a higher rate than the pre-recession
period. Preliminary data for 2011-12 suggest a continuation of this general pattern, as
enterprise births have eclipsed deaths to produce a net positive business formation.
The aggregate trends shown in Exhibit 2 indicate the following dynamics:

• Start-ups also encountered difficulties securing equity financing, reflecting the increased
risk aversion of venture capitalists and angel investors in the post-Lehman period. The
rate of business deaths meanwhile stabilised above pre-recession levels, as the weak
global recovery (and the virtual cessation of growth in the European Union) prompted
the continuing exit of incumbents and the closure of cash-starved start-up companies
launched in 2007-08.

• Business churn spiked in 2007-08, as the breadth and severity of the global downturn
became apparent and many incumbent enterprises floundered.

4,250

• Business births surged during this period, reflecting (1) the creation of new companies
by business professionals involuntarily terminated by incumbent enterprises reeling
under the impact of the recession, and (2) a quickening of new company formation by
entrepreneurs seizing the opportunities presented by the global market disruption.

4,000

• That development illustrates the entrepreneurial energy unleashed in economic
downturns, when market dislocations embolden nimble start-up companies to exploit
openings left by weak incumbents (“finding the upside in the downside”).
• Growth of new company formation dropped in 2009 and then leveled off in 2010, 2011,
and 2012. That pattern demonstrates the fallout of the global credit squeeze following the
September 2008 collapse of Lehman Brothers, which hindered start-up companies from
obtaining bank loans.

Total Business Births and Deaths

Exhibit
Figure22

Selected Countries*, 2007-10 (Thousands)
4,129,000

3,750
3,500

3,588,000

Figure 2

3,437,000

3,660,000
3,689,000

3,248,000
3,044,000
2008

* Brazil, Czech Republic, Germany, Greece, Hong Kong, India, Italy, Japan,
Netherlands, Poland, Russia, Sweden, United Kingdom, United States, Turkey
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Business Deaths

3,319,000

3,250
3,000
2007

Business Births

2009

2010
Source: RSM International Research

The findings in detail

“Brazil ranks second to the U.S. in overall
business churn, with company births
surpassing business deaths by a greater
margin than any other country in the data set.”

-264 Net Company Formation

Business Births
Business Deaths

3,000
+1,569

+45

-20

* “Business Births” are defined as the number of new enterprises added to the
business registry between 2007 and 2010. “Business Deaths” are defined as the
number of enterprises removed from the business registry during this period.

Japan
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0

Italy

500

+303

+198 +243

+54

+148

-48

+156
Turkey

-64

1,000

Sweden

Figure 3
India

+237

1,500

Greece

-170

Hong Kong

+57

Czech Republic

2,000

Netherlands

2,500

Poland

•E
 merging markets registered net positive company formation: Brazil, Poland, Czech
Republic, Hong Kong, India, Turkey. An exception is the Russian Federation, which
incurred a net loss reflecting that country’s vulnerability to shifts in oil and gas prices
amid the global downturn.

3,500

Business Demography

Company Births and Deaths*, Selected Countries (Thousands, 2007-10)

Russia

• I n the U.K. case, RSM’s research lends empirical weight to recent press coverage of
zombie companies in Great Britain. The zombie phenomenon describes the proliferation
of struggling, highly indebted companies that generate just enough positive cash flow to
service interest payments on bank loans. Low interest rates enable these marginal British
enterprises to remain technically solvent, underscoring their vulnerability to potential
hikes in interest rates.

Figure 3
Exhibit 3

Germany

•T
 he U.S. and other developed economies (Italy, Japan, Sweden) posted net losses in
business formation during this period. But some advanced industrialised countries
reported gains in net company formation: Germany, Netherlands, U.K. These contrasting
results are noteworthy insofar as all of the developed economies faced slow growth and
strong economic headwinds during the post-2007 period.

Brazil

•T
 he U.S experienced the highest aggregate business churn across the pre- and postrecession period, befitting its status as the world’s largest economy with an institutional
structure conducive to company entries and exits.

• Brazil ranks second to the U.S. in overall business churn, with company births surpassing
business deaths by a greater margin than any other country in the data set. That
development shows the growing dynamism of a country that possesses a diversified
economic base (agriculture, manufacturing, services) and that has enacted marketfriendly reforms to promote new business formation.

U.S.

Figure 3 shows country-level trends in business births and deaths in 2007-10:

Source: RSM International Research
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“France registers the highest growth of
new company formation in the group.”

Figure 4 reports compound annual growth rates of new company formation in a select group
of countries between 2007 and 2011. The findings are illuminating:
• France registers the highest growth of new company formation in the group. This result is
surprising given the widely held view of France as an over regulated economy with a rigid
labour market (see elaboration below).
• Japan (like France, a country long noted for its dirigiste approach to market regulation)
also reports a higher rate of new business formation than other developed economies.
• Despite its reputation for entrepreneurship, the United States displays a comparatively
low rate of new business formation during this period.
• RSM’s research confirms the increasing economic dynamism of emerging markets, several
of which (Poland, Brazil, Hong Kong, Czech Republic, India) exhibit stronger growth of
business start-ups than developed economies like Germany, U.S and the U.K.
• An exception is Turkey, which reports the lowest new company formation growth rate in
the data set despite its standing as Europe’s fastest growing economy during the postrecession period. Turkey’s weak performance in business start-ups suggests persistent
institutional and cultural barriers to entrepreneurship in that country.

Figure 4
New Company Formation
Business Births, CAGR 2007 - 11
France

65.4%

Austria

49.0%

Japan

58.6%

Germany

49.0%

Poland

55.3%

Bulgaria

47.4%

Brazil

54.0%

Russia

47.2%

Hong Kong

53.9%

Portugal

46.7%

Czech Republic

53.4%

United States

46.2%

Albania

53.1%

United Kingdom

46.1%

Singapore

51.6%

Norway

43.4%

India

51.5%

Greece

42.0%

Taiwan

51.3%

Croatia

41.4%

Tunisia

50.8%

Ukraine

41.2%

Netherlands

50.2%

Ireland

41.0%

Belgium

49.2%

New Zealand

38.8%

Sweden

49.2%

Turkey

30.3%
Source: RSM International Research
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Entrepreneur: A french word

Among the G7 group of developed countries, France posted the largest increase in the total
number of active enterprises over the last five years – an increase of 562,000, representing
a 19.1 per cent increase, or 4.5 per cent expressed as a compound annual growth rate. This
result is surprising in view of the fact that other G7 countries (Australia, Canada, Germany,
U.S.), have registered stronger GDP growth rates than France.
To bolster the country’s flagging economic competitiveness the French government has
taken important steps to spur new business creation. In 2009, the government launched a
programme for small businesses called “Auto Entrepreneur” that prompted a surge in startups. Auto Entrepreneurs are micro businesses with turnovers under €80,000 for industrial
enterprises and under €32,000 for services. The scheme simplifies and reduces the tax
liabilities of small businesses, enabling Auto Entrepreneurs to avoid many of the heavy social
charges levied on employers in France.

“The Auto Entrepreneur scheme is widely
credited for stimulating new business growth and
invigorating French entrepreneurs.”

The success of the Auto Entrepreneur scheme measured by new business growth inspired
the French government to introduce a 2 year limit and lower income thresholds in order
to harmonise the tax treatment of small companies. While critics argue that the Auto
Entrepreneur programme has merely created a tax haven for the self-employed, the
scheme is widely credited for stimulating new business growth and invigorating French
entrepreneurs.
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National-Level Dynamics:
A detailed comparison of
Australia, U.K. and U.S.
The national statistical offices of Australia, U.K., and the U.S. provide unusually detailed
information on business births and deaths disaggregated by industry. Drawing on those data
sets, the following paragraphs examines the business demographics of three major developed
economies.

• Similarly, information and communications show high business churn rates, reflecting the
comparative dynamism of that technology-intensive industry. High business churn levels
appear in other industries with low entry barriers and high attrition, notably construction
and transportation/warehousing.

Figure 5 provides a side-by-side comparison of 2011 business births and deaths in Australia,
U.K., and U.S. across selected industries. To summarise the key findings of this analysis:

• Australia reports higher levels of business churn in education, retail trade, wholesale trade
than the U.K. and U.S., an interesting finding that indicates distinctive structural and
competitive features in those Australian industries.

• Australia registers higher overall rates of business births and deaths (13.5 percent and 13.1
percent respectively) than the U.K (11.2 percent and 9.8 percent). This reflects the former
country’s stronger GDP growth (1.8 percent in 2008-12 versus 0.8 percent). Total business
birth/death rates in the U.S. fall between those of Australia and the U.K. (11.4 and 10.9
percent).
• Manufacturing displays the lowest rates of business churn in all three countries,
notwithstanding the Great Recession’s presumed impact on the manufacturing sectors of
high-cost developed economies. Within this group, the U.S. exhibits the lowest rates of
manufacturing-related business births and deaths, a surprising finding given the common
view of American manufacturing as a high-churn sector.
• On the other end of the spectrum, hospitality and food services exhibit relatively high
rates of business births and deaths, in all three countries, but particularly in Australia and
U.K. That result is unsurprising given the low barriers to entry and high attrition rates of
restaurants and related commercial establishments in that category.
• Professional and technical services also display comparatively high birth/death rates in
the three countries, illustrating the low barriers to entry and high attrition levels of small
professional service firms (consulting, accounting, law, et al) comprising that category.

16 | The Road to Recovery

• Health care shows a lower rate of business churn than most other industries in Australia
and the U.K. That patterns holds in the U.S. despite the industry shifts precipitated by the
Obama Administration’s national health care reform.
• Financial services shows intermediate rates of business churn, with the U.S. reporting the
lowest rates of financial service-related business births/deaths in the RSM data set. That
finding indicates that the industry turmoil that shook American banking in 2007-10 had
largely dissipated by 2011.

The findings in detail

“Australia registers higher overall rates of
business births and deaths than the UK and US.”

Figure 5
Business Demography by Industry: Australia, U.K., U.S.
Rates of Enterprise Births and Deaths, Selected Industries (2011, Percent)
Australia

United Kingdom

United States

Industry

Births

Deaths

Births

Deaths

Births

Deaths

Construction

15.3%

14.7%

9.5%

11.1%

12.6%

15.7%

Education

15.8%

14.1%

9.4%

8.7%

8.2%

7.7%

Financial Services

13.8%

11.5%

10.2%

11.5%

8.9%

10.3%

Health Care

11.9%

8.2%

8.2%

6.4%

8.2%

7.7%

Hospitality / Food Services

18.3%

16.0%

12.1%

11.3%

9.5%

9.8%

Information / Communications

16.3%

14.8%

14.8%

9.8%

11.6%

13.4%

Manufacturing

10.3%

11.6%

8.2%

8.5%

5.8%

7.5%

Mining

13.7%

11.1%

N.A.

N.A.

10.9%

10.9%

Professional / Technical Services 15.2%

13.2%

14.3%

9.6%

13.6%

13.7%

Retail Trade

14.9%

14.6%

10.5%

9.7%

6.8%

8.0%

Transportation / Warehousing

13.7%

15.7%

10.4%

10.6%

12.5%

11.9%

Wholesale Trade

13.5%

12.8%

8.7%

9.0%

9.6%

11.1%

“Manufacturing displays the lowest rates of
business churn in all three countries.”
“Hospitality and food services exhibit relatively
high rates of business births and deaths in all
three countries”

Sources: Australia Bureau of Statistics, "Counts of Australia Businesses, Including Entries and Exits", May 2013; UK
Office for National Statistics, "Business Demography 2011", December 2012; U.S. Bureau of Labor Statistics, Business
Employment Dynamics, 2013
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The findings in detail

Figure 6 reports the three-year survival rate of Australian, British, and American companies
born in 2008. The survival rate of new enterprises is a critical metric that is influenced by a
number of factors:
• The quality and persistence of new company management
• The capacity of newly formed enterprises to secure debt and/or equity financing
• The success of entrepreneurial founders in recruiting seasoned professional managers
• The ability of new market entrants to establish a competitive differentiation
• The competitive responses of larger and better capitalised market incumbents
RSM’s research reveals a higher overall survival rate for new companies in the U.S. than in
Australia and the U.K. Three-year survival rates in the U.S. surpass those of Australia and
U.K. in six of the eight industries included in the sample: education, health care, hospitality/
food services, professional/technical services, retail trade, and transportation/warehousing.
The high survival rate of newly formed companies in the U.S. reflects the comparatively
robust recovery of the U.S. after 2009, especially compared with a U.K. economy that has
teetered on a double dip recession.
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Echoing the previous discussion of business churn, health care displays a higher survival
rate (approaching 80 percent in the U.S.) than other industries in the three countries. That
result indicates (1) heightened demand for specialised health care services provided by small
start-up companies, and (2) increased competition in the health care sectors of advanced
industrialised countries that opens growth opportunities for start-ups offering a compelling
value proposition to patients.
The new company survival rate is lowest in the U.K.’s professional and technical services
industry (40 percent of firms launched in 2008), demonstrating the inability of many
professional service firms in that country to generate sustained cash flow in a weak national
economy.
Other industries shown in Figure 6 (construction, education, health care, hospitality and
food services, mining, retail trade) report three-year survival rates between 40 and 80
percent. The wide range of new company survival rates in the RSM sample underscores the
differing competitive dynamics of key industries in the advanced industrialised countries.

The findings in detail

Figure 6

Exhibit 6
New Company Survival: Australia, U.K., U.S.
3-Year Survival Rates of Enterprises Born in 2008, Selected Industries (Percent)
Australia

United Kingdom

United States

“Health care displays a higher survival rate than
other industries in the three countries.”

Construction
Education

Figure 6

Health Care

“RSM’s research reveals a higher overall survival
rate for new companies in the U.S. than in
Australia and the U.K.”

“New company survival rate is lowest in the U.K.’s
professional and technical services industry.”

Hospitality & Food Services
Mining
Professional & Technical Services
Retail Trade

100

80

60

40

20

0

Transportation & Warehousing

Sources: Australian Bureau of Statistics, “Counts of Australian Businesses, Including Entries and Exits”, May 2013; UK Office for
National Statistics, “Business Demography 2011”, December 2012; U.S. Bureau of Labor Statistics, Business Employment Dynamics, 2013
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Conclusions of the RSM study

Amid a global financial crisis and recession of historic proportions, entrepreneurs around
the world have launched new companies in a wide range of industries. A number of these
start-up companies did not survive the post-recession period, as continuing limits on growth
capital and a weak global recovery forced the closure of newly formed enterprises. But the
surviving start-ups provide a foundation for economic growth in coming years; the new
enterprises that managed to withstand the recent economic and financial headwinds are
the ones possessing the competitive assets (skilled managers, strong technology, superior
products and services) requisite for sustained growth.
• This survey of enterprises births and deaths offers valuable insights on the international
business environment of the post-recession era:
• Despite a challenging economic environment, new business formation continues to grow
in a number of advanced industrialised countries, including statist economies like France
and Japan commonly seen as inhospitable to entrepreneurs. The French model has been
heavily influenced by initiatives such as the Auto Entrepreneur program.
• RSM’s investigation of business births/deaths reveals a significant performance gap
between developed and emerging markets, with the BRICS countries outpacing the G-7
economies in net business formation after 2007. That result echoes broader trends in the
world economy, as emerging markets display increasing dynamism amid slow growth in
the advanced industrialised countries.
• RSM’s research shows important differences within the emerging market group. For
example, South Africa lags behind the other BRICS countries in net business formation
despite its more sophisticated legal/institutional structure.
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• The rich databases of Australia, U.K. and U.S. permit a close comparative analysis of
business demography in three major developed economies. Despite broadly similar
institutional structures, those countries exhibit major differences in business deaths,
births and company survival rates. Australia displays the highest level of business churn
in the post-2007 period and the U.K. the lowest, with the U.S. occupying an intermediate
position.
• RSM’s research also reveals business demography trends in key industries. Variations in
enterprise birth, death, and survival rates illustrate the distinctive competitive dynamics
of manufacturing, professional services, health care, and other industries.
It is hoped this research will make an important contribution to the publically available
literature on business births and deaths, providing useful information to market incumbents,
entrepreneurs and professional service providers active in the formation and closure of
businesses.

Four years into the global recovery, GDP growth remains weak and
unemployment rates high in many countries, indicating persistent lags
in the redeployment of idle assets. But RSM's investigation reveals
that the economic downturn of 2008-09 also stimulated new business
formation, providing grounds for optimism about sustainable growth.
David Bartlett, Economic Advisor to RSM
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Methodology, Sources &
Appendix
This paper is based on business demography data collected by RSM International member
firms in 35 countries. The database draws on information from national statistical offices on
active company registers, new business births, and company deaths between 2007 and 2011.

The tri-country analysis of Australia, U.K. and the U.S. draws on business demography data
(disaggregated to the industry level) obtained from the Australian Bureau of Statistics, the
U.K. Office for National Statistics, and the U.S. Bureau of Labor Statistics.

Yearly changes in the company registers permit calculation of net business formation in
the sampled countries. Yearly increments of new company births and deaths enable a
comparative analysis of business churn trends within and between the developed economy
and emerging market groups. Data collected has also been cross referenced against other
publically available research and analysis including the Eurostat Business Demography
Indicators and the OECD Structural and Demographic Business Statistics.

RSM acknowledges that differences in national statistical reporting methods hinder use of
fully standardised statistics for country-country comparisons. Against that qualification,
RSM has a high level of confidence in the findings and conclusions of this study.
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appointments at Vanderbilt University (U.S.), Yerevan State University (Armenia), and
University of World Economy and Diplomacy (Uzbekistan). Recepient of a Fulbright
Scholarship, Salzsburg Seminar Fellowship, and other scholarly awards. Ph.D. and B.A. from
the University of California; M.A. from the University of Chicago.
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Appendix

Total number of active enterprises (in 000s), 2007-11

2007

2008

2009

2010

2011

Compound
annual
growth rate

2007

2008

2009

2010

2011

Compound
annual
growth rate

G7

25,968

26,293

26,344

26,543

26,814

0.8%

Ukraine

2,337

2,516

2,685

2,759

2,860

5.2%

BRICS

19,361

20,386

21,266

22,644

24,219

5.8%

Singapore

329

358

367

382

397

4.8%

Hong Kong

655

711

772

864

956

9.9%

India

750

789

803

847

902

4.7%

Cyprus

184

208

221

237

254

8.4%

France

2,949

3,022

3,107

3,318

3,511

4.5%

Albania

80.1

94.5

95

103

109

8.0%

New Zealand

474

506

521

533

564

4.4%

China

9,600

9,715

10,427

11,365

12,531

6.9%

Tunisia

520

542

568

597

602

3.7%

57

59

61

63

65

3.3%

Switzerland

499

514

526

537

648

6.8%

Malta

Mexico

1,093

1,157

1,213

1,316

1,411

6.6%

Croatia

119

132

132

142

129

1.9%

Russia

3,635

4,470

4,556

4,555

5.8%

Belgium

714

731

746

753

768

1.8%

4,232

Brazil

4,420

4,607

4,847

5,129

5,414

5.2%

Norway

400

410

415

419

425

1.5%

Netherlands

956

1,021

1,089

1,124

1,170

5.2%

Turkey

2,567

2,594

2,614

2,652

2,715

1.4%
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Appendix

2007

2008

2009

2010

2011

Compound
annual
growth rate

2007

2008

2009

2010

2011

Compound
annual
growth rate

Greece

949

968

975

982

995

1.2%

Japan

2,594

2,603

2,617

2,587

2,579

-0.1%

Poland

3,347

3,410

3,386

3,537

3,490

1.1%

Sweden

1,076

1,045

1,026

1,008

1,044

-0.8%

Australia

2,074

2,071

2,051

2,125

2,132

0.7%

Portugal

616

631

612

590

596

-0.8%

UK

2,280

2,326

2,342

2,351

2,343

0.7%

South Africa

956

1,042

719

747

818

-3.8%

Canada

2,342

2,325

2,379

2,428

2,405

0.7%

Germany

3,140

3,186

3,135

3,165

3,215

0.6%

Ireland

181

184

185

186

185

0.6%

Austria

403

406

401

406

409

0.4%

US***

8,681

8,789

8,709

8,696

8,776

0.3%

Italy

3,982

4,042

4,054

3,998.0

3,985

0.0%

Taiwan

600

578

579

586

597

-0.1%
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