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Business Establishment Survival in Oklahoma:
Younger vs. Older Business Establishments

The U.S. economy is characterized by dynamic changes and constant churning of both workers
and businesses. Each year, many new businesses are formed through establishment openings. At
the same time, many establishments are unsuccessful and exit the market. The long-standing
debate about the role and impact of small versus large businesses has expanded in recent years to
consider the contributions of younger versus older businesses. !

Entrepreneurship plays a vital role in the growth of the U.S. economy. The U.S. Bureau of Labor
Statistics (BLS) collects data on new businesses and job creation through the Business
Employment Dynamics (BED) program, providing insights on the contribution of new and small
businesses to the number of businesses and jobs in the economy.? The BED data are compiled by
the U.S. Bureau of Labor Statistics from the administrative records of the Quarterly Census of
Employment and Wages (QCEW), or ES-202, program. This program is a quarterly census of all
establishments under State unemployment insurance programs, representing about 98 percent of
employment on nonfarm payrolls. The administrative records are linked across quarters to
provide a longitudinal history for each establishment. The linkage process allows the tracking of
net employment changes at the establishment level, which in turn allows the computation of gross
jobs gained at opening and expanding establishments and gross jobs lost at closing and
contracting establishments.

According to the BLS definition, an establishment is defined as an economic unit that produces
goods or services, usually at a single physical location, and engages in one, or predominantly one,
activity.® A single firm may operate at one or more establishments under common ownership by a
corporate parent. Therefore, an establishment birth can represent either the startup of a new
business or the expansion of an existing one.*

The BED program also includes data regarding the age of business establishments, which is based
on the annual BED methodology measuring the over-the year employment change from March of
each year. The age of an establishment is determined by its date of first positive employment.
Currently, the available data is from March 1994 through March 2014. Age categories used by
BED for private-sector business establishments are: ‘Less Than One Year’; ‘One Year Old’;
‘Two Years Old’; and so forth, as well as those ‘Born Before March 1993°. Using this dataset, it
is possible to conduct research on entrepreneurship, focusing on new and younger business
establishments, and comparing those with older establishments.

This analysis, which updates previous studies, > will look at new and younger business
establishments’ growth: how do they survive in competition, when do they likely withdraw from
the market, how many job gains do new business establishments generate, and what has been the
effect of the most recent ‘Great Recession’ on new and young business establishments in
Oklahoma.

! Carol Leming, Akbar Sadeghi, James R. Spletzer, and David M. Talan, ‘The Role of Younger and Older Business Establishments in
the U.S. Labor Market’, Issues in Labor Statistics, Office of Publications & Special Studies, U.S. Department of Labor, Bureau of
Labor Statistics, Summary 10-09, August 2010.

2 ‘Entrepreneurship and the U.S. Economy’, BED Update, Business Employment Dynamics (BED) program, U.S. Department of
Labor, Bureau of Labor Statistics, 2010.

3 Leming, Sadeghi, Spletzer, and Talan, op. cit.

* Phoebe Colman, “Young Businesses Restrained by Recession’, Workforce and Economic Research Division, Oregon Employment
Department, April, 2012.

5 Yin Zhou, ‘Business Establishment Survival in Oklahoma: Younger vs. Older Business Establishments’, Economic Research &
Analysis Division, Oklahoma Employment Security Commission, January 2013.
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We will focus on Oklahoma private-sector business establishments and analyze their survival
rates and employment gains and losses by different age categories. Young establishments may
have different survival patterns than older ones. Also, we’ll look at how the past two recessions
have affected these younger business establishments, especially in their early stages of growth.

It is our hope that this study provides the reader with a general but somewhat detailed picture of

Oklahoma entrepreneurship by looking at business activities across different establishment ages.
Especially, we hope our readers gain useful information regarding Oklahoma’s new and younger
business establishments from this analysis.

I. Oklahoma Private-Sector Establishments by Age: Younger vs. Older Establishments

The older establishments, more than 10 years old, which employed about 72 percent of the total
private sector jobs in March 2014, were the main employers within Oklahoma’s private-sector
workforce. Private sector business establishments, four to nine years old, accounted for 17
percent of private-sector employment, while business establishments less than four years old
accounted for around 11 percent of employment, (See Chart 1, below).

This figure is only four percentage points lower than the national average where older business
establishments employed 76 percent of the U.S. total private employment in March 2014, (See
Appendix A, page 11).

Chart 1. Percent of Oklahoma total private employment by establishmentage: March 2014

NOTE: Due to rounding errors,
results may add up to more than

SOURCE: Business Employ Dynamics (BED), U.S. Bureau of Labor Statistics 100 percent

The older business establishments had the most number of total private business establishments
for both the nation and state. In Oklahoma, 53 percent of the business establishments were 10
years or older. Business that were four to nine years old accounted for 24 percent of the total
private establishments, while businesses less than four year old also accounted for 24 percent
(See Chart 2, page 3).

This data, which is used to monitor a cohort of establishments over a period of time, presents the
level of employment and number of establishments through the age of an establishment. A cohort
is defined in this report as those establishments that opened during a given year.
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Chart 2. Percent of Oklahoma total private establishments by age: March 2014

NOTE: Due to rounding errors,
results may add up to more than

100 percent
SOURCE: Business Employment Dy ics (BED), U.S. of Labor Statistics

Before the ‘Great Recession’®, younger establishments—less than four years old—had a greater
share of private-sector employment in Oklahoma. In March 2007, younger establishments
accounted for 16 percent of total private-sector employment, (see Chart 3, below).

Chart 3: Percent of Oklahoma total employment by establishment age: March 2007

NOTE: Due to rounding errors,
results may add up to more than

" . p-— 100 percent
SOURCE: B! Employ t Dy (BED), U.S. Bureau of Labor Statistics

6 The ‘Great Recession’ began in December 2007 and ended in June 2009, lasting 18 months and making it the longest of any
recession since World War 11, according to the National Bureau of Economic Research (NBER).
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By March 2014, only nine percent of total private-sector employment was attributed to the
younger establishments, (see Chart 1, page 2).

Younger establishments’ share of total private-sector business establishments was 24 percent in
March 2014, five percentage points less than March 2007, (prior to the ‘Great Recession’), at 29
percent, (see Chart 4, below).

Even though the younger establishments were an important factor in the private-sector, older
establishments played a much more significant role in Oklahoma private-sector employment. The
share of older establishments’ private-sector employment grew nearly 15 percent from March
2007 to March 2014. Older establishments’ share of total private-sector establishments also
increased during that eight-year period, growing about six percent.

Chart 4. Percent of total number of Oklahoma private establishments by age: March 2007

NOTE: Due to rounding errors,
results may add up to more than
100 percent

SOURCE: Business Employment Dy ics (BED), U.5. of Labor Statistics

Table 1, shown on the next page, illustrates the employment levels of Oklahoma private-sector
business establishments by age in March 2007 and March 2014. Prior to the recession, businesses
of all ages played a key role in the state’s economy. This was especially true for younger
businesses, less than four years old, which accounted for 23.9 percent of the private-sector
employment, and nearly one-third of the total private-sector establishments in March 2007, (see
Table 2, page 5). However, the share sizes for both establishments and employment for young
establishments saw a reduction going from 15.9 percent to 11.1 percent in employment and from
28.7 percent to 24.3 percent in establishments from 2007 to 2014. Their market shares lost ground
to the older establishments, (more than 10 years old), during the recession and in the recovery
period after the recession. Between March 2007 and March 2014, the market share for business
establishments four to nine years old declined slightly.
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Table 1. Oklahoma private-sector employment by establishment age

March 2014

March 2007

Percent of Number Percent of
Total Total

Age Number

< 1year 47,693 4.0 39,309 3.2
1-3 years 143,258 11.9 97,417 7.9
4-9 years 252,073 20.9 206,381 16.7
10+ years 762,149 63.2 893,962 72.3

Total 1,205,173 100 1,237,071 100

Source: Business Employment Dynamics (BED), U.S. Bureau of Labor Statistics

Table 2. Oklahoma private-sector establishments by age

March 2014

March 2007

Percent of Number Percent of
Total Total

Age Number

< 1year 7,465 9.3 6,917 8.2

1-3 years 15,549 19.4 13,535 16.1
4-9 years 19,324 24.1 19,135 22.8
10+ years 37,913 47.2 21,770 52.8
Total 80,251 100 83,898 100

Source: Business Employment Dynamics (BED), U.S. Bureau of Labor Statistics

Il. Oklahoma Private-Sector Establishment Births and Deaths

An establishment birth refers to a new opening, which is less than one year. Generally, the births
for private-sector establishments of Oklahoma have dropped significantly over the past 19 years.
Private-sector establishment births fell from 7,545 openings in March 1994 to 6,917 openings in
March 2014—a decline of approximately 8 percent. Newly opened private-sector establishments
also employed fewer workers over that period, from 51,064 in March 1994 to 39,309 in March
2014, (see Table 3, below).

March 1998 saw the largest number of private-sector establishment births in Oklahoma, with
8,054 new establishment openings occurring that year. However, the largest level of employment
for newly-opened establishments occurred in March 1997, with 65,738 workers.

In the 2000’s, the peak point for the new private-sector business establishment openings in
Oklahoma was March 2006, when a total of 7,853 private-sector establishments opened, with an
employment level of 48,129 workers. During March 2008, new job openings began to fall.
However, the statewide economy saw promise as 39,309 jobs were reported in March 2014. In
addition, newly-opened establishments rose from 6,734 in the previous year to 6,917.

March 2004 marked the beginning of a consistent decline in private-sector establishment
employment, reaching the lowest level of employment for the past 19 years in March 2010, with
an employment level of 31,147 employees. However, that trend began to reverse in the following

year.
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Table 3. Oklahoma Private-Sector Establishment Births, March 1994 - March 2014

Year Employment of Newly Opened Number of Newly Average
Establishments (Less Than 1 Opened Employment Size
Year Old) Establishments (Less of New Openings

Than 1 Year Old)

A U1 U1 L1 U1 U1 OO OO O N N NN 00 W 00 00 NN 00 00 NN N

Source: Business Employment Dynamics (BED), U.S. Bureau of Labor Statistics

In March 2001, an average of nine employees were hired in newly-opened establishments.
However, that number dropped to five by March 2009, 2010 2011, and 2012, which was the
period during and after the ‘Great Recession’. Starting in March 2001, a trend of declining
average employment size of new openings occurred until March 2014, when the average rose
from five employees to six.

Chart 5, (see page 7), plots the growth trends for Oklahoma’s newly opened business
establishments using annual data for private-sector establishment births and jobs gained from
births from March 1994 to March 2014.

During the period between 2006 and 2011, there were major declines in establishment births. The
largest decline occurred between March 2009 and 2010, as the effects of the last recession started
and ended in Oklahoma. There were major declines in job gains from births between 2008 and
2010 and 2002 and 2003. This can be attributed to the reduction of jobs in the new openings
establishments.

The typical life cycle of a newly-opened establishment in Oklahoma is about two to three years
after birth. A business establishment’s death it is most likely to occur during the early stages of
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the business’s existence. In Chart 6 (see page 7), the trends of private-sector establishment deaths
over the past 21 years are plotted from March 1994 to March 2014.

Chart 5. Oklahoma private-sector business establishment births
Annual data, March 1994 to March 2014

Establishment births Jobs gained from births
12,000 72,000
11,000 56,000

Jobs gained from births

10,000 \/.._\\/ A\ 60,000

54,000

g, 000

Establishment births
48,000

\fA AN /\V/“n

6,000 \/_-// 36,000

5,000 T T T T T T T T T T T T T T T T T T T 1 30,000
1994 1995 199 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

SOURCE: Business Employment Dynamics (BED), U.S. Bureau of Labor Statistics

NOTE: Shaded areas represent National Bureau of Economic Research defined recession periods.

Chart 6. Oklahoma private-sector business establishment deaths
Annual data, March 1994 to March 2014
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lll. Survival Rates of Oklahoma Private-Sector Establishments by Age

The BED establishment age series traces cohorts of new businesses for a measurement of survival
yearly. Chart 7, on page 9, details the survival rates for the cohort in March 1995 of new
Oklahoma business establishments opening in March 1995. In Chart 7, the proportion of all
business establishment openings in March 1995 surviving in any given year is represented by the
‘establishments’ bars. Approximately 20 percent of businesses that opened in March 1995
remained in business in 2014, employing about 57 percent of the cohort’s initial employment.
The first three years of a newly-opened business establishment are critical because that is the
typical survival rate for a business. For every 100 private-sector establishments born in March
1995 in Oklahoma, 22 failed to survive past the first year, 35 failed to survive past the second
year, and 41 failed to survive past the third year after opening (see Chart 7, page 9).

In Chart 7, the ‘employment’ bars represent employment levels at the surviving establishments as
a percent of the cohort’s initial employment.

The ‘average size of survivors’ line, in Chart 7, is computed by dividing the surviving cohort
employment levels by the total number of surviving establishments, reflecting the number of
employees hired by surviving establishments on average. The trend line displays how the cohort
of Oklahoma establishments opening in March 1995 averaged seven workers per establishment.
By March 2001, the surviving establishments’ size has almost tripled by about 19.7 workers in
March 2014. The surviving establishments’ size grew quickly within the birth stages in its first
three years.

There may be two possible reasons as to why the average size of surviving establishments
increases over time: 1) the employment levels are likely to increase within their early levels at the
surviving establishments; and 2) if smaller establishments are more likely to die and larger
establishments are more likely to survive, the declining number of smaller establishments and
growing number of larger establishments will increase the average size of surviving
establishments.’

IV. Survival Rates and the Recessions

Because the first three years appear to be the most crucial to business survival, we will look at
how the past two recessions impacted the survival rates for new private-sector establishments in
their early stages in Oklahoma.

Table 4, (page 9), outlines the first three years of new private-sector business establishments
opening since March 1999 as it pertains to the survival rate. The bolded survival rates indicate
those affected by the recessions. During their early stages, the following cohorts were affected by
the recession which occurred between March and November 2001: 1999 (that is, establishments
born in March 1999), 2000 and 2001. Similarly, the following cohorts were affected by the most
recent ‘Great Recession:’ 2005, 2006, 2007, 2008, and 2009.

In the first-year survival rates impacted by the recession, the average level was about one
percentage point lower compared to that of the non-recession average. A similar situation
occurred for the second and third year average survival rates when the levels are compared to the
non-recessionary averages. While the past two recessions appear to have made an impact on the
survival rates for new business establishments during their first three years, the negative effect is
relatively small when it is compared to that of the non-recessionary survival rates (see Table 4,

page 9).

! Leming, Sadeghi, Spletzer, and Talan, op. cit.
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Chart 7. Survival rates of Oklahoma business establishments opening in 1994
and average employment per surviving establishment
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SOURCE: Business Empl t ics (BED), US. of Labor Statisti
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NOTE: Shaded areas represent National Bureau of Economic Research defined recession periods.

Table 4. Survival rates of new establishments Oklahoma 1999-2013

Annual Births
Year Ended

1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
Average (non-recession)

Average (recessions)

Percent of Surviving

1 year
743
77.5
74.4
77.2
81.0
79.6
80.5
78.9
79.4
77.9
77.1
77.0
80.0
80.1
78.9

78.6

77.2

2 years
65
64.0
62.8
68.2
68.9
70.1
70.2
66.6
66.8
65.5
65.6
66.9
69.7
67.8
\

67.5

65.7

3 years
56.1
56.6
57.6
60.8
62.3
63.2
62.2
58.3
58.4
57.7
59.7
60.2
60.5

\
\
59.8

58.8

Source: Business Employment Dynamics (BED), U.S. Bureau of Labor Statistics

21

=]

=]

w

=]

(aun) uawysigessa sad uswio|dwa afesany

Page 9



Chart 8, below, shows the survival rates of Oklahoma private-sector business establishments
during the past two recessions for all of the cohorts since March 1999. The establishment survival
rates for the older cohorts of 1999, 2000, and 2001 seem to be less affected by the ‘Great
Recession’ than the younger cohorts of 2007, 2008, and 2009.

Chart 8. Survival rates of Oklahoma business establishments during the past two recessions
Annual data, March 1999 to March 2014

Survival rate (%)

100.0 4

Cohort 2003 Cohokt 2005 Cohort 2009 Cohort 2011 Cohort 2013

Cohort\2006 Cohort 2010 Cohort 2012

70.0

20.0 T T
B S S S S S 5] S S S S 5] S S S S
-3 3 2 5 & £ & & 2 2 ] g = R & B
SOURCE: Busil E jics (BED), U.S. of Labor Statisti

NOTE: Shaded areas represent National Bureau of Economic Research defined recession periods.

The role young businesses play continues to be evaluated as a factor in understanding job creation
in the state and national economies. The past two recessions, and especially the ‘Great Recession’
seem to have reduced establishment birth and survival rates and delayed employment growth
among young business establishments in Oklahoma. New establishments in Oklahoma were also
opening with fewer employees, part of an ongoing ten-year trend ending in March 2014. As a
result, younger business establishments in Oklahoma play a less important role, compared to the
older establishments, within the state’s private sector in 2014 than before the ‘Great Recession.’
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Appendix A: United States Employment & Establishments of Private Sector Businesses

U.S.A

<1 year
1 year
2 years
3 years
4 years
5 years
6 years
7 years
8 years
9 years
10 years
11 years
12 years
13 years
14 years
15 years
16 years
17 years
18 years
19 years
20 years

Total

age class

Born before March 1993

establishment
March 2014

653,647
501,184
434,674
360,940 1,950,445 <4 years
314,000
305,403
299586
282 483
265,740
244,00071,711,212 4-9 years
222 267
214,148
203,205
188,528
184,405
168,204
158,617
148,023
135,579
128,768
115,603

1,906,338"3,773,685 10y or old
7,435,342

% employment %
March 2014
2,893,133
2,835,076
2,779,468
26% 2;566;568' 11,074,245 <4 years
2,465,144
2552718
2,762 612
2,798,859
2,782,850
23% 2;835;508' 16,197,691 4-9years
2,783,285
2,903,431
2,946,372
2 844 451
3,133,576
3,019,281
3,011,919
2,788,220
2,638,776
2,530,758
2,370,128
51% 54,616,392 85,586,589 10y or old
112,858,525

10%

14%

76%

Page 2: 76% is the ratio of total employment of business establishments 10 years or older
(85,586,589) by total employment (112,858,589) in March 2014 for the United States.
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