i

‘\‘l




FRONTIERS of ENTREPRENEURSHIP | 2020 RREDRE | FRONTIERS.UNC.EDU

Why does entrepreneurship matter?

Entrepreneurship plays an integral role in the health of our global
economy. Global markets, the labor markebmpositionand
Influencers are changing more rapidly than ever.

Entrepreneurshigrives economic output as well as job creation
throughout the global economy, and innovation disrupts industries and
leads to new breakthroughs that have positive impacts on society.

Butis there a clear understanding about what drives, supp@&tsfains
and stimulates entrepreneurship? There is still a lot to ledonkeep
pace in an increasingly dynamic woitds important to understand
the current entrepreneurial environment and learn from trends
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What is thelrends in Entrepreneurship Report

This report gives timely insights into the topics that significantly affect
entrepreneurs, funders, ecosystem partngeslicymakersand others
In the innovation economy by combining data with expert analysis.

Thereport also translates rigorous academic research to ensure
findings are accessible and actionable for the broader entrepreneurial
O2YYdzy AU e FAYAY3I (2 AYyF2NY LINI O
further exploration of research ideas by scholars.
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What is in the report?

The following representihe first version of the Trends in Entrepreneurship
Report. The report will continue to evolve, building on the cureamlysis and
Introducing new topic areas that are timely and relevant.

Currently, the reporanalyzes a number of different subject areas to highlight
trends and ensuréhe facts around entrepreneurship are known and well
understood.lt alsohighlights a number of subject areas that are still being
debated by many thought leaders. The hope is that by understanding all sides
of those positions, practitioners amblicymakersan make better decisions.

Finally this report highlights gaps in the current research and literature to
stimulate further academic exploration and research in these areas. If you hay
Ideas for future research or gquestions about the report, please reach out to us
at frontiers@kenanflagler.unc.edu
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State of American Businedsying to Boom

Total Number of Employer Firms

In thousands

20072008200920102011201220132014 20152016

Labor Force

164,000
162,000
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158,000
156,000
154,000
152,000
150,000
148,000

In thousands

200720082009201020112012201320142015201620172018

NBER Recession
Source: U.S. Census Bureau, SUSB Annual Data; BLS; FRED for Recession data

A Despite rapid rebound in employer firms
postcrisis, the most recent data (2016)
are still below the precrisis peak.

A The labor force, which has surpassed
Great Recession levels, has been growing
steadily since 2012.

U.S. Census Definitions (SUSB Data):

Firm: The U.S. Census categorizes a firm as a business
organization with one or more domestic
establishments in the same state and industry.

Employerfirm: A firm that employs at least one
employee.

Laborforce: Sum of employed and unemployed. This
measures people who are working or actively seeking
employment.
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Stateof American Business: Tight Labor Market? Maybe.

What is a tight labor marketAn economy where there are more jobs than workers able to fulfill those jobs. Generally,
an overall wage increase is seen in tight labor markets.

Is the United States in a tight labor market nowrobably yes, but with some hesitation.

A gig&e_2020091,9the U.S. economy has add€dmillionjobs, and unemployment rates have fallen from n&@#oin 2009 to
5% in :

A By contrast, the labor force has increased@ymillion,implying a netl4 milliondo not have and are not seeking jobs,
leading to decreases in labor force participation.

A Slower wage growth:

o Wage growth is increasing more slowly thaneat Recession and dobm bust.

o Growth is not consistent across workers. Colledecated workers experienced less wat]:;e g{rowth compared to
historical trends, while workers with high school dearees or less experienced relatively s

vy strona waae arowth.
Labor Market Indicators Wage Growth
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Overall  sese-e College degree
Source: BLS; FRED; Federal Reserve Bank of Atlanta
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State of American Business: Gig Economy Is Growing,
but Data Collection Remains a Problem

A There is no clear definition of the gig economy, which has sparked a debate on how to accurately collect data
and measure its true impact and size.

A However, some of the growth in neemployer establishments is believed to be due to the growth in the gig
economy.

o For example, the numberofne® Y LI 28 SNBA Of I 8aAFASR AYy a¢l EA VYR
2013 and 2016. By 2015, 73% of the new entrants had another source of employment income.

Total Nonemployer Establishments Definitions:
30,000 . . . .
Establishment A single location at which

g 21000 business is conducted or services are

§ 24,000 performed.

o

£ 2hovo Non-employerestablishment A business with
18,000 no paid employees, annual business receipts of
15,000 $1,000 or more, and is subject to federal

20042005200620072008200920102011201220132014201520162017 income tax. Each distinct filed income tax

NBER Recession return is counted as an establishment.

Source: U.S. Census BureldonemployerStatistics (NES)
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Importance of Firm Segmentation for Analysis

Segmenting types of firms is critical to understanding their individual needs when it comes to a variety of factors
including, but not limited to, business support, funding, and policy. There are multiple ways to segment firm types.
Historically, there has been a focus on the importance of manufacturing firms. However, focusing on manufacturing
may lead to missing critical nuances of growth and innovation within the U.S. economy. Traditionally, Bosiness )
0dzaAySaa o0SPIPE adzLld e OKFAYy UL FTANNYAQ OZ2YUNMANOdzUAZY A U:
research indicates that supply chain firms are critical for growth.

One approach: A breakdown by geographical target markgtcal firms vstradedfirms

Local Firms A ~71 million employed in 2016

A Thought of as mom and paghops

A Does not include healthcare

A¢SYR (2 0S LINPLR2NIAZ2YFf G2 0KS NBIA2YC

Main Street firms selling
primarily in their local
market

Traded Firms ~43 million employed in 2016

Firms that are located in one region but sell products/services across
regionsand/or countries

Traditionally, economic development policies have focused on these

firms

To I

Firms selling beyond their
local markets A

SourceDelgado & Mills, 201@)elgado & Mills, 2018; U.S. Cluster Mapping; U.S. Census Bureau, SUSB Annual Data
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Importance of SegmentatiQhines

Anotherapproach: A breakdown of to whom a firm sel$usiness to consumer firms vs. supply chain firms

Business to Consumer Firms (B A ~71 million employed in 2016
A Firms that sell primarily to consumers and are critical to consumer spending

Supply Chain Firms ~48 million employed in 2016

Firms that sell most of their goods to other businesses or to the government

Not just manufacturers, these firmsas part of the larger commercial and
governmental supply chai are critical to the economy

Firms may sell to multiple industries, implying that innovations developed by supply
chain firms have a wide impact on many industries

High level of STEM workers

(Business to Busineg82B)

T o To o I

It is important to note that these segmentations are not mutually exclusive, nor exhaustive. For example, there has
also been a lot of analysis on high tech firms (see next slide) which may also be examined on the basis of B2C and
B2B. In addition, we can also segment firms by where they sell to geographically and whom they sell to. The
important takeaway is that in order to understand the data and how to interpret it, we must understand what was
being analyzed.

SourceDelgado & Mills, 201@)elgado & Mills, 2018; U.S. Cluster Mapping; U.S. Census Bureau, SUSB Annual Data; Bureau of Economic Analysis
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Hightech Firms: Small Percentage, Big Impac

Impact on Employment:

i 0
A Ellgg techis a growing/ portion of the overall labor force, increasing from Hightech Employment as % of Labor Force
. 0

% in 2007 to 6.4% in 2016, excluding the federal government and 7
management companies. When included, they account for 9.9%.
A Hightech median wages are higher than rbigh-tech median wages. ) 6
A Hightech jobs returned and surpassed pBreat Recession levels sooner £
than northightech jobs. g o
()
Impact on U.S. Output: “ 4
A Although accounting for a small portion of overall employment, tiegth
3

ijs ?,es_Ponstiblﬁ fﬁr,a chh Ifar er portion of ovteralldoutput. Usingtth1§ BLS
efinition (which includes federal government and management o
companies) higitech accounts for 18% of total U.S. output in 2016. 20072008 2009 2010 2011 2012 2013 2014 2015 2016

A Hl(g;htech jobs are becoming more prevalent in seryiceviding m%in Labor Force  NBER Recession

ndustries.
Hightech Employment 2016 Hightech Industry Output 2016
= High-tech
= High-tech Output
= All Other m All Other

Source: Roberts & Wolf, 2018; U.S. Census Bureau; FRED; BLS
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Young Firms Are Ciritical to Economic Health

Startups(firms less thamneyear old) account High-Growth firms(firms growing at more

for 20% of new job creation each year in the than 25% employment each year) are younger
U.S. and drive innovation and increased and account for almost 50% of new job
competition inmarkets. creation in the U.S. psfear.

Total Firms New Jobs New Jobs

Source: DeckeHaltiwanger Jarmin & Miranda, 2014; Deckelaltiwanger Jarmin & Miranda, 2016
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Where High Growth Business is Booming in America

Threeyearrevenue growth according to Inc. 5000 Most of the high growth is seen

fastest growing privately held U.S. companies: in metropolitan areas.
According to theBrookings

‘e ® . Institution, micropolitanand rural
o ® 9 . . areas are headquarters for just
by . 2% 0f Inc. 5000 highgrowth
@ i firms.

Analysis from Brookings shows
the top 10 highgrowth company
dense areas are: Bouldé&plo.;
Provo,Utah; Washington, D.C.;
Huntsville Ala.;Austin, TexasSalt
Lake Citytah; San Francisco,
Calif.;Atlanta,Ga.; Boston,
Mass.;and San Dieg&;alif.

¢« >
“ '

Source: Inc. 5000, Hathaway 2018
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Changing Industry Composition of Economy & Public
Companies

U.S. Market Capitalization by Industry Type The U.S. economy continues to shift
away from producing goods toward
providing services.

The makeup of public companies
reflects this shift. In 1960, less than
20% of public market cap was in
financial servicedyealthcare,or other
services.

Now, more than half of public
companies are services, with finance

100%
90%
80%
70%
60%
50% A
40% +
30% -
20% -
10% -

0% ; ; ; ; ; ; ; ; ; ; .

19611966 1971 1976 1981 1986 1991 1996 2001 2006 2011 2016 experiencing the largest growth.
Basic Goods m Consumer Goods m Business Goods In contrast, basic goods have declined
m Healthcare Services Financial Services = Other Services from nearly 60% of value in the 1960s

to only 22% today.

Source: CRSEBpmpustat
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The State of Entrepreneurship
IS It Really in Decline?
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Two Schools of Thought

AYes.There has been a decline in entrepreneurship as seen by the U.S.
Business Dynamism data.

ANot exactly.If quality of ventures is taken into accounierallquality
of entrepreneurship hascreased and higher quality, higgnowth
ventures have received increased levels of funding.

AOther trendsaffectingthe view of the decline in entrepreneurship are
related to R&D and technology entrepreneurs.
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Entrepreneurship is in Decline

A There has been a steady decline in the firm and _ _
establishment startup entry and exit rates, indicatin ., Establishment Startup Entry and Exit Rate
a downward trend in U.S. Business Dynamics
Statistics.

A The decline in firm entry is most pronounced amon: o \/~/
fastgrowing young firms. This is troubling since fas' & NBER Recessit
growing young firms have traditionally been a large ;10 /\/\ ) P

Entry Rate
source of economic growth and innovation. — ]

——EXxit Rate

Perc

A Evidence demonstrates a declining trend in job

reallocation rates. Job reallocation, which is the sur >

of job creation and destruction, has historically bee!

seen as a measure of moving resources to more 0 aEg < B
productive businesses. 19771980198319861989199219951998200120042007201020132016

- Definition:
- Businessiynamism Business Dynamism is the process of job creation and destruction, establishment birth and deaths and
firm startups and shutdowns. .

2K& R2Sa Al YIFIGGSNX &/ NBl (A P8 NRS dzi BUzOWNE D & B d\@dzi)my(ﬁaii)l ® K
' creation and growth and competition. With less economic churn, there tends to be less job switching, less job growth small
- wageincreasesandlower overall productivity.

_____________________________________________________________________________________________________________________________________________________________________

Source: U.S. Census Bureau, Business Dynamics Statistics (BDS)HRkokenger Jarmin & Miranda, 2018; DeckeHaltiwanger Jarmin & Miranda, 2016Goldschlag: Tabarrok, 2018; Federal Reserve
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However, Entrepreneurship Quality is Increasing

a{AYLX & Lidziz FtUSNYylIuoAgS RSFAyAUAZYaA
FaasSaaySyidga 2F O0KS ail §SGuwman ant Séid 2016y

A Entrepreneurship, especially higjuality entrepreneurship, follows a cyclical pattern and is affected by the
overall market.

A There is an upward trend diigher qualitystartups. The overall level of higjuality startups was higher
from 2000 to 2010 than from 1990 to 1995.

A Starting in 2010, there was another upward trend of hagfality firms.

A There has been an increasing trend of venture capital funding of grovigimted firms since the Great
Recession.

How to measure high quality?

- Guzmarand Stern developed a new methodology for capturing the differences in startup quality. Usmg

- predictive analytics along with firm registration, ficharacteristicand other variables, the authors developed
“three statistical instruments to measure quality of entrepreneurship. '

_____________________________________________________________________________________________________________________________________________________________________

Source:Guzman, J., & Stern, S. (2016). The State of American Entrepreneurship: New Estimates of the Quality and Quasptgoénship for 32 U.S. States, 198814 (Working Paper No. 22095).
https://doi.org/10.3386/w22095
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The Decline of Science In Corporate R&D

ABetween 1980 and 2006, largeS firms have become less focused
on creating new knowledge through publishing basic research.
Instead, they focus more on developing and commercializing existing
knowledge.

AThe decline in publications is evident across a range of industries.

+100%

Average annual number of publications by firms th Average annual number of firm patents, 198006
publish, 19862006

Source: Arora, ABelenzon S., &atacconiA. (2018). The decline of science in corporate R&D. Strategic Management Journal ¢32(1)itBs://doi.org/10.1002/smj.269
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Mahka Moeen
The Schulze Family Foundation Distinguished Assistant Professor of EntreprengdtiGhienaflagler Business

School

Dr.Moeenis a Schulze Distinguished Assistant Professor of Entrepreneurship. Her research focuses-endhgion of entrepreneurial
firms and nascent industries. She seeks to understand the entrepreneurial strategies that firms undertake during eamnjystadestand
even prior to the first ever commercialization within an industry context. She is also the recipient of the 2017 Emergjang\8eind in
Innovation and Entrepreneurship from the Industry Studies Association and the 2016 Kauffman Junior Faculty Fellowshigs $ine se
the editorial boards of the Strategic Management Journal, Organization Science, and Strategic Entrepreneurship Journal.

EXPERT INSIGHT

To understand trends in technology entrepreneurship and firm founding, we can look at
leading indicators such as R&D investment in earlier years.

A From where do technology entrepreneurs come? Based on research in strategy and technology
entrepreneurship, scientists working in academic or corporate laboratories as well as employees of
technology firms are the most likely to found technology startups.** Their prior academic and
corporate employment puts them in prime position to gain expertise and identify entrepreneurial

opportunities.
A _When corporate R&D labs reduce their investment in science, as has been the case during the past

decade, it is possible that these prospective technology entrepreneurs can identify fewer
technological opportunities. Fewer instances of technology entrepreneurship may then ensue.



FRONTIERS of ENTREPRENEURSHIP | 2020 TRENDS REPORT | FRONTIERS.UNC.EDU

Olay Sorenson 3 | ) N
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Professor Sorenson's research intereastdude economic geography, economic sociology, entrepreneurship, organizational etioéogy

sociology and management of science and technology, and business and corporate strategy. His most extensive line efxeeseash

how social networks affect transactions, thereby shaping the geography and evolution of industries. Although Professon Basens

investigated these issues in a wide variety of settings, including banking, biotechnology, and footwear manufacturing)ds has

extensively studied the entertainment industries and venture capital. Prior to joining the Yale School of ManagementrfSofesson ’
held the Jeffrey SSkolll KIF ANJ Ay C¢SOKYAOIf Lyy2@gluA2y |y RRAEMWauSkdsddiMan&ydaiesit.K A LI | U
He has also taught at the University of Chicad@l.A antilondon Business School.

EXPERT INSIGHT

A 1 SNBQa |y SEFYLXS 2F I OFLaS 4gKSNB 6S ySSR 0
entrepreneurship are based on the census data, which captures lots of cases that most people
would not consider entrepreneurship, more cases of-eatployment than of founding a firm.

A Ddzl Y'Y T YR {GSNYyQa ydzYoSNARZ gKAES | dza ST dz
type of startup, companies that are attractive to venture capitalists. But venture capital funds
only a small fraction of startups, even of the fastgetwing firms, so their numbers cover only
a fraction of the ecosystem.

A .. Considering a broader range of indicators, it seems likely that entrepreneurship has declined
somewhat but has also shifted in its nature and focus.


























































































































































































































































































































































































































































































