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¢« Entrepreneurs — the most successful, though not the ”»
only, practitioners of innovation - rarely stop to
examine how they do it. Most of them simply get on
with the job of creating value by exploiting some
form of change — be it in technology, materials, prices,
taxation, demographics, or even geopolitics."

Nicholas Valéry

In "Industry Gets Religion"
The Economist

February 18, 1999

This article attempts to draw together the literature on high-growth firms and management
capability using Australian Government data from the Expanded Analytical Business Lon-
gitudinal Database. We tracked cohorts of new micro-sized firms (startups) over five years
from birth. Compared with startups that had a low employment growth trajectory, medium-
and high-growth micro-startups exhibited higher financial performance, higher innovation
activity, and a greater propensity to seek external (debt or equity) finance. From a manage-
ment perspective, medium- and high-growth startups were also significantly more likely to
monitor and assess their performance across a wider range of performance indicators.
High-growth micro-startups exhibited significantly higher operational process and organiz-
ational/managerial innovation, a higher likelihood of foreign ownership, and a greater de-
mand for equity finance than medium-growth micro-startups. This data is consistent with
other evidence that suggests that sustained high growth comes from superior strategic
management and may suggest an ongoing role for government policy in building firm man-
agement capability in order to foster employment growth.

Introduction

Creative destruction is a restructuring concept within
an economy where it is argued that new, more innovat-
ive, and more productive firms replace less innovative,
less productive ones (Schumpeter, 1942). The efficient
reallocation of resources between these growing and
shrinking firms is critical to aggregate employment and
productivity growth. Empirical research has acceler-
ated over the last few decades and appears to be validat-
ing the creative-destruction concept, at least from the
employment-growth perspective. High-growth firms
generate most of the jobs in an economy and tend to be
younger than their non-high-growth counterparts
(Moreno,&-Goad;2015).-Large;-persistent productivity
differences between firms within industries is observed
in all countries examined and productivity, driven in
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the long term by innovation, has repeatedly been
shown to affect firm survival and growth (Mohnen &
Hall, 2013; Syverson, 2011). Considerable international
evidence suggests that entry, exit, expansion, and con-
traction of firms are closely related to measures of in-
novation, productivity, and profitability (Bartelsman &
Doms, 2000; Foster et al., 2001; Moreno & Coad, 2015;
Syverson, 2011). Recent OECD results from 18 countries
over the period 2001-2011 showed that young, small
firms make a disproportionate contribution to job cre-
ation and that there are significant differences among
countries in the capacity of these firms to survive and
grow (Criscuolo et al.,, 2014). Hendrickson and col-
leagues (2015) confirmed that Australian firm employ-
ment dynamics are similar to that observed in other
countries: between 2006 and 2011 startups (firms aged
0-2 years) added approximately 1.44 million jobs to the
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Australian economy whereas all older firms (3+ years)
shed just over 400,000 jobs over the same period. Un-
derstanding the motivations, entrepreneurial activities
and framework conditions that drive these high-growth
dynamics would therefore be expected to lead to better
policy outcomes (see Aghion & Roulet, 2014; Mason &
Brown, 2011; Nightingale & Coad, 2013; Shane, 2009).

One explanation for the presence of high-growth, pro-
ductive, and innovative firms is superior or strategic
management capability (Moreno & Coad, 2015).
Through a combination of motivation, creativity, re-
sources, and timing, a firm can opportunistically build
or leverage a competitive advantage to achieve and sus-
tain high growth (Bloom et al., 2013; Bloom & van Reen-
en, 2010; Davidsson & Wiklund, 2013; Foster et al.,
2011). In Australia, strong management and leadership
skills have been shown to be correlated with increased
firm innovation, productivity, and growth, as well as
overall increased employee engagement, satisfaction,
and wellbeing (Boedker et al., 2011; Green, 2009). Re-
cent empirical work by Bloom and colleagues (2014)
suggests that one-quarter of cross-country and within-
country multifactor productivity gaps can be accounted
for by management practices.

Innovation management is critical to business compet-
itiveness (Dodgson, 2014). Studies of firms in the
United Kingdom and Australia argued that innovation
is a significant driver of firm growth with innovative
firms growing two to five times faster than firms that do
not innovate (Department of Industry, 2014; NESTA,
2009). Lentz and Mortensen (2008), working with a Dan-
ish firm panel from 1992-1997 found that 74% of ag-
gregate productivity growth came from reallocation of
employment to innovating firms through both
entry/exit dynamics (21%) and growth through capture
of market share (53%).

Until now, our capacity to understand these firm dy-
namics and its impact in Australia has been limited by a
lack of integrated micro-aggregate data. This article out-
lines our recent efforts to bring the concepts of strategic
management and employment growth dynamics closer
together by determining whether strategic manage-
ment characteristics are more common in high-growth
Australian startups.

Methodology and Results
The-Australian-Department-of Industry; Innovation and
Science partnered with the Australian Bureau of Statist-

ics (ABS) to create the Expanded Analytical Business
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Longitudinal Database (EABLD; tinyurl.com/zncglzn). The
EABLD is a census of firms over the period 2001 to
2012. Any firm with an Australian Business Number
(ABN) or Australian Company Number (ACN) is in-
cluded. In 2001, there were 1.70 million firms in the
database accounting for 7.12 million full-time equival-
ent jobs, $570 billion value added, and $2.39 trillion
total sales output, of which $173 billion came from ex-
ports. In 2012, there were 2.83 million firms in the data-
base accounting for 8.96 million full-time equivalent
jobs, $1.3 trillion value added, and $4.48 trillion total
sales output, of which $352 billion came from exports.
The EABLD also includes a substantial number of firms
(approximately 10,000 per annum) with detailed busi-
ness characteristics. This information enabled us to
cross-reference startup financial performance with
firm business characteristics that relate to strategic
management capability.

We followed five cohorts of micro-sized startups (i.e.,
fewer than 10 employees) over the five years following
their entry into the economy (i.e., starting 2002, 2003,
2004, 2005, and 2006). We analyzed micro-startups as a
representation of organic or de novo entrepreneurship,
avoiding the influence of mergers/acquisitions by large
firms influencing the result. After five years, we com-
pare the financial performance of those surviving firms
in the startup cohort that stayed in the same size range
(0-9 employees) with those in the cohort that grew in
employment into 10-19 and 20+ employee categories.
In this article we label these latter firms as medium-
and high-growth, respectively.

Micro-startup financial performance

Figure 1 shows that a very small fraction of the surviv-
ing micro-startups are responsible for most of the job
creation by all micro-startups over a five-year period.
Although representing only 3.2% of all micro-startups,
they accounted for 77% of gross job creation by surviv-
ing micro-startups over five years. This result is very
similar to results for other OECD countries (generally
less than 5%; Criscuolo et al., 2014). For most sectors of
the economy, these firms grow dramatically after five
years to more than compensate for the job destruction
of exiting micro-startups.

Figure 2 shows that the disproportionate contribution
of high growth micro-startups varies by industry
(62.5% to 93.6%). For example, micro-sized mining
firms that both survived and grew into a higher size
class totalled 8.3% of all micro-entrants in that sector
and also accounted for 93.6% of micro-firms’ contribu-
tion to total employment growth for that sector. The
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Figure 1. Five-year post-entry dynamics of micro-startups by share of firms for all sectors from 2002-2011.

Source: Hendrickson et al. (2015).
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Figure 2. Five-year post-entry dynamics of micro-startups by share of firms, by industry from 2002-2011. The size of
the bubbles represents the number of employees created per high-growth firm over five years.

Source: Hendrickson et al. (2015).

construction industry is at the other end of the spec-
trum with a lower percentage of high growth micro-
startups and, perhaps not surprisingly, a lower contri-
bution to employment growth for the sector.

When we further analyzed the financial performance of
medium- and high-growth micro-startups created in
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2006 (aggregating all sectors), we found that these firms
exhibited superior average sales, gross operating profit,
employment, value added, and capital expenditure
compared with surviving micro-startups firms that
were stable or grew marginally over the same period
(low-growth micro-startups). Figure 3 illustrates this
trend for growth in sales for three sectors). Although
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the lower ranges on these performance measures were
often similar, the upper ranges were significantly differ-
ent. These results were common to all industry divi-
sions in Australia and across earlier cohorts studied
(data not shown).

Firms were asked the question: During the year, to what
extent did the business focus on the following when as-
sessing overall business performance? Figure 4 reports
the percentage of firms that ticked "Major extent" for
each of the six possible performance assessment cat-
egories. Figure 4 shows that the medium- and high-
growth micro-startups in our study were significantly
more likely to assess their performance across a wider
range of measures compared with their low-growth
counterparts. High-growth micro-startups appeared to
pay more attention to cost, financial, and operational
measures of performance than their medium-growth
counterparts (Figure 4). Medium- and high-growth mi-
cro-startups were significantly more likely to increase
their range of goods and services offered, have some
form of foreign ownership, and be seeking debt or
equity finance over the first five years of their life (Fig-

4.5

4.0

ure 5). Figure 6 shows the proportion of firms that re-
ported introducing an innovation over a five period.
Four different types of innovation are reported as
defined by the OECD/Eurostat Oslo Manual (OECD,
2005). Figure 6 shows that medium- and high-growth
micro-startups were significantly more likely to be in-
novating in any given year across the four main types
of innovation: products, processes, organization-
al/management methods, and marketing methods. In
particular, high-growth micro-startups exhibited signi-
ficantly higher operational process and organization-
al/managerial innovation and double the likelihood of
foreign ownership than medium-growth micro-star-
tups (Figures 5 and 6).

Conclusion

Startup activity is critical for employment growth in
Australia. It is a very small fraction (3%) of surviving
startups that go on to generate most (77%) of the em-
ployment growth in young firms. These high-growth
micro-startups occur in every industry sector of the
economy. Job creation by these high-growth micro-
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Figure 3. Mean sales at micro-startup stage and size class achieved after five years, by selected industry sector from

2006-2011. Source: Hendrickson et al. (2015).
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startups is more than enough to compensate for gross
job destruction by exiting startups and downsizing ma-
ture firms. Our preliminary findings on the characterist-
ics of Australian medium- and high-growth
micro-startups confirms that these firms are signific-
antly more innovative and more focused on perform-
ance assessment than lower-growth startups. We
therefore suspect that our observed variation in finan-
cial performance and employment growth are, in part,
explained by strategic decisions of startup management
and leadership. Similar to the conclusions of Foster and
colleagues (2011), we argue that high-growth startups
are more likely to exhibit superior management are
therefore are able to develop a sustained and unique
market advantage, which in competitive markets is
likely to come from investment in innovation (Dav-
idsson et al., 2013; Fagerberg, 2013). Our data suggest
that this innovation appears more likely to come in the
form of new business models and processes rather than
new goods or services.

Our findings have implications not only for firms them-

selves but potentially government policy: high-growth
startup-activity-requires-stiong-strategic management
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capability. The Australian Government has since 2008
run a management capability building initiative in its
Entrepreneurs' Programme (tinyurl.com/hev6bc8) and re-
cently introduced a "growth services" component, but
it only supports established small and medium-sized
enterprises (SMEs) in specific sectors. Our evidence
also agrees with the OECD (2015a, 2015b) argument
that equity finance is critical to high-growth startups.
Unfortunately, Australia’s venture capital industry ap-
pears to be focused on lower risk, later stage equity in-
vestments (Alinejad et al., 2015).

Our future research within the Department of Industry,
Innovation and Science is broadening the scope of this
study to determine the characteristics of high-growth
firms of all ages using a more widely accepted defini-
tion of high growth (OECD, 2015b). We are also collab-
orating with the Australian Bureau of Statistics, the
University of Technology Sydney, and Stanford Uni-
versity to assess the management capability of firms
across Australia. The results from this work may further
inform government policy as to whether Australia’s
firm management capability is an impediment to
growth.
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