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L. INTRODUCTION

This survey deals with the birth of new firms in Italian manufacturing,
where the size of new entrants has been very small as compared with the
size of existing firms. This peculiar process of small firm entry has
characterised, in general, later developed countries (such as Italy, Spain,
Greece and Portugal) and has been particularly intense during the 1970s and
the 1980s.

The main argument developed in this paper is that small firm

. formation should be examined with the help of peculiar measures of entry

and explained by means of specific determinants. The latter are fairly
different form the explanatory vadables employed in traditional entry
models which, in fact, do not fit very well in the Italian case.

Section 2 analyses the main regional and industrial patterns of new
firm formation in Italian manufacturing by using different rates of birth.

Section 3 briefly reviews the main determinants of new firm
formation embodied in different models and contends that, in the presence
of smali firm entry, the most suitable approach is that of the income choice
modei,

Section 4 describes in details the income choice model of new firm
formation and presents the results of two empirical applications carried out,
respectively, across Italian manufacturing industries and Italian provinces.

Section 5 contains some concluding remarks and suggestions for

further research.



2. REGIONAL AND INDUSTRIAL PATTERNS OF
NEW FIRM FORMATION IN ITALY

In Ifaly, from the late 1960s to nowadays, the process of new firm
formation has been mostly driven by small firms and has regarded the whole
manufacturing sector albeit, in the earlier period, traditional consumer good
industries recorded the highest rates of birth .

This peculiar pattern of small business starts and survival - examined
in details by Brusco (1982), Fui (1983), Contini and Revelli (1986) and,
more recently, by Pyke, Becattini and Sengerberger (1990) - has been-one
of the main features of the Italian industrialization process. In fact, Italy
shared with other later developed countries - like Spain, Greece and
Portugal - two main structural characteristics: a large share of the population
living in rural areas and a large proportion of productive activities carried
out by small firms and self-employed workers (cf. Fud, 1983, p. 355). These
features, and in particular the second one, still characterise the Ttalian
industrial structure especially in the Northeast and Central (henceforth
NEC) regions.

In this section, by looking at the second half of the 1980s, I shall
outline the main patterns of new firm formation across Italian macro regions
and among some Italian manufacturing industries.

Table 1 shows the number of births and deaths of Italian
manufactusing firms during the period 1986-90 and across the three macro
regions labelled North-west, NEC and South. The same table also reports

the average annual rates of birth and death and the net change rate in the

pumber of firms. Such rates are computed as the pumber of firms born
during a given year (or the pumber of firms that exited) divided by the
number of existing manufacturing firms at the end of the previous year. Data
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are taken from the National Institute of Social Security (INPS) which
provides information on the population of newly and already established

firms with at least one employee.

TABLE 1 - Births, Deaths, and Net Change in the number
of Halian manufacturing firms - Period 1986-90.

Net Rateof Rateof Net
Births Deaths Change Birth(® Death® Change
Rate(©)

North-west 46420 39,788 6632  7.88 6.76 L13

NEC 65,024 52650 12374 898  7.26 171
South 20879 25387 4492 960 8.19 141
YTALY 141,323 117,825 23498 870  7.26 144

(a) = average annual ratio of newly established firms to existing firms (at the end of the
previous year);

(b) = average annual ratio of firms that exlted to existing firms (at the end of the previous
year};

©)= (@) - (),

Source: own computations from INPS data.

During the period 1986-90, the joint process of new firm formation
and fimm closure has determined in Italy an increase of almost 24,000
manufactusing finms; more than 50 per cent of them are located in the NEC
regions. In fact, the rate of new firm formation is higher in the South of Italy
but the same regions have also experienced a higher rate of death or exit.
North-western regions are instead characterised by lower rates either in

" terms of birth or death of manufacturing firms, As a consequence, looking at

the net rate of new firm formation, the NEC regions appear to be the most

dynamic ones,



However, as Garofoli (1992) points out, the method of calculating the
rate of new firm formation on the basis of the ratio between new and
existing manufacturing firms (considered in Table 1) or between new firms
and the number of manufacturing employees yields results that do not
change very much amongst the different macro regions. In effect, when the
depominator of the ratio of new firm formation is very low - as it is for the
southern regions of Italy - the value of the indicator will be high even in the
presence of a few new business starts. As a consequence, for regional
comparisons, it would be better to employ the number of working people or
the total (resident) population as the denominator of the ratio.

By using this kind of ratio - that is the number of new manufacturing
firms per 1.000 resident people - Garofoli! found that the large majority of
the NEC Italian regions are characterised by the highest rates of new firm
formation; in the North-west few provinces show similar birth rates while
all the Southern regions record lower performances. Figure 1 effectively
describes these regional patterns.

1 The number of new firms used by Garofoli for the construction of Figure 1 are taken
from the files of the Ttalian Chambers of Commerce and refer to the period 1987-89.
These data are different from and, in some respects, less reliable than INPS data. The
main points of strength and weakness of the two data sources are discussed in Santarelli
and Sterlacchini (1994). In both cases, however, a new firm is simply recorded when it is
inserted for the first time in the INPS files or in those of the Chambers of Commerce, so
that the problem of distinguishing between wholly new firms and firms that diversify
their activities by entering in new industries with new plants or through the acquisitions
of existing plants is neglected. This distinction is particularly important for those
industrialized countries - such as US and Canada - in which there is a strong presence of
large diversified firms and has been considered by Gorecki (1975), Baldwin and Gorecki
(1987) and Dunne, Roberts gand Samuelson (1988). In a study applied to Scottish
manufactucing, Hamilton (1985) has distinguished entrants between independent and
dependent firms.
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Figure 1- Regional variations in new manufacturing fiem birth rates in Italy, 1987-
1989, Source: Garofoli (1992)



With regard to the industrial characteristics of the birth process in
Italian manufacturing, table 2 shows two alternative rates of births and the
average size of both newly and already established firms among selected
industries. These can be distinguished in two main groups: "tradifional"
consurner good industries (Basic Food; Sugar, Beverages & Tobacco;
Footwear & Clothing; Wood & Furniture)? and "modern or advanced"
capital good industries (Mechanical Engineering; Office Machinery &
Computers; Electrical & Electropic Engineering).

TABLE 2 - Birth rates and relative size of newly
established firms for selected Italian industries.
Peried 1986-90 {(annual averages).

Births/ Births/ Sizeof Sizeof Relative
Firms Emplo- Existing New Size of
yees Firmns Firms New
Firms
Mechanical Engineering 1.32 0.40 18.17 6.22 0.34
Office Machinery
& Computers 23.64 0.45 55.75 7.07 0.13
Electrical & Electronic
Engineering 10.25 0.51 19.97 6.41 0.32
Basic Food 172 1.07 7.20 3.95 0.55
Sugar, Beverages
& Tobacco 7.98 0.38 21.05 8.95 0.43
Footwear
& Clothing 11.27 0.95 11.83 6.13 0.52
Wood &
Furniture 1.22 1.06 6.81 3.21 0.47
TOTAL
MANUFACTURING 8.70 (.63 13.87 5.47 0.39

Source: own computations from INPS data.

2 A peculiar reason to select these "traditional” manufacturing activities is due to the
fact that, within the ACE research project, the field studies carried out in Poland and
Hungary refer to the same industries.
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The latter group of industries should be characterised by higher
barriers to entry mainly due to economies of scale and technology
complexity. A rough proxy for the extent and the effectiveness of these
barriers can be obtained by comparing the size of new firms with that of
extant firms under the assumption that a low relative size of newly
established firms is a consequence of high barriers to entry. The last column
of table 1 provides such a measure and suggests that barriers to entry are
indeed less effective in the case of traditional consumer good industries. As
a consequence, one should expect higher rates of new firm formation in
these latter industries and lower rates in those producing capital goods,

However, these expectations are not confirmed by the first column of
table 1 showing the standard rate of entry - the number of new firms divided
by the number of existing firms - for the different manufacturing industries.
In effect, a high entry (or birth) rate is recorded by Office Machinery &
Cornputers in particular, but also by Electrical & Electronic Engineering
while, among consumer good industries, only Footwear & Clothing shows a
similar performance.

Conversely, if one considers an alternative birth rate computed as the
ratio of new manufacturing firms to manufacturing employees, the industry
ranking changes in a way that is consistent with the “barriers to entry”
hypothesis; in effect, the second column of table 1 shows that, apart from
Sugar, Beverages & Tobacco, consumer good industries gain the top
positions in terms of birth {or entry) rates.

What are the reasons of these discrepancies?

First of ail, the second rate of new firm formation can be interpreted
as the first (standard) rate divided by the average employment size of
already established firms, that is



new firms _ newfirms _  employees
employees existing firms * existing firms

As a consequence, at a parity of the ratio between new and existing firms,
the share of new manufacturing firms on manufacturing employees will be
higher in industries dominated by firms with a lower employment size. In
other words, the second indicator already embodies ome of the most
important structural characteristic of the market, i.e. the average size of
existing firms, which is influenced - among other things - by the extent of
bartiers to entry due to economies of scale. '

A second (and more complex) explanation refers to the peculiar
patterns of small firm entry in Italian manufacturing. The traditional concept
of entry implies that a new firm enters with a size sufficient to change the
pre-entry market equilibrium (in terms of market shares, concentration level,
prices and profits). In the case of small business starts the size of newly
established firms is so small that the larger extant firms do not feel
threatened by their entry while small extant firms are not able to react or
retaliate. This pattern has been one of the dominant feature of the Italian
experience. Small enirants, rather than directly compete with the larger
existing firms, had either to find (and enter in) new market niches or to co-
ordinate their production activities with those of existing firms in a
framework of increasing specialisation and division of labour between firms
of different size which, often, led to the phenomenon of "industrial districts”
(cf. Brusco, 1982; Fua, 1983; Pyke, Becattini and Sengerberger, 1990).

This peculiar process of small firm entry and survival led also to the
formation of a dualistic market structure (cf. Contini and Revelli, 1986) that
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still characterises most Italian manufacturing industries, Figure 2 describes a

. typical dualistic structure by plotting the number of existing firms by size

classes (either in terms of sales or employees). As Contini and Revelli
argue, there is an industry "fringe" composed by a large number of firms
with a size smaller than the "threshold size" labelled T (which is stightly
different among industries); within the fringe there is an intensive turnover
(or turbulence) in terms of entries and closures3. Conversely, the industry
“core", established on the right of T, is much more stable and each industry
can be characterised by a fairly different minimum efficient size (mes)
according the extent of economies of scale. Newly established firms may
casily enter into the fringe but their problem is to jump over the threshold T,
that is to become part of the industry core; the latter process is the most
difficult one since, here, barriers to entry are stronger and their strength is
different among industries according to the distance between the threshold T
and the minimum efficient size,

This dualistic market structure, along with the above mentioned
patterns of small business starts, helps to explain why the Italian experience
does not appears consistent with the standard "barriers to entry" approach to
new firm formation (see Santarelli and Sterlacchini, 1994).

3 In this connection, other scholars employ the idea - introduced by Marshall - that
small firms play the role of "seedbed" for new enterprises which, in the future, will be
able to challenge the dominant position of large established firms. As Beesley and
Hamilion (1984, p. 218) put i, "The ‘seedbed’ can be viewed as the arena in which
businesses are bom and, judging by the body of evidence on the infant mortality of
businesses [...] where most will die".

9
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FIGURE 2 - A dualistic market structure

A further reason to prefer the second birth or entry rate (new
firms/employees) is due to the fact that, in Italy, most new entrepreneurs
previously liad a dependent job in the same industry since their knowledge
of productive processes, products and markets facilitated their passage to
independent work (see Brusco, 1982; Gallo and Lupo Berghini, 1985;
Vivarelli, 1991). The ratio presented in the second column of table 2 can be
then read as the share of new entrepreneurs on those individuals who are
more likely to become entrepreneurs (cf, Santarelli and Sterlacchini, 1994).
As a consequence, the use of the second birth rate is preferable when the
process of new firm formation in a given industry is depicted as a decision
process in which the expected entrepreneurial income is compared with the
carnings from employment. This “income choice” model of new business

starts will be described in details in section 4.
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3. THE DETERMINANTS OF NEW FIRM FORMATION

In this section I shall briefly review the main approaches to new firm
formation to contend, ultimately, that the most suitable one appears to be a
model of "income choice” rather than the standard models of entry
described in Industrial Organization textbooks.

In a model of perfect competition; would be entrepreneurs are
basically atracted by above normal profits because barriers to entry and
sunk costs are assumed to be negligible.

Conversely, the structure-conduct-performance approach to industrial
eniry introduces into the mode! (along with profitability) two elements of
market structure limiting the working of the competitive mechanism and
exerting a megative impact on entry: barmiers to entry and/or market
concentration. The seminal work of Mansfield (1962) opened the road of a
long series of entry studies adopting this kind of framework.

Subsequently, empirical models of entry have been enriched by other
explanatory variables such as the intensity of R&D and advertising
expenditures (cf. Orr, 1974) which help to better identify the interaction
between market structure and conduct and its impact on entry. In effect,
R&D and advertising expenditures fall in the realm of firm conduct (or
strategy} and can be considered a form of strategic investment undertaken
by extant firms to deter entry or, put in other words, to reduce the market
contestability by raising sunk costs (see Geroski and Schwalbach, 1991).

The above determinants of new firm formation have been considered
and evaluated especially in cross-industry studies. Recently, many scholars
have recurred to other explanatory hypotheses which can be also applied to

cross-regional analyses.

11



One of these hypotheses can be traced back to Schumpeter (1934)
who stressed the role of new entrepreneurs as innovators and thus the idea
that starting a new business via innovation may led to higher expected
profits. In this connection, Acs and Audretsch (1989 and 1990) found that,
in the US, high innovative markets are characterised by high entry rates
especially when only small firm entry is considered?.

Another approach refer to the seminal contribution of Frank Knight
{1921) concerned with the uncertain nature of entrepreneurial income as
opposed to an almost certain income achievable through a dependent job.
This idea has been formalised by Kihlstrom and Laffont {(1979) although
they had to reduce the notion of true uncertainty & Iz Knight to measurable
risk. In their model, individuals are confronted with the above choice which
depends upon the expected utility of wage (riskless) as compared with the
expected utility of profit (risky): ultimately, less risk averse individuals tend
to become entrepreneurs. The relationship between the rate of new fim
formation (measured as the ratio of new firms to industry employees) and
alternative income perspectives has been examined by Creedy and Johnson
(1983) across UK manufacturing industries; they found that labour earnings
had a pegative impact upon the birth rate while profits exerted a positive
influence.

A third explanation - linked with the above mentioned income choice
model - stresses the role of environmental factors and, in particular, the
presence of "network externalities” in the formation of new firms and new
entrepreneurs {(cf. Audretsch and Vivarelli, 1993), As the Italian experience

strongly supports, the large majority of new entrepreneurs were previously

4 1t must be stressed that, int the US, small firms are defined as those with fewer than
500 employees. In Italy, almost 97 per cent of newly established firms have fewer than
20 employees (cf. Santarelli and Sterfacchini, 1994).
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employed in the same industry and they have started with a small business
activity. As a consequence, it is likely that a subsl:antiai presence of small
firms already active in a given industry or area will favour in many respectss
the passage from a dependent to an independent job. Moreover, as Johnson
and Cathcart (1979) argued, the propensity to be a new finm founder is
higher for individuals previously employed in small firms: due the close
relationship between managers and employees, the latter can be viewed as
real "schools” of entrepreneurship and thus as the most effective incubators
of new small firms, It must be stressed that a strong presence of small firms
will act, on the extent of new firm formation, as a variable having the
opposite effect of market concentration and, in addition, the small firms’
presence can be seen as an indirect measure of low barriers to entry$: in
other words, this determinant is likely to embody also the structure-conduct-
performance approach to industrial entry (cf. Santarelli and Sterlacchini,
1994).

A fourth approach emphasises the role of the employment status of
individuals in making the choice of become entrepreneurs (cf. Storey,
1991). In the presence of high unemployment, individuals may be pushed
towards self-employment either because this can be the only opportunity to
have a job or because, in an income choice model, unemployment depresses
wages. By means of spatial analyses referring to provinces, regions or
states, Storey and Jones (1987) for the UK, Evans and Leighton (1990) for

3 The presence of a network of small firms may facilitate the access to essential

- information (relative, for instance, 10 production techniques and unfilled market niches)

which are needed to start a small business. Such a network may also give raise to a
secondary market for capital goods which decreases the amount of start-up capital and,
at the same time, reduces the sunkness of these fixed costs (and thus barriers to exit).

6 With regard to the dualistic market structure described in the previous section (cf.
figure 2), a strong small firm presence implies that the threshold T is not far from the
minimum efficient size of the relevant industry.

13



the US and, partly, Audretsch and Vivarelli (1993) for the Italian case (see
the next section) found some evidence consistent with this "unemployment-
push” hypothesis.

Conversely, if one assumes that the establishment of new firms is
fostered by the expansion of the market (either because it raises expected
profits or creates more room for new firms), industdal or regional
differences should be related to an index of growth in terms of sales
(Gorecki, 1975; Acs and Audretsch, 1989), value added (Highfield and
Smiley, 1987) or employment (Santarelli and Sterlacchini, 1994).

In the next section, many of the above discussed hypotheses will be
inserted in an income choice model which seems the most suitable one in
the presence of a process of new firm formation dominated by small firms
and presents the additional advantage of being consistently applicable both

among industries and geographical areas.

4. THE INCOMIE CHOICE MODEL AND
THE ITALIAN EVIDENCE

The starting point of the model of income choice can be the following
implicit function

8RNF>0 and JdRNF

which assumes the presence of a positive reladonship between the rate of
new firm formation (RNF) and the expected level of profit (ILe) and a
negative impact of the expected level of wages (We) on RNFE. All the
variables can be alternatively ascribed (with some qualifications to be
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discussed later) either to different industries or localities (let say provinces).
RNT denotes the ratio of new firms fo actual employees. since, according to
the arguments introduced in sections 2 and 3, such a dependent variable is
partcularly suitable for the income choice model.

If one assumes that the explicit function is linear, the following

equation can be estimated by means of OLS across industries or provinces

RNF= vy +v1 Il -2 We +¢ @

where ¢ is an error term with the standard properties.
Suppose that even the function of expected profits can be estimated

by means of a linear equation such as

lMNe= ag+o) Iy +a3SFP+0a3GR +1 (3

where Il are the average (actual) profits, SFP stands for the “small firm
presence” (the share of total output or employment in a given industry or
province accounted for small firms), GR is a measure of the growth of the
relevant industry or province (in terms of value added or employment) and
1 is the error term. According to the discussion developed in the previous
section, all the independent variables will exert a positive impact on the
expected level of profits,

The linear equation for the expected labour eamings is instead

assumed to be

We=Bo+B1Wa -R2JL +@ @

where W stands for the actual (observed) level of wages, JL is the level of

gross job losses and @ is the erfor term. Actual wages have a positive effect
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on expected labour earnings while the amount of {observed) gross job losses
is assumed to depress expected wages according to the "unemployment-
push" hypothesis.

Thus, substituting (3) and (4) in (2), the final equation for the rate of
new firm formation will be the following:

RNF = (yp + 7100 - Y2P0) + 11¢1 ITa + Y1002 SFP + 103 GR
-yB1 Wa + 1282 L + (e +11M -T2 @) (5)

where, if one assumes that the error terms of equation (2), (3) and (4) are
uncorrelated, the error term of equation (5) will satisfy the usual properties
for an OLS estimate,

Equation (5) can be considered a general framework for the income
choice model of new firm formation. It contains a sufficient number of
explanatory variables for the identification of profitability and labour market
conditions. It can be applied both in cross-sectional or time-series studies
with industries or geographical areas as umits of observation. In this
connection, the only caveat refers to the variable of job losses which (even
on the basis of the empirical evidence mentioned in section 3) seems
particularly suitable for regional studies. In fact, it is difficult to assume that
the labour market tensions in a particuler industry will necessarily push
unemployed workers towards self-employment since they may also found a
dependent job in other industries characterised by better opportunities.

Table 3 reports the main results arising from the application of the
income choice model to the Italian case by considering, respectively, Italian
manufacturing industries (Santarelli and Sterlacchini, 1994) and Italian
provinces (Audretsch and Vivarelli, 1993). However, before comparing the

results of the two empirical applications some qualifications are needed.
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In Santarelli and Sterlacchini's stady, the dependent variable is the
ratio of new manufacturing firms to manufacturing employees in the relevant
industry, all the explanatory variables are inserted with a lag of one year and
the estimated equation has a linear form. The proxy for the industry growth
(GR) is the annual rate of employment change in a given industry due
exclusively to the behaviour of existing firms (the net job creation jointly
generated by newly established firms and firms that exited is neglected).
The rationale for using this variable relies upon the fact that the employment
growth of existing firms is a clear (and easily observable) signal of
increasing opportunities for "would be entrepreneurs” and can foster the
formation of new small firms within the same industry. Actual profits (IT,)
refer only to the sub-set of existing small firms (with less than 20

employees) in the relevant industty and are computed as the difference

“between valued added and labour costs divided by sales. The small firms'

presence (SFP) is computed as the share of industry sales accounted for
firms baving between 20 and 49 employees. Given the high positive
correlation between SFP and W,, the two varables are alternatively
inserted in separate regressions.

The specification of the equation estimated by Audretsch and
Vivarelli is instead log-linear, the denominator of the dependent variable is
alternatively the number of manufacturing emplovees or the population
resident in the province and there are no lags between dependent and
independent variables. I, (computed as the value added minus the average
wage per employee) refers to the whole manufacturing sector of the relevant

province and the "growth" variable (GR) is not employed?. SFP denotes the

7 With a view to test the schumpeterian hypothesis mentioned in section 3, Audretsch
and Vivarelli employ, for the Italian provinces, the amount of R&D expenditures in
manufacturing per employee {or per resident person). However, the estimated
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number of existing manufacturing firms with fewer than 10 employees
divided by the manufacturing employees (or the resident population) of a
given province. Along with year dummies used also by Santarelli and
Sterlacchini®, Audretsch and Vivarelli employ three durnmies for the Italian
macro-regions mentioned in section 2 (North-west, NEC and South) and,
finally, their sample differ from that of Santarelli and Sterlacchini both in
terms of number of observations (78 provinces versus 21 industries for 4
years) and period considered (1985-88 versus 1986-89).

Despite the above mentioned differences it is interesting to compare
the results of the two studies. Obviously, due to the different context, such a
comparison must be limited to the sign and the significance of the
explanatory variables' coefficients.

Starting from the set of consistent results and according to the
expected signs of the explanatory variables, both studies show that the rate
of new firm formation is negatively related to labour eamnings (Wjy)
suggesting that in industries and provinces with below average wages
individuals found greater stimuli to become entrepreneurs. At the same Gme,
the presence of small firms (SFP) provides a further and stronger incentive
to would be entrepreneurs either because barriers to entry are weaker or
because the network of existing small firms is an effective incubators of new

business activities.

coefficient of this variable is negative and, statistically, not significant This resuli can be
ascribed either to the fact that the R&D intensity is not a good proxy for the
innovativeness of Italian manufacturing firms or to the fact that, in Italy, newly
established firms do not own "schumpelerian” characters,

Both authors estimate their equations by pooling cross-section and time series data
and the employment of year durnmies allows the intercept to vary over time.

18

TABLE 3 - Regression results for the
income choice maodel applied to Italy

Dependent New mfg. firms/ | New mfg. firms/ | New mfg. firme/ | New mfg. firms/
Varlable Mig. Employees | Mig. Employees | Mfp. Employees | Res. Populatlon
Type of :

regression Cross-Industry Cross-Industry Cross- Cross.

Provinces Provinces
T, - 0.136 - 0,077 0.190 ns,
499 (221} 299)
W omitted -0.196 - 0.613 - 0400
(6.13) 338 (2.35)
GR 0.109 0.127 na. n.a.
(6.99) (6.75)
SFP 1891 omitted 0.553 0.621
(9.59) (7.33) (9.46)
JL ns. ns. ns, 0.085
(2.14}
Year dummfes yes yes yes yes
Regional
durnmies n.a. n.a. yes yes
Other varinbles ne no yes yes
Sample 84 (21 Industries | 84 (21 industries | 312 (78 provinces | 312 (78 provinces
slze x 4 years) x_4 years) x_d years) X 4 years)
Period 1986-89 1086-89 1985.88 1985-88
Adj. R? 0.68 0.52 0.43 995
F 29.78 16.06 19.04 75.27

n.5. = non significant; n.a. = non aveilable or non applicable.

Sources: Audretsch and Vivarelll (1993); Santarellf and Sterlacchinl (1994).

The profitability variable (I1;) has a positive impact on new firm

formation only in the cross-provinces study (and only when the dependent

variable is the ratio of new manufacturing firms to manufacturing
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employees) while, contrary to expectations, inter-industry differences in
terms of profits are negatively related to the birth rate of manufacturing
firms. The nsatisfactory performance of the profit variables can be justified
according to various reasons. First of all, the variable employed in both
studies is a rough proxy for gross profits and, accordingly, does not take
into account the presence of inter-industry differences in terms of
capital/labour ratios. Secondly, as Oxenfeld (1943, p.109-10) stressed,

" ... most entrepreneurs not only fail, but consciously do not, undertake a
precise estimale of profits. ... The frequency with which businesses are
established in unprofitable trades suggests that non-monetary advantages
of business ownership are often the most polent considerations.”

Moreover, according to the income choice model, would be entrepreneurs
certainly try to estimate future profits but they always compare such an
estimate with the earnings from continued employment, so that if expected
profits are low but, at the same time, expected wages are even lower there
is still an incentive to become entrepreneurs?. |

The "unemployment-push” hypothesis found support only in one case,
that is when the dependent variable of the cross-provinces study is the ratio
of new manufacturing firm to resident population (cf. the last column of
Table 3); in the remaining regressions, and especially in the cross-industries
ones, the coefficients of the varjable denoting gross job losses (JL) are
always not significant,

Finglly, the growth variable (GR), employed only in the cross-
industry study, exerts a positive and very significant influence on the rate of

new firm formation,

9 fa'ct. from the results reported in the third column of Table 3, it emerges that the
ooegﬁmcnt of wages is bigger and more significant than the (negative) coefficient of
profits,
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5. CONCLUDING REMARKS

Even during the second half of the 1980s, the process of new firm
formation in Italian manufacturing has been particularly strong, in line with
the trend experienced during the previous decade. This process has been
essentially driven by small size firms and has regarded all the Halian regions
and manufacturing industdes (although a greater entrepreneurial liveliness
has been recorded by the Northeast and Central regions and by traditional
consumer good industries).

The Italian case is peculiar in many respects, but its most interesting
feature is that small firm entry or formation seems particulary linked to a
process of increasing division of labour and specialisation between firms of
different size which characterises most Italian manufacturing industres.

As a consequence, the Italian experience can be hardly encompassed
in the traditional framework of industrial entry and appears to be better
explained by an income choice model. Therefore, would be entrepreneurs
(most of them having a dependent job in the same industry) are confronted
with different income perspectives (wages versus profits) and stimulated by
further incentives related to structural variables (mainly to the fact that a
large share of small firms is already established in the relevant industry) and
to the cyclical phases of ecomomic growth. According to two recent
empirical studies carried out in Italy and adopting the income choice medel,
these variables explain a significant portion of the variance of new fimm
formation both across industries and provinces.

It must be stressed that the considerations developed in this survey
are far from glvmg an exhaustive and dynamic picture of the entry process
drven by small manufacturing firms. In effect, a central question remains
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unsolved. What are the factors affecting the capability of small enirants to
survive, grow and become part of the industry core?

In Section 1 it has been shown that, in Italy, higher rates of exit (or
death) are strongly associated with higher rates of entry and, according to
some studies (Contini and Revelli, 1986; Santarelli and Sterlacchini, 1994},
both processes involve almost exclusively small firms, In addition, there is a

substantial evidence that a large share of exits is due to a process of infant

mortality. By consequence, more efforts should be devoted to the analysis

of the determinants of small firn survival since this seems the most
important issue for policy makers. In the Italian case, for instance, a specific
policy to raise small firm entry does not appear necessary (birth rates are
already high) but a peculiar set of financial, fiscal, industrial and
technological policies are needed in order to foster the small firms' survival
and to eliminate market imperfections which, often, reduce their growth
chances, '

Finally, with respect to the application of a similar approach to the
process of new firm formation in Eastern countries, a last consideration
must be stressed. Even many former socialist economies (such as Poland
and Hungary) have recently experienced very high rates of firm birth in
manufacturing and small firms have played a dominant role. However, in
spite of this crude similarity, the above countries differ in many respects
from a late industrialized country like ltaly and the emergence of their
entrepreneurship is a too recent phenomenon (fostered by dramatic changes
in the institutional framework of the economy}). As a consequence, before
extending the arguments developed in this paper to Eastern countries, it will
be necessary to collect further empirical evidence by monitoring their
patterns of industrial evolution,

22

REFERENCES

Acs, Z. and D. Audretsch (1989) Small-firm Entry in U.S.
Manufacturing, Economica, 56, 255-65,

Acs, Z. and D. Audretsch (1990} Innovation and Small Firms, MIT
Press, Cambridge, MA, '

Audretsch, D. and M. Vivarelli (1993} New-Firm Startups in Italy,
CEPR Discussion Papers, n. 864, Novemher.

Baldwin, J. R, and P. K. Gorecki (1987) Plant Creation Versus Plant
Acquisition: The Entry Process in Caradian Manufacturing, International
Journal of Industrial Organization, 5, 27-41.

Beesley, M. E. and R. T. Hamilton (1984) Small Firms' Seedbed Role
and the Concept of Turbulence, Journal of Industrial Economics, 33 (2),
217-231.

Brusco, S. (1982) The Emilian Model: Productive Decentralization
and Social Integration, Cambridge Journal of Economics, 6 (2) 143-153.

Contini, B. and R, Revelli (1986) Natalitd e mortalitd delle imprese
italiane: risuliati preliminari e nuove prospettive di ricerca, Lindustria, 7
(2), 195-232,

Creedy, I. and Johnson (1983) Firm Formation in Manufacturing
Industry, Applied Economics, 15 (2),177-185.

Dunpe, T. - M. J. Roberts and L. Samuelson (1988) Patterns of Firm
Entry and Exit in U.S. Manufactuting Industdies, Rand Journal of
Economics, 19 (4}, 495-515.

Evans, D. and L. Leighton (1990} Small Business Formation by

Unemployed and Employed Workers, Small Business Economics, 2 (4),
319-330.

23



Fud, G. (1983 ) Rural Industriglization in Later Developed Countries:
The Case of Northeast and Central Iraly, BNL Quarterly Review, (147),
351-377.,

Gallo, M. C. and A. Lupo Berghini (1985) La nascita di nuove
imprese: uno studio empirico, L Industria, 6 (4), 597-620, .

Garofoli, G. (1992) New Firm Formation and Local Development:
The Italian Experience, Entrepreneurship & Regional Development, 4, 101-
125,

Geroski, P. and J. Schwalbach (eds.) (1991) Entry and Marker
Contestability: An International Comparison, Basil Blackwell, Oxford.

Gorecki, P. K. (1975) The Determinants of Entry by New and
Diversifying Enterprises in the UK Manufacturing Sector 1958-63: Some
Tentative Resuits, Applied Economics, 7 (2), 139-147.

Hamilton, R. T. (1985) Interindustry Variation in Gross Entry Rates
of Tndependent’ and ‘Dependent’ Businesses, Applied Economics, 17, 271-
280.

Highfiel, R. and R. Smiley (1987) New Business Starts and Economic
Activity: An Empirical Investigation, International Journal of Industrial
Organization, 5 (1), 51-66.

Joknson, P, 8, and D. G, Cathcart (1979) The Founders of New
Manufacturing Firms: A Note on the Size of Their Incubator Plants, Journal
of Industrial Economics, 28 (2), 219-224,

Kihlstrom, R. E. and J. J. Laffont (1979) A General Equilibrium
Entrepreneurial Theory of Firm Formation Based on Risk Aversion, Journal
aof Political Economy, 87(4),719-48.

Knight, F. H. (1921) Risk, Uncertainty, and Profit, Houghton Mifflin,
Boston,

Mansfield, E. (1965) Entry, Gibmat's Law, Innovation, And The
Growth of Firms, American Economic Review, 52 (5), 1023-1051.

Orr, D, (1974) The Determinants of Entry: A Study of the Canadian
Manufacturing Industries, Review of Economics and Statistics, 56 (1), 58-
66,

Ozxenfeld, A.R. (1943) New Firms and Free Enterprise, American
Council of Public Affairs, Washington, D.C.

Pyke, F. - G. Becattini and W, Sengerberger (eds.) (1990) Industrial
Districts and Inter-firm Co-operation in Italy, International Institute for
Labour Studies, Geneva

Schumpeter, J. A. (1934) The Theory of Economic Development,
Harvard University Press, Cambridge, MA.

Santarelli, E. and A. Sterlacchini (1994) New Firm Formation in
Italiar Industry: 1985-89, Small Business Economics, (2).

Storey, D. I, and A, M. Jones (1987) New Firm Formation; A Labour
Market Approach to Industial Entry, Scottish Journal of Political
Economy, 34 (1), 37-51.

Storey, D. J. (1991) The Birth of New Firms - Does Unemployment
Matter? A Review of The Evidence, Small Business Economics, 3 (3), 167-
178.

Vivarelli, M. (1991) The Birth of New Enterprises, Small Business
Economics, 3 (3), 215-233,

25



N.1-

N.2-

N.3-

N.4-

N.5-

N.6-

N.7-

N.8-

N.9-

N.10-

N.11-

QUADERNI DEL DIPARTIMENTO DI ECONOMIA

Marco CRIVELLINI

"Vincoli organizzativi-imprenditoriali allo sviluppo: una stilizzazione ail’ap-
proceio di Ancona”, aprile 1983,

Paolo ERCOLANI

“Prezzi relativi e sviluppo economico: un’analisi dell’evidenza empirica”,
Iuglio 1983,

Riccardo MAZZONI
"Costi comparati e sviluppo regionale: un’analisi empirica”, maggio 1984,

Paoclo ERCOLANI
"Sviluppo economico e mutamenti di struttura”, ottobre 1984.

Valeriano BALLONI
"Processi di integrazione nelle ristrutturazioni industriali”, ottobre 1984,

Franco SOTTE, Luisa QUATTRINI, Simone RUSPOLI

“Indagine sulle tipologie aziendali nell’agricoltura delle Marche", maggio
1985,

Geminello ALVI

“Due scritti eterodossi sulla scienza in economia e Ia sua storia”, maggio
1985.

Luca PAPI

"Scelte e conseguenze della politica monetaria del primo dopoguerra”, giu-
gno 1986,

Massimo TAMBERI
"I modellaccio 2: analisi storica dei parametri diretti”, febbraio 1988.

Luca PAPI
"Dyramic specification in U.K. Demand for Money Studies”, marzo 1988.

Enzo PESCIARELLI
"Smith, Bentham and the Development of Contrasting ldeas on

- Entrepreneurship”, giugno 1988,

N.12-

N. 13-

Alessandro STERLACCHINI
“Progresso tecnico, aitivitd innovative e crescita della produttivitd: approcei
teorici a livello inter- industriale”, ottobre 1988.

Carlo GIANNINI
“Cointegrazione, analisi di rango e stima consistente dello spazio di cointe-
grazione partendo dalle stime di un VAR in livelli", marzo 1989,



N, 14 - Carlo GIANNINI, Rocco MOSCONI

“Non stazionarietd, integrazione, cointegrazione: analisi di alcuni aspetti

della letteratura recente”, marzo 1989,

N. 15 - Valeriano BALLONI
"Strutture di mercato e comportamento strategico delle imprese. Il caso
dell’industria americana degli elettrodomestici”, 1989,

N, 16 - Mauro GALLEGATI, Massimo TAMBERI

“Divergent Trajectories in Europe: An Analysis of the Recently Developed

Countries", ottobre 1989,

N. 17 - Eorico SANTARELLI
"R & D, Innovation, and the Signalling Properties of the firm’s Financial
Structure", maggio 1990,

N, 18 - Daniela FELIZIANI
"Il dibattito internazionale sul tempo di lavore: una nota imtrodustiva”,
settembre 1990,

N. 19 - Massimo TAMBERI
“Pionieri, Imitatori e Processi di Catching- up", novembre 1990.

N. 20 - Antonio Giulio CALAFATI
“Processo economico e ambiente natyrale in K'W. Kapp", dicembre 1990.

N. 21 - Carlo GIANNINI
“Topics in Structural Var Econometrics", luglio 1991.

N. 22 - Andrea RICCI
“It concetto di integrazione nella teoria economica: una breve rassegna
critica”, agosto 1991,

N .23 - Claudio CASADIO TARABUSI, Stefano BRESCHI
A Selection Model of Economic Competition: The Role of Market Power and
Technological Change", dicembre 1991,

N. 24 - Stefano STAFFOL ANI
"1 'inserimento professionale dei giovani diplomati in Italia e in Francia’,
dicembre 1991,

N, 25 - Enrico SANTARELLI, Alessandro STERLACCHINI
"Profili e determinanti settoriali della formazione di nuove imprese nell'in-
dustria italiana”, aprile 1992,

N. 26 - Giorgio FUA
“Appunti sulla crescita economica”, aprile 1992.

N. 27 - Stefano STAFFOLANI
"La flessibilith quantitativa nella gestione del fattore lavoro: una analisi
teorica", aprile 1992,

. 28 - Carlo GIANNINI, Antonio LANZAROTTL Mario SEGHELINI
"A Traditional Interpretation of Macroeconomic Fluctuations: the Case of
Italy”, maggio 1992

N. 29 - Riccardo MAZZONI
"I mercati locali del lavoro in Italia”, luglio 1992,

N. 30 - Alessandro BARTOLA, Franco SOTTE, Giuseppe BUONCOMPAGNI
“L’AIMA", uglio 1992.

N. 31 - Renato BALDUCCI
“Crescita in regime di rendimento di scala costanti”, febbraio 1993.

N. 32 - Carlo A. FAVERO
“Ottimizzazione intertemporale e metodi econometrici in economia”, maggio
1993,

N. 33 - Alessandro BARTOLA, Franco SOTTE, Andrea FANTINE, Raffele ZANOLI
“I’agricoltura nelle Marche. Tendenze settoriali e politicaagraria”, maggio
1993.

N. 34 - Riccardo MAZZONI
Sviluppo economico ¢ localizzazione produrtiva, gingno 1993,

N. 35 - Alberto ZAZZARO
Costi di liquiditd e costi di solvibilitd: il ruolo delle banche locali nello
sviluppo economico regionale, giugno 1993,

N. 36 - Domenico MIGNACCA
An Application of a Structural VAR Technigue to Interpret UK
Macroeconomic Fluctuations, giugno 1993,

N. 37- Stefano MANZOCCHI, Domenico MARINUCCI
Technology Adoption Under Strategic Complementarity: “Less” Information
Can Do Better, giugno 1993,

N. 38 - Antonio G, CALAFATI
Scelta e Azione, gingno 1993,

N. 39 - Gabriele CATTAROZZI
Gestione delle obbligazioni e curva di inviluppo, luglio 1993

N. 40 - Alberto ZAZZARO
Le banche in un’economia regionale: una rassegna della letteratura, setiem-
bre 1993,

N. 41 - Alessandro VAGLIO
A mode! of the audience for TV broadcasting implications for advertising
competition and regulation , ottobre 1993,



N. 42 - Carlo A. FAVERO, Riccardo LUCCHETTI
Output, interest rates and the monetary -trasmission mechanism: some
empirical evidence for Italy, ottobre 1993,

N. 43 - Riccardo LUCCHETTI
Modelli in differenze con errori di misura, 1993,

N. 44 - Stefano STAFFOLANI
Lavoro a turni e durata di utilizzo del capitale, novembre 1993,

N. 45 - Alessandro STERLACCHINI
La ricerca universitaria in Italia, novembre 1993.

N. 46 - Daniela FELTZIANI
Organizzazione e regolamentazione degli orari di lavoro nei paesi industria-
lizzati, marzo 1994,

N. 47 - Alessandro STERLACCHINI
The birth of new firms in Italian manufacturing, marzo 1994.




