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ABSTRACT

The purpose of this paper is to provresearchers, policy makeesd political
proponents some insights on the value proposof small businesseand the positive impa
they can have on an econorpr the purposes of this papemall business is defined in tl
traditionalway of having less than 500 employees. The smaihlesshas a unigL economic
freedom to market contemporary products and ses\ace provide wages through jobs
society.

The small business serves as the catalyst of edorstimulus and has beco the
fundamental unit or building block of business tiga In the United States as well as m
industrialized nations, small busines account for theajority of jobs in the economMore
importantly, they account for the growth and creaif new obs in the econom'Accordingly,
more emphasis should be placed on assisting ambgiuyy small busiesses during econorr
recoveries as well as durimgcessior.

This paper covers sondifferences between big and small businesses antsgo the
value of small business ast only thebiggest creator of jobs but also asadternative in jok
displacementlt suggests that beyond jobs, small businessasiloote to the fiber of a fre
market and feed the economy with innovation, talentl creativity

Keywords:Small businesses, job creation, net employmentnbss births and deaths, job g:
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INTRODUCTION

A small business is the fundamental unit (buildahack) of business creation. It is like
stem cell in the development of the human |; it can self-generatand differentiate itself int
different structured formsSmall businesses ¢ cross into multiplendustries, countries, ar
communities, providing jobd@ng the way According to the Office of Advocacy of the Sm
Business Administration of the United States, fro®93 to 2008 approximately 64 percen
the net jobs created in the Ucaume from businesses with less than 500 empl¢(Sargeant,
2011, p.28). In some countriesjch as Australia, a small business is one thalelsaghar20
employees (Kryger, 2000kver with this size limitation, small businesses stdtount for the
majority of employment growthn Australia (p.2)It was tempting to use the U.S. reco
involving employers with less than 20 employeethia paper because the numbers we
support an even better story for business-ups. Howeverto maintain consistency withe
U.S. government reportssanall businesis defined asaving less than 500 employein this
paper.

The small business in a market economy is freeetoréative, innovative, explore and
new ideas, and take risks, whereas, big businegmbamited byits own political culture an
obsession to be efficient. The bigger the bus, the bigger the challenge will lto take on
new,untried ideas and unproven methcSome say that the culture in big business perpegt
an attitudewe often hear: There a right way, a wrong way, and our company way! Tie of
attitude existed opentjrroughout the later decades of 20th century, and istill hidden today
in most big business hallways:

Two of the fundamental things trsmall businesses do for an econcsng to allow
individual freedom of action aroriginatethe engine of economic growth as measure
different dimensiongcluding but not limited t employment and wageskls and wage are
critical success factors for any government whetihey be totalitarian cdemocraticin
ideology.

Recent economic international debates have bedareédron fiscal responsibility ar
national debts. Most policy makers and central besmkave beefocused on preventing furth
economic downturns argtimulaing their respective economies as welttasse ottheir
members througbne of the worst recessions of modern times. Gonemnts throughout Eurog
have concerns over tmational debts of couries such as Greece, Italy, Spain, Portugal,
even Ireland and Great Britain. Germany and Fréiase been the most vocal and deman
for these countries to become more fiscally resipdgsThe realemphasis should be «creating
policies and measurdisat produce jobs and increase spending w¢The primary focus at th
Aug. 26, 201Jeconomic conference in Jackson Hole, Wyoming, wa®lbs.The Federa
Reserve Chairman Ben Bernanke suced that while longerm deficit reduction is necessa
“future economic health could be jeopardized if hiring growth are not strengtred now”
(The Associated Press, 201Hg further urged the Congress of the United Stat@somote
growth through tax, trade, and regulatory polick§of these business concerns affect sr
and big businesses no matter what part of the wanldexist or the type of government in pl:
However, these factors seem to affect small busesearlier and with moréethal blows.
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DIFFERENCES BETWEEN SMALL AND BIG BUSINESSES

While onecannot begin to cover all the distinguist aspects between s and big
business, the focus here vk on risl-aversion tendencies and efficiency aims of eln terms
of risk, kg business will explore all aspects of an idemtonimize risl, oftento the detriment ¢
timely introduction ofa product or service needed or wanted by the coasiSmall tusinesses
are more reactive to current business dyne and will take on calculated risk more readily t
big businessTheir approach is more intuitive and less rese-oriented. This may be why tt
majority of them fail within the first couple of sus. However, those that succein capturing a
new market or expanding omall become the employers of tomorro

As small businesses become successful, the\be absorbedpse their trainet
management to big business become big busines: themselvesHowever, there is a -
existence between big and small busineas well. Often, big businessestsource or use smi
businesses as vendors until they either are aldlagbcate the product or service or mak
more cost effective on thedown.

The business schools of the world are training etrees with tools and methods to me
their businesses more efficient. Recent trendsyof@r executives to get their advance deg
promote a payback for businesses by making thene eifticiert. Because big business empl
large numbers, they are more visible and hold motgical clout. They have more money
invest in research and attract bright minds antydheir governments more effectively. TF
merge and acquire other business reduce redundanci@s workflows. More importantly, the
can afford to layoff and rehire withohaving as great of rgaining costs when compared w
small businesse8Unlike big companies, small businesses rely orhaadividual employet
much more tkeep their companies runnirin addition, many small companies use their his
of never firing people as an essential tool tcaattand retain worke” (Flandez, WSJ 2).
Accordingly, a small business is less likely to off its employees duringconomic slowdown
because of the fear of losing them forever andtst of retraining their replacements on
there is an upswing in business.

An article by Kelly Edmiston, a senior economist & Bederal Reserve Bank of Kan:
City suggests that eaaraging large business to locate in an area mes thee opposite effect
positive economic growtfEdmiston, 200 A study revealed that a large firm “often retatas
growth of the existing enterprises or discourapesaistablishment of enterprises that wc
otherwise have located [Georgia, USA]” (p.75). Hnticle concludes, “given the role of sm
businesses employment growth, supporting entrepreneurstamtiing businesses... likely
to be an effective strategy” (p. ¢

ECONOMIC FREEDOM

Traditionally,market economi¢ have been associated witbmocracies. However, mc
and more totalitarian governme have been making the transition to market econg,
sometimes referred to acapitalitic system. According to DanielRadebaugh, and Sulliv
(2011), “For nearly two decades, the collapse of communigmfgd the triumph of capitalisn
particularly in the mode of maximizing economiceidem”(p. 160).William Beach and Mar
Miles (2005) define @nomic freedonasthe “absence of government coercion constraint
on the production, distribution, or consumptiorgobds and services beyond the ex
necessary for citizens to protect and maintairrtjbieself....people are free to work, produ
consume, and invest in the ways they feel are prostuctive” (Beach and Mile<as cited by
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Daniels, et al., 2011, p. 16 8mall businesses flourish in democracies becaueaconomir
freedom of the environmenthe U.S. Department of Energy follows this mamrasing the
theme,” Securing Our EconomFreedom -Empowering Small Business” in setting their
years goals (Avillaspeake, 200!

The Heritage Foundation aTheWall Street Journgbroduce an Economic Freedc
Index (EFI) that measures tOmponeni of economic freedom to conduct busindt measures
not only the extent to which government constr&ies choice and free enterpi, but goes
beyond protective measures to ¢ of doing business in a country. Figurenthe Appendix
shows thatountries/regions scoring greater than 60 on tlexrare considered unbound fr
government interference in the economy. Scores 80ro 60.9 are considered moderately f
Whereas, scores from 70 to 70.9 are consideredyrfo=t, and scores from to 100 are
considered totally free.

As one carobserve from Figure 1, the countries with score80odnd above have ov
1.6 billion citizens free to start their own busiees with an infrastructure conduciverunning
business. A review of the Hergga Foundation’s website shows Hong Kong at almOgidints
out of a possible 100 even though it is not a ayuauhd is now under the Chinese governn
control. This is becausehina’s communist government has kept Hong Kong fasetrade
zone. Chinaecognized that the economic freedom enjoyed by Hargy under British rule &
being economically healthy.

According toa report from th«Organization of Economic Coperation and Developme
(OCED), ‘It is apparent that SME[businesses with <500 employee&ly an important role i
all OECD economies: they make up over 95 perceehtdrprises and account for 60 to
percent of jobs in most OECD countri( OCED, 1998, p. 7Besides lacking access
technology and capital, they remain burde with regulatory issues. The OCED concludes
following: “Regulatory burdenremain a major obstacle for SMEs as these firmg teibe
poorly equipped to deal with the problems arisirgr regulations. Access to information ab
regulations should bmade available to SMEs at minimum cost. Policy makeust ensure th
the compliance procedures associated with, e.g. [Research and Developmeiand new
technologies, are not unnecessarily costly, comptdgngthy”’(OCED, 1998, p. ..

THE ISSUE

In a recenpress release statem by Commissioner Keith Hall of the Bureau of Lal
Statistics before the United States Congress lge“Of the 13.9 million persons unemployed
July, 44.4 percent had been o@itvork for 27 weeks or longe(Hall, 2011).He further state:
that these numbers have not changed over the mawt (July), or everthe past yei (2010-
2011). These areery disheartening fas and a very sad commentary fioe U.S. econon. The
unemployment rate sits at 9.1 perc(July 2011). Furtheithe 27 weeks is somewf
understated because the duration is based on thieemnof weeks unemployed before becon
employed. This may mean there are tens of thousahdssimply have lefthe workplace
altogethemwho are unaccounted . Figure 2 in the Appendighows the unemployment rate
the beginning of the greatastcession since the great depression of the 1930k &l
approximately 4.6 (July 200percent and rising t10.1 by October 2010.

The mystery of economic growth lies in the bevariableof consumer spendin
Approximately 70 percerdf Gross Domestic Prodt of most free economias consume
driven. If the consumeido not have jobs and decent wages, they wilspend and consulr.
The whole aspect of economic growth multiplierbased on the concept of perpetus
expenditures within an economic sys. These multipliers are affected by confidence withie
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system.The recent U.S. consumer confidence inde: to a twoyear low to 44.5 the weake
since April 2009 (Homan, 2011)

The recent downgrade the United States Government’s credit ratiygStandard an
Poor’s has created muttepidationin financial markets. The primary reasgimen foi the
downgrade was due to the indecision and debateraig@ng the debt ceilir, which was
shadowed by political infighting over the natiobaldge allocations and constrail. The
legislators did not contemplate the dan that would ensue in the equity afighncial market:
based on their political infighting, indecision bipartisan behavioccording to Standar
and Poor’s, “We lowered our lo-term rating on the U.S. because we believe theprolonged
controversyover raising the statutory debt ceiling and thatez fiscal policy debate indica
that further neaterm progress containing { growth in public spending, especially
entitlements, or on reaching agreement on raising revenues is less likely we previously
assumed andill remain a contentious and fitful proc” (Swann, 2011). Inhe two week
following the downgradethe New York StoclMarket tumbledvith the Dow Jones Industria
(DJ1) shedding more thaD0 points 05 percent of its value and the two-, fivé€-, and 30-
year treasuries rates tumbledamaverage of approximately 13 basis poiatéevels we hav
not seen in decadéRiley, 2011. The new two-year treasury yield rétas become th
overnight rate and the new fiyearrate is now what the two-year treasyigld ratewas before
the downgraddn addition, Deven Sharma, the president of S&Bigreed 18 days after ti
downgrade (Blade, 2011).

Bonds yields and interest rates affect investmmadeboth by consumers ai
businesses. Businesses may invest in researcheastbdment of new products, technolo
equipment, or capital assets to expand their basegHowever, the cost of money is only c
aspect of economic developm; the access to capital is anotimportant factc. Presently, the
challenge for most businesse@access to financial capital even if they arefidemt about the
future economic upswg. This brings to focus the confidence levelstaksholder:

The confidence ofonsumers, business owners, and lendes a greater impact than tl
cost of moneyespecially when the wol-leading nation’s credit worthiness is questionex
S&P did with its downgradef the United States governm. What is needed ian effort to
rebuild the trust level across all three pla: consumer, business owner, and lender. It prim
starts with consumer demar@onsumedemand starts with having a job. Gamer spendin
begins by having confidence in being able to payn&xessities. Business confidence te
effect oncehe cash registers are ringiThis confidence sparks borrowiig not only
consumers and business ownérg, by lenders believing that the borrowers carisertheir
debt.Unable to get employment, people may turn to-employment. However, access
capital may be requireid secure longevi.

Having &cess to capital meadvance the alternative to laj@fAccording to ¢
USAToday reporter, Laura Petre (2009),“In 2008, an average of 320 out of 100,000 ac
created a business each montirepresenting about 530,000 new businesses a mdmkis ¢
slight increase from 2007” (20). To increase jobgiovernment needs to promote investmet
the private sector and promote access to capitaimall businesses as suggested by Ji
Sherk (2010), Senior Policy Analyst in Labor Ecomsrat The Heritage Foundati

JOB CREATION

In addition tosmall to mediur-sized businessegcounting for most of the jo in free
market economies, “theglso account for disproportionately large share of new j,
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especially in those countries which have displaysttong employment record, including
United States and th¢etherlands (OCED, 1998, p. 3). However, what firsize was include
in their study? Internationallgmall to mediur-sized (SME)s defined using the san
parameter of less than 500 employees that is hesad to define a small busss in this pape
Beyond size, the use of firm or establishment makera difference in the statistiA 1996
publication by Paul Schreyer of OCEbegan the attempt to distinguish between a-level and
an establishmenevel when referring to firms in their data cou(Schreyer, 199t The use of
firm or establishment may make a difference ingtagistics

As prevously noted, 64 percent of new jobs in the Uni&tdtes from 19¢-2008 were
attributed to small businessg&argeant, 201. However, during aeconomic slowdown ¢
recessionthey have the greatest job los. The Office of Advocacy reportedin‘the first three
quarters of 2009, small businesses accountedrfaysal60 percent of the net job losses, with thatgsd
losses in the first quarter” (p. 5).

Whether it's due to ignoran or big business political influenceany of our legislator
are not aware that jobs are created in the pre@teor in businesses with less than
employees. From previogsatistics, most of the jobs are created in comgsawith less than 2
employeesn the U.S. as is the case in Austr. The Bureau of Ladr Statistics (BLS, working
with state agenciebas been focusing on the job creation i, creating a review of where jo
are being created in the U.S. econ. Figure 3 in the Appendix showlse job gains and loss
during the last decadssing the lusiness Employment Dynamics (BED) met. Notice the
deep declines of job gains and the steep climlpsholiossesduring the last two recessic. The
BLS used a different data set in creating this tthlam previou ones used-the differenceare
laid outin the report where this chart appe

A further study of the last three recessiby Konigsberg, Spletzer, and Talan (20
reveals that during the recession small businessssunt for most of the new jobs created.
net new jobs created duritige recessions of the early 1990s, 2001, and stete ending 200
are shown in Figure 4 of the Appenc According to James Sherk (201QYYhile layoffs
increased during this recessi@d07-2009], they are ndhe primary cause of the nearly
percen unemployment rate. The main factor driving themployment rate so high during tr
recession was .the sharp drop in creation of new j” (Abstract).

The BED reportvas started in 20Cin an effort to make the calculations of job creatioore
longitudinal.After comparison confusion on the job creation g by size, the BL®na news release
dated August 2, 2011 provided explanation of longitudinal approactknown as the BE, which is a
federal-state cooperative programombiningQuarterly Census of Employment and W¢e as reported
in the Unemployment Insurance rep (QCEW) (Anonymous, 2011kurther explanation for tt
tabulations by size of employment chaicanbe found in a publication by Sheryl Konigsberg, a
Sletzer, and David Tala#Konigsberg, Spletzer, & Talan, 201. Brian Headd (201)0of the Office ol
Advocacyprovided some insight on the matter and producegif charts as showed in Fig5 of the
appendix revealing two approaches in calculatirtgees jobs Additionally, the BLS also uses anott
measure called the CunttEmployment Statistics ES) that uses different parameters

Different measures are used depending on the ogeeeatimation procedure, a
publication product goal$.or example, in Table 1 of the Appendix, the autis®d the Sma
Business Administration’s (SBA) website arxtracted data that had beesed by the Office ¢
Advocacy, which citethe BLS as a sour and supportprevious SBA reports that sm.
businesses accounted for 88 percent of new jotiwitl.{. As revealed in Table 1, sm.
businesses accounted for 88excent of all new jobs from 1993 to 2(. However it was
previously reported as accounting for 64 per of all new jobdn the 2010 Report to tt
PresidentThe 64 percent may be more accurate based (BED methodology usec

The value proposition, Pa6



Journal of Management and Marketing Rese

Nonetheless, whether emuses 64 percent or 88 percent, the results gldamonstrate that tt
major increase in job creation comes from smallrmsses in the United Stat:

CONCLUSION AND RECOMMENDATIONS

The value proposition of small businds clearly worthy oinvestment in any econor.
It has proven itself not only in the United Statesthuughout the world as the best econo
entity to create jobs. Beyond job creatioserves as the free market templateere ideas
innovation, creativity, and entrepreurship come together to bring about product chamgt
service to societgs well as an unemployment alternative during higémployment perio..
This gestation of initiativesyhen combined with freedom of action gives birttatbusiness
These new businesses grayet absorbed, or ¢, depending omanagement’s ability to cree
and maintain a customehe company’access to talent, capital, and technology, itstgld
navigate government regulation, and a judicialesysthat protectproperty ridnts. It serves bi
business by becomingart of the businessupply chain; thus, allowinigig business to becon
more efficient. It works in harmony with big bussseto produce goods and services for sot

Different countries and entities meas bothsize and employment chandifferently.
The OECDon the international sicand the BLS on the United States’ pam reviewincways
to more accurately report Isyze ancwhat constitutes an employment chamgthin a syster
due to their important role as a bellwether ofébenom'. Consequentlyhest practice for
gathering relevant, timely, amemparabledata usingtandard statistical methods need tc
established across agencies and nations. Intemaattomparabilit will be a greater challenc
than has already been discovered just within thisgedrStatesGatheringdata in standardize
format without creating more bureaucracy for busse=and maintaining thejprivacy is
critical.

Above all the barriers to hicgrowth for small businesses are market failurebér
capital markets as we saw in the financial meltdawthe fall of 2007. For a period of time
the fall of 2007 and beginning of 2008, banks wireven lending to each other. Finally, 1
normal barier of having access to qualified staff and :.edworkers is paramount to ai
business. Our policy decision makers have to fecugetting the economy back on track
removing bureaucratic barriegmmovidingaccess to capitaind reducing the tavion of small
businesses.
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APPENDIX

Figure 1: World Economic Freedormr

Economic Freedom by Region
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Figure 2:U.S. Unemployment rate last 10 yea

/4 _
N P

SourceAdapted by R. M. Valade(2011) from data from thBureau of Labor Statistic
retrieved August 25, 2011 frohitp://data.bls.gov/timeseries/LNS14000
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Figure 3: Private Sector Jobs Gains and Losserom March 2000 to December 201

Chart 1. Private sector gross job gains and gross job losses, seasonally adjusted
March 2000 — December 2010
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Source: U.S. Bureau of Labor Statistics
Note: Shaded area represents NBER defined recession period.

Figure 4. Average Share of Quarterly Net Employment Change Dung Last Three
Recessions in the United Stat (early 1990s, 2001, 2007-2009)

Chart 1: Average share of quarterly net employment change
over NBER recession periods, by firm size, seasonally adjusted
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SourcekKonigsberg, S.L., SpletzeJ. R., & Talan, D. M. (2009) Retrievédigust 23, 2011
from www.bls.gov: http://www.bls.gov/opub/mIir/20@@/art2full.pdi
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Figure 5. Two Data Sets in Calculating Net New Jobs by Firnsize
Share of Net New Jobs by Firm Size
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Table 1: Net Employment by Firm Sizein U.S. (1993-2007)

U.S. Net Job Creation (1993-2007)
Number of Employees

Period <20 20-499 <500 500+ Total

2006-2007 986,61¢ -361,342 625,277 88,07t 537,202
2005-2006 1,589,541 936,064 2,525,610 1,072,711 3,598,320
2004-2005 1,026,39. -47,292 979,102 262,32t 1,241,428
2003-2004 1,626,79. 230,277 1,857,070 181,12. 1,675,948
2002-2003 1,573,46, 416,864 1,990,326 994,66 995,659
2001-2002 853,07- -1,282,606 -429,532 2;231,02 -2,660,558
2000-2001 1,111,18 39,692 1,150,875 150,90! 999,970
1999-2000 1,593,46 912,246 2,505,712 853,70 3,359,419
1998-1999 1,363,25 379,769 1,743,027 844,71: 2,587,738
1997-1998 1,386,29. 348,283 1,734,576 1,078,60. 2,813,177
1996-1997 1,557,69 796,506 2,354,202 750,08: 3,104,283
1995-1996 1,435,45. 24,059 1,459,512 407,73 1,867,245
1994-1995 1,677,78. 935,522 2,613,305 978,26: 3,591,567
1993-1994 1,311,54 281,810 1,593,350 351,11( 1,944,460
Net New Jobs 19,092,56 3,609,852 22,702,412 2,953,441 25,655,858
Percent 74.4% 14.1% 88.5% 11.5% 100.0%

Source: Adapted by R. M. Valadez (20:from data retrieved 5/15/2011 from
http://www.sba.gov/sites/default/files/files/dyn_tist.pdf which was received by the Office of AdvogaU.S.
Small Business Administration, from data providgdte U.S. Bureauf the Census, Statistics of U.S. Busin

Notes: The data represent activity from March efiteginning year to March of the ending -Excludes

establishments with no employment in first quarter of the beginningear. New firm births are classid by their
first quarter employment sizBercent of size class is not calculated when dasses change in opposite directi
New firms represent new original establishmentsdeaths represent closed original establishmeetsalse of th
methodolgy in determining new and closeciginal establishments, Census considers these figaree estimate

The value proposition, Paill



