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Abstract 

This thesis studies the role of new firms in the labour market and 

uses Swedish data to analyze labour mobility in new firms, 

including both transitions of workers into and from new firms. In 

particular, it focuses on employees’ wages in new firms and post-

new firm employment labour market outcomes as transitions into 

long-term employment and entrepreneurship.   

This thesis consists of four essays. The first two essays concern 

labour mobility into new firms. The last two essays focus on post-

new firm employment mobility.  

The first essay explores the role of new firms as an entry point 

into the labour market for individuals with little (or no) labour 

market experience. The findings show that the wage penalty found 

in previous research, which includes more heterogeneous groups 

of employees, decreases once the focus is solely on labour market 

entrants.   

The second essay investigates whether there is a wage penalty 

for being employed at a new firm if the individual employee’s 

experience and status in the labour market are taken into account; 

this essay focuses on individuals who decide to switch jobs. The 

findings show that there is a wage penalty for being employed at a 

new firm; however, considering a random selection into new firms 

may underestimate the wage differentials. 

The third essay studies the role that new firms play for the 

career path of their employees. In particular, this paper analyzes 

whether short-term employment in new firms (employment lasting 

less than one year) may serve as a stepping stone toward long-term 

employment (at least two years of employment with the same 

employer) for non-employed individuals. The findings indicate 

that short-term employment in new firms may serve as a stepping 

stone toward long-term employment.  



 

 

The fourth paper examines the new firm effect on 

entrepreneurship, which the findings indicate is positive and 

statistically significant; this effect remains even after controlling 

for a worker's ability and shows that employees with both high and 

low levels of ability may transition to entrepreneurship.  

Keywords  

New firms, labour market entrants, wage penalty, job switchers, 

employment, long-term employment, stepping stone hypothesis, 

entrepreneurship, self-employment. 
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Sammanfattning 

Denna avhandling studerar betydelsen av nya företag för 

arbetsmarknaden och använder svensk data för att analysera 

arbetskraftens rörlighet till och från nya företag. Framförallt 

fokuserar avhandlingen på de anställdas löner i nya företag samt 

deras fortsatta karriär på arbetsmarknaden i form av övergång till 

långsiktig sysselsättning och entreprenörskap. 

Denna avhandling består av fyra uppsatser. De två första 

uppsatserna berör arbetskraftens rörlighet till nya företag. De sista 

två uppsatserna fokuserar på rörlighet efter att anställningen i det 

nya företaget avslutats. 

Den första uppsatsen undersöker betydelsen av nya företag för 

inträde på arbetsmarknaden för personer med liten (eller ingen) 

arbetsmarknadserfarenhet. Tidigare forskning, baserad på mer 

heterogena grupper av anställda, visar att nya företag tenderar att 

betala lägre löner. Resultaten i denna studie visar att denna 

löneskillnad är lägre när man jämför lönerna för enbart för 

anställda som gör sitt inträde på arbetsmarknaden.    

Den andra uppsatsen undersöker om lönen för anställda i ett 

nytt företag är lägre om den enskilde medarbetarens erfarenhet 

och status på arbetsmarknaden beaktas. Denna uppsats fokuserar 

på individer som väljer att byta jobb. Resultaten visar att lönerna 

för anställda i ett nytt företag är lägre. Om ett slumpmässigt urval 

beaktas kan löneskillnaderna underskattas.  

Den tredje uppsatsen studerar vilken roll nya företag spelar för 

de anställdas fortsatta karriär. Mer specifikt  studeras om en 

kortare tids anställning i ett nytt företag (sysselsättning som varar 

mindre än ett år) kan fungera som en språngbräda till en långsiktig 

sysselsättning (minst två års anställning hos samma arbetsgivare) 

för personer som  inte har någon anställning. Resultaten tyder på 

att kort tids anställning i ett nytt företag kan vara en språngbräda 

mot en mer långsiktig sysselsättning. 



 

 

Den fjärde uppsatsen undersöker om anställning i ett nytt 

företag  ökar sannolikheten att  bli entreprenör. Resultaten visar 

på en positiv och statistiskt signifikans effekt. Denna effekt 

kvarstår även efter vi kontrollerar för arbetstagarens förmåga och 

visar att anställda med både hög och låg förmåga blir 

entreprenörer efter sin anställning i ett nytt företag. 

Nyckelord  

Nya företag, inträde på arbetsmarknaden, löneskillnader, 

jobbytare, sysselsättning, långsiktig sysselsättning, språngbräda på 

arbetsmarknaden, entreprenörskap, egenföretagande. 

JEL-kod 

E24; J21; J31; J62; L26; M13 
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1. Introduction 

This thesis is motivated by the ongoing debate about the 

importance of new firms in the economy, and studies the role of 

new firms as employers in the labour market by focusing on 

mobility of new firm employees and their labour market outcomes. 

It consists of two parts, a cover essay and four appended essays 

that aim to contribute to the discussion and empirical literature on 

the role of new firms in the labour market.  

The significance of entrepreneurship as an economic engine of 

growth is emphasized in the creation of new jobs that contribute to 

aggregate employment growth. A popular perception about small 

businesses creating the most private sector jobs supported by early 

research (see e.g. Birch 1981) has changed following by new 

insights on the job creation power of firms (Haltiwanger et al. 

2013)1. Although small and medium-sized businesses account for 

majority of gross job creation, a closer look at the age profile of 

firms reveals a different picture. For instance, as Criscuolo et al. 

(2014) find in OECD2 countries, not all small businesses are net job 

creators, but only young businesses create a disproportionate 

number of jobs. Similarly, Haltiwanger et al. (2013) find that job 

creation is negatively associated with firms’ age and conclude that 

the firm age effect, rather than its size, is very important for 

understanding entrepreneurship and for policies aimed at 

fostering entrepreneurship. Hence, in regard to job-creating power, 

the relevance of the age profile of small businesses is important; it 

is not the size of the business that matters as much as the firm age. 

Given the importance for economic development the 

phenomenon of entrepreneurship has attracted considerable 

                                                           
1 See  Haltiwanger et al. (2013) for a detailed discussion.  
2The Organisation for Economic Co-operation and Development  
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interest among policymakers and researchers, which has led to 

research in the field from different levels and perspectives; 

research has focused on questions such as determinants of new 

firm formation, their role in economic dynamics and policies 

stimulating new firm formation (see e.g. Ferris and Voia 2012, 

Thai and Turkina 2013, Valdez and Richardson 2013, Barreneche 

García 2014).  

On the other hand, there is an ongoing debate about the role of 

new firms in the labour market with respect to the quality of the 

jobs they provide (e.g. Shane 2009), as well as their role as 

employers of individuals they decide to hire (see e.g. Nyström 

2011). Most of new jobs created by start-ups are of low quality, and 

their impact on the economic growth is minimal (Litwin and Phan 

2012). This is due to the fact that new employers often operate on a 

small scale with constrained resources (Litwin and Phan 2013). 

Furthermore, employees of new firms differ from employees of 

incumbent firms. For instance new firms employ disproportionally 

more immigrants and recent graduates (Nyström 2011), and youth 

(Ouimet and Zarutskie 2014), than incumbent firms. Finally, 

studies on new firms as organizations find that new firms provide a 

different working environment to their employees than incumbent 

firms, such as less bureaucracy (Sørensen 2007) and opportunities 

to work alongside managers (Wagner 2004).   

In sum, although new firms may offer jobs of lower quality 

compared to incumbent firms, they have attractive features to offer 

and are important as employers, especially for individuals with 

weaker status on the labour market. This therefore indicates the 

importance of new firms as an object of study, and this research 

aims to investigate the role of new firms as employers in the labour 

market.  

The thesis addresses employment in new firms and post-new 

firm employment labour market outcomes by analysing labour 

mobility in new firms, including both transitions of workers into 
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and from new firms. This thesis aims to provide new insights 

regarding employee mobility in new firms. In particular, it focuses 

on the wages of employees in new firms and on post-employment 

transition of new firm employees into long-term employment and 

entrepreneurship.  

This cover essay consists of eight sections. Section 2 provides a 

brief overview on new firms’ role in the economy, on the 

relationship between new firms and economic growth, and on the 

role of new firms in the labour market. In addition, an overview of 

the dynamic of new firms and their employees in Sweden is 

presented in this section. Section 3 presents several economic 

theories related to the labour market. In section 4, the previous 

empirical literature is discussed, and Section 5 presents the dataset 

used in this thesis. Section 6 presents the definition of new firms 

and the measurement of labour market outcomes. Section 7 

summarises the four essays included in the thesis, and the main 

findings of each essay are highlighted. Finally, conclusions and 

suggestions for further research are presented in section 8.   

 

2. The role of new firms in the economy 

2.1 New firms as employers 

Joseph Schumpeter viewed entrepreneurs as introducing novelty 

through new combinations of existing knowledge and development 

of a new organizational form (Schumpeter 1934). Historically, 

entrepreneurship is one of the oldest activities and it includes 

discovering and exploiting new business opportunities in new 

ventures for economic gain (Landstrom 2007).  

From a macroeconomic perspective, the importance of new 

firms for economic growth is emphasized in the creation of new 

jobs and contributions to aggregate employment growth. Through 

their job creating power new firms affect economic growth at both 
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the national and regional levels (Audretsch and Keilbach 2004). 

Furthermore, new firm formation is also found to have an 

important influence on the development of regional economic 

well-being (Davidsson et al. 1994). Hence, new firms are important 

in job creation and in stimulating economic growth. 

At the microeconomic level jobs created by new firms have been 

studied in terms of their quality. On the labour market quality of 

jobs is usually measured in pecuniary terms, such as wages, as well 

as in non-pecuniary terms, such as job security, fringe benefits and 

employee protection (see e.g. Wagner 1997). Most new jobs created 

by start-ups are of low quality and their impact on economic 

growth is minimal (Litwin and Phan 2012). New firms are less 

likely to offer high-quality jobs even after controlling for numerous 

sources of variation (Litwin and Phan 2013). Jobs in new firms are 

usually associated with lower wages (Brixy et al. 2007). New firms 

tend to offer less stable jobs since there is a high probability of job 

destruction during the first five years (se  e.g. e.g., Geroski 1995, 

Shane 2009); they also provide fewer fringe benefits than 

incumbent firms (Wagner 1997).  

On the other hand, new firms are heterogeneous, and as Dahl 

and Klepper (2015) find, productive new firms hire more talented 

employees already from the time of entry, and these firms 

consistently pay higher wages to their new hires. Although new 

firms offer fewer fringe benefits, for instance health insurance, 

once a new firm survives and grows it is as likely to offer work 

benefits as established businesses (Litwin and Phan 2012). These 

findings highlight the particular importance of more productive 

high-growth new firms in the economy.  

Economists study not only the quality of jobs provided by new 

firms but the role of new firms as employers regarding the 

individuals they employ. The empirical literature shows that new 

firms disproportionally employ certain group of individuals, for 

instance immigrants and recent graduates (Nyström 2011), and 
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youth (Ouimet and Zarutskie 2014). This highlights the 

importance of new firms as employers, especially for individuals 

with weaker status on the labour market. Hence, new firms may 

play a role for their integration into the labour market.   

Finally, studies on new firms as organizations find that new 

firms provide a different environment to their employees than 

incumbent firms, which may attract a certain group of individuals. 

Unlike older firms, new firms provide a workplace with a higher 

level of freedom with less bureaucracy (Sørensen 2007) and 

possibility to work alongside managers (Wagner 2004). Hence, 

these features may attract more individuals who prefer such firm 

attributes. 

2. 2 New firms and their employees in Sweden 

This subsection presents a general overview of the dynamics of 

new firms and their employees in Sweden. Data for the tables and 

figures are accessed through MONA (Microdata Online Access).3 

Table 1 presents statistics on new firms4 in Sweden’s private sector 

for the period 1998-2010. As one can see, the number of new firms 

varied between 12,784 and 17,7635 and seems to be increasing with 

the exception of the period 2001-2002. These new firms seem to 

make the largest share of all new firms aged 0-5 years. Figure 1 

shows that newly founded firms comprise approximately 3-4 

percent of all firms6, while the new firms aged 0-5 years comprise 

                                                           
3 This is a system that provides micro data at Statistics Sweden. 
4 Definition of new firms used in the thesis are discussed in Section 6. Here, new 
firms are defined as independent start-ups and do not include firms with only one 
employee (they are considered as self-employment), and other types of new firms 
such as divestures or spin-offs (see Andersson and Klepper 2013).     
5These numbers differ from the official statistics, since new firms studied in this 
thesis include only one type of new firm, independent start-ups. According to 
Statistics Sweden there were 34,040 new firms established in 1998 and 35,000 
new firms in 1999 (SCB 2000), while the number of start-ups in 2009 amounted 
59,597  and in 2010 to 66,681 (SCB 2011a). 
6  The number of genuine new business in relation to the existing business 
portfolio in 1999 amounted to 7.3 percent on average for the country (SCB 2000), 
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approximately 6-10 percent of all firms.  

The number of employees in new firms is approximately 

40,000-60,000 7  per year, and again they comprise the largest 

share of all employees of the new firms aged 0-5 years, as Table 2 

shows. At the same time new firm employees comprise 

approximately 2 percent of all employees working in the private 

sector, while employees working in new firms aged 0-5 years 

comprise approximately 3-5 percent of all employees. Although 

new firm employees comprise a small share of all employees, they 

hire more employees. For instance, Figure 3 shows that 

approximately 22-29 percent of all employees are newly hired 

every year, and among the newly hired employees in all firms 

approximately 7-8 percent of them are hired by newly founded 

firms; new firms aged 0-5 years hire approximately 8-11 percent of 

all newly hired employees.  

On the other hand, every year approximately 15-17 percent of all 

firms close down8 (Figure 4). The number of closed new firms is 

approximately 3,000-5,000 per year, while the number of new 

firms aged 0-5 years is approximately 6,000-9,000 per year (Table 

3). Among all closed firms approximately 5-7 percent are new 

firms while 9-13 percent are new firms aged 0-5 years. New firms 

seem to comprise the largest share of closed new firms aged 0-5 

years. At the same time, the number of employees affected by new 

firm closure comprise the largest share of employees of closed new 

firms aged 0-5 years (Table 2) and the share of employees affected 

by firm closure of new firms is approximately 10-12 percent, while 

the share of employees affected by closure of new firms aged 0-5 

years comprise approximately 15-19 percent of all employees 

                                                                                                                                   
while this index was equal to 7.3 percent in 2009 and 8.1 percent  in 2010 (SCB 
2011a). 
7 Newly founded firms employed approximately 56,580 people in 1999 (SCB 2000) 
and in 2010 employed a total of 117,419 people (SCB 2011a). 
8 This category includes all closed firms that are not counted as survivors. Other 
firm closures due to splitting or merging are excluded from this category. 
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affected by firm closure (Figure 5).  

In sum, new firms as employers are important on the labour 

market as they hire a significant share of all newly hired employees, 

although the percentage of employment accounted for by new 

firms is rather low. Furthermore, new firm closure affects many 

employees since up to 20 percent of employees of all closed firms 

come from new firms aged 0-5 years.        
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Table 1 New firms9 in Sweden (1998-2010) 
 Firms  Closed firms 

Years New firms 
(0 years) 

New firms 
(0-5 years) 

All firms10 New firms 
(0 years) 

New firms 
(0-5 years) 

All firms 

1998 14,202 22,984 38,6711 4,508 6,270 65,333 

1999 13,807 28,378 38,6447 4,243 6,896 60,468 

2000 15,324 34,050 39,2711 4,566 7,829 62,012 

2001 13,959 37,212 393,763 4,198 7,750 59,336 

2002 12,784 39,355 396,219 3,992 8,029 67,620 

2003 13,675 39,209 382,518 3,897 7,783 64,926 

2004 13,285 39,084 424,025 4,111 7,729 73,317 

2005 15,028 40,894 427,167 4,529 8,386 73,052 

2006 16,199 42,442 435,775 4,825 8,948 77,884 

2007 17,763 44,873 442,762 5,168 9,427 73,960 

2008 16,809 46,104 452,025 4,988 9,626 74,869 

2009 14,896 44,995 455,750 4,543 9,125 77,426 

2010 17,165 47,026 467,286 5,138 9,943 77,812 

 

 

 

                                                           
9 New firms according to the definition used in the analysis. 
10 This category includes all firms in the private sector, including firms with only one employee which are counted as self-
employment.   
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Table 2 Employees in firms, ages 16-64 (1998-2010) 
 Employees Newly hired employees Employees of closed firms11 

Years New 
firms 

(0 
years) 

New 
firms 
(0-5 

years) 

All firms New 
firms 

(0 
years) 

New 
firms 
(0-5 

years) 

All firms New 
firms 

(0 
years) 

New 
firms 
(0-5 

years) 

All firms 

1998 46,605 73,434 2,336,321 46,605 54,468 636,077 14,348 18,746 118,234 

1999 48,396 93,464 2,422,973 48,396 60,675 693,857 15,558 22,579 140,935 

2000 55,747 114,806 2,548,910 55,747 71,901 804,575 17,148 25,143 137,247 

2001 49,962 124,472 2,559,405 49,962 68,377 719,323 15,400 24,109 126,454 

2002 44,354 129,760 2,561,050 44,354 64,275 654,221 14,136 23,470 123,092 

2003 46,163 128,021 2,556,259 46,163 65,100 602,027 13,930 22,645 126,688 

2004 44,176 128,006 2,619,744 44,176 64,527 694,798 14,317 23,123 133,619 

2005 50,557 133,036 2,637,561 50,557 70,279 653,817 15,884 25,156 144,604 

2006 55,100 137,609 2,707,486 55,100 75,459 724,503 17,277 27,444 162,322 

2007 61,409 146,267 2,807,949 61,409 83,428 803,953 18,412 28,431 151,928 

2008 57,681 148,784 2,848,579 57,681 80,022 746,926 17,852 28,237 143,704 

2009 49,711 142,112 2,727,325 49,711 70,929 614,311 16,265 26,980 146,186 

2010 57,313 149,731 2,821,653 57,313 80,329 735,025 18,169 29,208 171,033 

                                                           
11 This number shows the total number of employees who worked at firms closed down in the year prior to the closure.    
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3. Economic theory on labour market outcomes  

3.1 Search and matching theory 

The matching model 12  of the labour market describes a 

relationship between agents on the labour market, in particular job 

seekers and employers. The labour market acts as a matching 

process in which an individual worker searches for a job while a 

firm chooses the right worker for a position. Employee recruitment 

by firms is a matching process between prospective employees and 

employers, depending on the characteristics of employees and 

employers. Individuals and firms face both firm and individual 

constraints in this process. 

 On the job search theory 13  individuals know only the 

distribution of wages existing in the economy and they search for 

employers who will make a definite wage offer. The optimal 

strategy for a job seeker is to accept any wage offer higher than his 

or her reservation wage. However, the reservation wage depends 

on the set of parameters affecting the labour market, in particular 

the job destruction rate, the arrival rate of job offers, and 

unemployment insurance benefits. The impact on the 

unemployment benefits for the reservation wages also depends on 

an individual’s eligibility for unemployment benefits.  

Furthermore, wages are not only determined by job seekers, but 

by the strategic behavior of firms; this makes the distribution of 

wages endogenous. Wage formation in firms14 also depends on a 

number of factors. Under perfect competition workers receive 

wages equal to their marginal productivity. The differences in wage 

settings between individuals then account for the level of hard 

                                                           
12 See e.g., Jovanovic (1979) and Cahuc and Zylberberg (2004).  
13 See Cahuc and Zylberberg (2004) pp. 103-165   
14 See Cahuc and Zylberberg (2004) pp. 246-298 
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working and individual productivity, which is explained by the 

human capital theory. However, in reality, markets are not perfect.           

Employment in new firms is also a matching process and a 

number of factors make new firms less attractive on the labour 

market as employers compared to incumbent firms. First, new 

firms are associated with risks. Since the vast majority of new firms 

are short-lived (Geroski 1995, Shane 2009) and face a high risk of 

closing down (Persson 2004), it is a risky decision for an individual 

to accept an offer of employment in a new firm. Furthermore, new 

firms may offer jobs of lower quality such that they pay lower 

wages (Brixy et al. 2007), provide worse conditions in terms of 

fringe benefits and skill enhancement (Wagner 1997). Under these 

circumstances, new firms may have a limited pool of applicants 

available to them.  

On the other hand, even if entering a new firm as an employee is 

a risky project, new firms may offer other attractive factors. New 

firms provide attractive features such as higher level of freedom 

and less bureaucracy (Sørensen 2007), as well as the opportunity 

to work alongside managers and learn (Wagner 2004). These 

features may attract more individuals who prefer such firm 

attributes. Furthermore, young and small firms attract relatively 

more individuals with a weaker position on the labour market 

compared to incumbent firms; such individuals include 

immigrants, recent graduates (Nyström 2011), labour market 

entrants (Nyström and Elvung 2014), involuntary job switchers   

(Nyström and Zhetibaeva Elvung 2015), and individuals who have 

been unemployed (Schnabel et al. 2011).  

Hence, the matching process in the recruitment process of new 

firms may differ from the recruitment process in incumbent firms. 

Although new firms may have difficulties employing more 

productive and highly capable individuals due to their less 

attractive features, new firms may attract more individuals who 

prefer firm attributes that are more specific to new firms despite 
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the fact that potential employees are aware of the risks associated 

with new firms. At the same time, individuals with a weaker 

positon on the labour market may accept employment in new firms 

in the absence of other alternatives or employment opportunities, 

for instance in larger or older firms.  

3.2 Stepping stone-hypothesis  

Workers’ decision to transition from one firm to another as an 

employee or entrepreneur is dictated not only by the current 

labour market conditions but by the characteristics related to 

previous employment, such as firm characteristics, occupation and 

job characteristics. Moving from less favorable employment to 

“better” employment (e.g., in terms of earnings and job stability) 

may be partially explained by the stepping-stone hypothesis15 that 

was formulated by Sicherman and Galor (1990). This hypothesis is 

based on the career mobility theory, which argues that wage 

penalties for overeducated workers are compensated by better 

promotion prospects. 

An individual’s acceptance of the job offered at firms with lower 

wages and job instability may be explained by a number of factors. 

For instance, overeducated workers for the current low wage job 

may accept such positions to avoid the scarring effects of staying 

unemployed (Arulampalam 2001). On the other hand, this may be 

the shortest pathway to a job that matches the attained educational 

level (Baert et al. 2013). This type of mobility can be explained by 

the stepping stone hypothesis.  Hence, individuals may accept jobs 

with lower quality to move to better jobs in the future and treat the 

current firm as a temporary place.  

Even if employment in new firms is risky and less attractive as 

discussed in the previous subsection, many individuals may see the 

                                                           
15 See Baert et al. (2013) for a detailed discussion on the stepping stone hypothesis.  
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employment in new firms as a good opportunity for human capital 

accumulation and a transitory point toward better job options in 

terms of earnings and job stability. For instance, non-employed 

individuals may accept short-term employment in new firms to 

improve their chances of gaining long-term employment. As 

discussed by Hagen 2000 and Ichino et al. 2008, the stepping 

stone effect may work through several channels and summarised 

as follows.16 First, employment in new firms may be seen as an 

investment in human capital that can be transferred to the next job. 

Second, it may serve as a screening device. For instance, non-

employed individuals accepting employment in new firms make 

themselves available for screening to signal about their skills and 

productivity to potential employers. Third, temporary jobs may 

promote on-the-job search, such that new firm employees taking 

short-term jobs start searching for a long-term job earlier. Fourth, 

there is the signaling mechanism. Short-term employment may 

also be a positive signal to other employers, again, in comparison 

to the situation in which the person had remained unemployed. 

Finally, employees in new firms may choose to work a short period 

of time voluntarily if they are offered attractive outside alternatives 

in terms of wages such that new firms may serve as a temporary 

point toward a final destination. 

3.3 The new firm effect on entrepreneurship  

Previous research indicates a link between an individual’s 

workplace environment and his or her engagement in 

entrepreneurial activity. According to previous research, 

                                                           
16 See a detailed discussion on the mechanisms of the stepping stone hypothesis  
(Hagen 2003) where he uses German data to investigate whether fixed-term 
contracts serve as stepping stones for the unemployed towards permanent 
employment and discusses four explanations of the stepping stone mechanism. 
Ichino et al. (2008) use Italian data to study whether temporary work agencies 
can be an effective springboard to permanent employment and discuss two 
reasons why temporary employment could serve as a springboard to a stable job. 
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employees of small firms are significantly more likely to quit than 

are those at large firms to start new ventures (Hyytinen and 

Maliranta 2008, Baltzopoulos 2009). This link shows a negative 

relationship between firm size and the likelihood of the employees 

becoming entrepreneurs. Elfenbein et al. (2010) call this link the 

“small firm effect”.  

On the other hand, Haltiwanger et al. (2013) argue that the firm 

age effect rather than its size is very important in regard to 

understanding entrepreneurship and for policy implications to 

promote entrepreneurship. Young firms are small on average but 

not all small firms are young. Hence, the small firm effect on 

entrepreneurship may not always be the same as the new firm 

effect, which makes it necessary to consider the firm age effect on 

entrepreneurship separately from the firm size effect. Some 

empirical evidence links the firm age to entrepreneurship. For 

instance, Wagner (2004) find that work experience in a young and 

small firm that are no older than 10 years are important for 

entrepreneurship. Similarly, Sorensen (2007) finds a positive 

effect of younger firms on entrepreneurship, especially those aged 

0-3 years. 

In this thesis, this positive link between young and small firms 

and entrepreneurship is labeled as the “new firms effect” on 

entrepreneurship. The mechanism behind the new firm effect on 

entrepreneurship is based on the environment that new firms may 

offer to their employees. This impact is driven by the increase of 

human capital through accumulation of entrepreneurial knowledge 

and skills that are important to start a business. As small firms, 

new firms may act as important breeding grounds for 

entrepreneurs (Baltzopoulos 2009), providing favourable 

conditions to develop entrepreneurial knowledge and skills. 

Moreover, new firm employees have an opportunity to gain start-

up experience, which is an important human capital for 
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entrepreneurship (see Davidsson and Honig 2003) while working 

in new firms in their early years of establishment. 

4. Previous empirical literature 

4.1 Employment in new firms 

There is a large body of literature that studies new firms in 

general, for example in terms of their performance (Lööf and 

Nabavi 2014), job quality (Brixy et al. 2006), survival (Acs and 

Armington 2004), and formation (Knoben et al. 2011). Among 

other topics, entrepreneurship research studies the role of 

entrepreneurial or new firms and there is a debate on the role of 

new firm as employers.  

A number of researchers also focus on the individuals who new 

firms hire when studying employment in new firms. For instance 

Nyström (2011) studies employment in new firms by using 

Swedish data and finds that the share of employees from so-called 

“labour market outsiders”, 17  such as immigrants and recent 

graduates, was higher in new firms compared with incumbent 

firms. Similarly, Ouimet and Zarutskie (2014) use US data to show 

that young firms disproportionately employ and hire young 

workers. These findings indicate the importance of new firms, 

especially for individuals with a weaker position on the labour 

market. On the other hand, new firms are heterogeneous and hire 

individuals with different skills. For instance, Dahl and Klepper 

(2015) analyse the hiring choices of all new firms that began 

operating between 2003 and 2010 by using the matched 

employer–employee dataset for Denmark. They find that more 

productive firms hire more talented employees from the time of 

entry, which suggests that workers are allocated to firms according 

to their abilities.   

                                                           
17 See Lindbeck and Snower (2001) for a discussion of the theory.    
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4.2 Wage differentials in new firms and post new firm-

employment labour market outcomes  

The main focus of the thesis is to study the role of new firms as 

employers by analysing the new firm employee’s labour market 

outcomes, such as earnings, and post new firm employment 

transitions to long-term employment or entrepreneurship.   

  In labour economics, firm characteristics are often studied 

when analysing wage differentials. Previous studies on the wage 

penalty of employment in entrepreneurial or new firms focus on 

the relationship between firm size and wages. Wagner (1997) 

provides a literature review covering a number of studies and 

concludes that small firms offer worse jobs than large firms 

because wages are lower, fringe benefits are lower, job security is 

lower and opportunities for skill enhancement are worse. The wage 

penalty found in small firms is also confirmed by a number of 

other empirical studies (Bayard and Troske 1999, Troske 1999, 

Millimet 2006, Waddoups 2007). 

One of the most influential studies on the firm age-wage 

relationship was carried out by Brown and Medoff (2003). They 

find that older firms pay higher wages; however, the relationship is 

not monotonic, with wages falling and then rising with years in 

business. Another study by Brixy et al. (2007) uses a linked 

employer–employee dataset for Germany to analyse wage setting 

in newly founded and other firms. They find that on average, wages 

in newly founded establishments are 8 percent lower than in 

similar incumbent firms. Regarding Swedish studies, Heyman 

(2007) uses a matched employer–employee dataset for Sweden 

and analyses the link between firm age and wages. The results 

indicate that the inclusion of firm age does not affect the impact of 

firm size on wages.   

Previous studies on firm age-wage differentials have been 

unable to control for the possibility that the opportunity costs of 
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accepting employment at new firms may differ across individuals. 

Hence, the first essay in the thesis studies whether the wage 

penalty of employment in a new firm persists if one focuses solely 

on labour market entrants. Similarly, the second essay investigates 

whether a wage penalty for being employed at a new firm exists by 

taking the individual employee’s experience and status in the 

labour market into consideration by focusing only on individuals 

who decide to switch jobs.  

Labour market outcomes of employees, such as employment or 

entrepreneurship as employees transition from one firm to another, 

are affected not only by current employment but also by 

characteristics related to previous employment. Moving from less 

favorable employment to better employment is partially explained 

by the stepping-stone hypothesis. Previous research has studied 

different employment patterns, such as part-time jobs, temporary 

contracts and low-wage jobs, as potential stepping-stones on the 

labour market toward better jobs in terms of employment stability, 

wages, and contract types. For instance, Mosthaf et al. (2014) finds 

that future wage prospects are better for low-paid women than for 

unemployed or inactive women. Moreover, for women low-paid 

jobs can serve as a stepping stone out of unemployment. Similarly, 

Knabe and Plum (2013) find that individuals improve the chance 

to obtain a high-wage job by accepting low-paid work, especially 

those with lower-skills and longer periods of unemployment. At 

the same time, employment in larger firms increases transition to 

better employment. Mitchell and Welters (2008) find that casually 

employed workers will find it easier to transition to non-casual 

employment if they are employed in large firms, as they are more 

likely to be exposed to a broader and deeper social network.  

Long-term employment that may lead to permanent 

employment may be a ‘good transition’ compared to temporary 

employment. Permanent employment has some advantages in 

terms of job quality, such as higher level of job security, higher 
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wages, employee education and better labour market opportunities 

(Skedinger 2012).  

The findings of previous research on temporary employment 

provide mixed evidence on the stepping stone hypothesis. For 

instance, Ichino et al. (2008) use data for two Italian regions to 

show that temporary work agencies can be an effective springboard 

into permanent employment. Similar results are found by Guell 

and Petrongolo (2007) who use Spanish data and analyse 

conversion of temporary employment into permanent employment, 

finding that the conversion rate increases with the tenure. Finally, 

Cockx and Picchio (2012) find that short-lived jobs are stepping 

stones to long-lasting jobs (lasting one year or more) for Belgian 

long-term unemployed school-leavers. On the other hand, Svalund 

(2013) indicates low mobility from temporary to permanent 

employment contracts in Sweden. Similarly, Hveem (2013) uses 

Swedish data and estimates the causal effect of temporary work 

agency employment on the subsequent probability of employment 

in the regular labour market and finds no evidence of a stepping-

stone effect. 

Most of the research discussed above aims to determine the 

effect of contract type on future employment. Cockx and Picchio 

(2012), who test short-lived jobs as stepping stones to long-lasting 

jobs, focus solely on short-lived jobs that end involuntarily (ending 

in unemployment). This excludes individuals who may accept 

employment in a new firm but transition to another firm 

voluntarily. Furthermore, most previous research testing the 

stepping-stone hypothesis studies whether non-standard jobs 

accelerate or delay the transition into a better job match (see  e.g. 

Esteban-Pretel et al. 2011, Baert et al. 2013). However, the strategy 

of accepting non-standard jobs is found to be less beneficial in 

terms of long-term consequences. For instance, for unemployed 

workers, taking a contingent job does not raise the probability of 

having a regular job in the long term (Esteban-Pretel et al. 2011). 
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Hence, building on previous research the third essay studies the 

new firm effect on future employment by investigating short-term 

employment in new firms (both voluntary and involuntary) as the 

potential stepping stone toward long-term employment, especially 

for individuals with previous non-employment status (i.e., 

unemployment and non-participation). Moreover, the study 

focuses on the immediate effect of employment in a new firm on 

long-term employment.  

The small firm effect on entrepreneurship is fairly established in 

the literature. Many researchers have supported the small firm 

effect empirically. For instance, Hyytinen and Maliranta (2008) 

use a large linked employee-employer dataset from Finland and 

(Baltzopoulos 2009) employ Swedish employer-employee data; 

they find that smaller firms spawn new entrepreneurs more 

frequently than larger firms do. From another point of view, 

Kacperczyk (2012), using U.S. data, finds that employees in large 

and mature organizations are less likely to transition to 

entrepreneurship. Young firms are small on average but not all 

small firms are young. Hence, the small firm effect on 

entrepreneurship is not always the same as the new firm effect, 

which necessitates considering the firm-age effect separately from 

firm-size effect.  

On the other hand, empirical evidence on the effect of firm age 

on entrepreneurship is relatively less established. One such work 

carried out by Wagner (2004) uses German data and demonstrates 

both the positive effect of work experience in a firm that is both 

young and small and that is at most 10 years old, even after 

controlling for various individual characteristics and attitudes. 

Similarly, Sorensen (2007) tests the new firm effect on 

entrepreneurial entry by using Danish data and finds a positive 

effect of younger firms on entrepreneurship, especially those aged 

0—3 years. Furthermore, he finds that the effect of a firm’s age is 

more sensitive to the inclusion of industry-fixed effects.  
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In these studies, new firms have been defined in various ways. 

Furthermore, these studies do not differentiate between different 

types of new firms. For instance, spin-offs, which are on average 

larger, differ from other types of new firms in the quality of their 

employees (Andersson and Klepper 2013). Hence, building on the 

previous research, the fourth essay studies the new firm effect on 

entrepreneurship by analysing the individual’s engagement in 

entrepreneurial activity through employment experience in new 

firms. Unlike previous studies, this study focuses only on 

employees of independent start-ups, thus excluding other new firm 

formations resulting from mergers, acquisitions or spin-offs.    

 5. Data 

5.1 Unique Swedish data  

All four essays included in the thesis are empirical and use Swedish 

data. Data for the entire thesis are derived from a unique matched 

individual-firm dataset provided by Statistics Sweden. It is unique 

insofar as it covers all individuals in Sweden who are 16 years and 

older. These individuals are then linked to family, business and 

workplace. Currently, the available dataset covers the period 1986-

2012.18  

The datasets used in the thesis are drawn from the database, 

which integrates existing data from the labour market, education, 

the social sector, business and finance sectors. As a result, the 

database consists of extremely detailed information for all 

individuals on, for example, age, gender, education, foreign 

background, place of birth, place of residence, employment status, 

occupation, annual income, and their employers, both at firm or 

enterprise and establishment levels together with organizational 

                                                           
18 The dataset is continuously updated with new entries and date coverage. Today 
it covers the period 1986-2012, although at the time when the thesis work began it 
covered the period 1986-2008.  
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and financial data. Firm level data provide basic statistical 

information on start-ups, shutdowns, divisions and mergers of 

enterprises and establishments.  

5.2 Data for the analysis  

In each essay, data for the studies are collected based on the study 

question and availability of the key variables. A more detailed 

description of the data and the data sources for some variables is 

found in the data section of each paper. The unit of study in each 

paper is an employee connected to his employer at the firm level in 

the private sector.  

The first essay employs an employer-employee matched dataset 

that covers the Swedish population during the period from 1998 to 

2008 with labour market entrants as units of study, while the 

second essay focuses on individuals who decide to switch jobs 

using the data for the period 1998–2010. In essays 3 and 4 

individual-firm level data are used, with newly hired employees 

being selected as a unit of study from five different cohorts, namely 

2001-2005. In essay 3, each newly hired employee is tracked for 

the next two years, while in essay 4 newly hired employees are 

followed for five years from the time they enter their firms. Table 3 

shows the coverage and general description of the data used in the 

essays.  

Table 3 Overview of the data used in the essays 

Essays Period Units of study    Type of data 

Essay 1 1998-
2008 

Labour market 
entrants 

Individual level data on 
demography, wages, employment 
etc. 

Essay 2 1998-
2010 

Job switchers Individual and firm level data on 
demography, wages, employment 
etc. 

Essay 3 2001-
2007 

Newly hired 
employees 

Individual and firm level data on 
demography, wages, employment, 
social benefits etc. 
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Essay 4 2001-
2010 

Newly hired 
employees 

Individual and firm level data on 
demography, wages, employment, 
occupation, entrepreneurship or 
self-employment etc. 

 

6. Defining new firms and measuring labour 

market outcomes 

The main purpose of the thesis is to investigate the role of new 

firms as employers by analysing the employee mobility and 

studying the wages and post-employment labour market outcomes 

of employees in new firms. The definition of a new firm used in the 

thesis is consistent throughout with the exception of small 

differences described in the next subsection. The measurement of 

wages and labour market outcomes as long-term employment and 

entrepreneurship builds on previous research.  

6.1 New firms 

In the thesis a new firm is defined as a newly established firm that 

is no more than three or five years old and had no more than 10 

employees at the time of its establishment. This restriction on firm 

size is based on the classification of start-ups by Eriksson and 

Kuhn (2006) based on Danish data because new firms with more 

than 10 employees are assumed to be divestitures, reorganizations 

of activities that previously occurred at an incumbent firm. For 

Swedish data, Andersson and Klepper (2013) use similar 

classification of start-ups. Furthermore, this category of new firms 

excludes new firms categorized as pushed and pulled spin-offs.19 

Thus, the new firm category includes all newly established firms 

that are at most three or five years old and have at most 10 

employees at the time of the establishment.20  

                                                           
19 For definition of the spin-offs see, Andersson and Klepper (2013). 
20 In the first essay, the new firm category does not exclude divestures.   
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The identification of new firms in the dataset is based on a 

combination of information on the firm’s id-code (organization 

numbers), the status in relation to the previous year and year when 

the firm was established.21 Based on this information, new firms 

have new id-codes and are not encoded as survivors in relation to 

the previous year.     

6.2 Labour market outcomes  

A person's total wages for a year are measured as total gross salary 

including other income (e.g., sickness benefit, sick pay and 

compensation for travel between home and workplace, including in 

connection with short-term employment and assignments) 

according to information from the employers reported to the 

Swedish Tax Agency.22 Although this value represents the person’s 

annual income, the term wages are used in essays 1 and 2 and this 

value is categorized as a person’s annual (labour) income in essays 

3 and 4.   

According to Statistics Sweden, short-term employment 

statistics are intended to measure the number of employees 

quarterly (SCB 2013). The database used for the thesis covers 

information on an annual basis only, and there is no official 

definition of short-term employment. Hence, in this thesis, short-

term employment in new firms is defined as employment that lasts 

a maximum of one year and that is close to the definition of Cockx 

and Picchio (2012); while the long-term employment lasts at least 

two years with the same employer, which may lead to permanent 

employment.23 

                                                           
21 This coding system is based on statistics documentation by Statistics Sweden. 
See  Andersson and Arvidson (2011).  
22 See SCB (2011b) p.122  
23 According to Swedish labour law, an employee who has worked more than two 
years on a full-time basis at the same employer has the right to demand 
permanent employment. In accordance with paragraph 5 of the labour law in 
Sweden (§ 5 LAS (1982: 80) 
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The definition of an entrepreneur is based on the definition 

provided by the Statistics Sweden. As Minniti and Levesque (2008)  

argue, although entrepreneurship and self-employment are not the 

same thing, self-employment is often used as a means to 

operationalize empirically the contribution of entrepreneurship to 

macroeconomic activity. Hence, the terms self-employment and 

entrepreneurship are used interchangeably throughout the thesis.  

The definition of a self-employed person or an entrepreneur is 

based on the variables on professional occupation, wage income 

and income from active business activity.24  In the employment 

register, an individual is defined as self-employed if the income 

received from self-employment is higher than the income received 

from paid employment at the workplace chosen as main activity 

during November. The choice of workplace is in turn dependent on 

which of the two types of income provided the highest November 

income. This is given by an individual’s occupation status. In this 

thesis entrepreneurs, such as those who are self-employed 

according to the definition of Statistics Sweden, are defined by 

occupation status. Additionally, those who have any business 

income are also included to this category following Andersson 

Joona and Wadensjö (2013).  

7. Outline of the study and summary of the main 

findings 

The first two essays focus on employee mobility into new firms and 

their labour market outcome in new firms, while the third and 

fourth essays study post-new firm employment labour market 

outcomes of employees in new firms.  

                                                           
24 See SCB (2011b) pp.78-124 
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7.1 Essay 1. New firms and labor market entrants: Is 

there a wage penalty for employment in new firms? 

This essay (co-authored with Kristina Nyström) examines the 

role of new firms as an entry point to the labour market. The paper 

studies whether the wage penalty of employment in a new firm 

persists if we focus solely on labour market entrants and 

contributes to the discussion regarding wage penalty for 

employment at new firms. According to the ‘‘insider–outsider’’ 

theory (Lindbeck and Snower 2001), ‘‘insiders’’ are employees who 

enjoy protected employment opportunities due to seniority, while 

‘‘outsiders’’ are either unemployed or obtain work only temporarily. 

When an outsider is employed, he/she becomes a labour market 

entrant with the possibility of becoming an insider if he/she 

remains in the firm for a sufficient period. The theoretical 

framework is based on the job search and matching theory.  

The paper uses data for the entire private sector for the period 

from 1998 to 2008, where 2008 is the last year of data available to 

us. The unit of observation is a labour market entrant. This 

category includes all individuals who became employed for the first 

time in the observed year on a full-time basis in the private sector 

and who are at or below 30 years of age. New firms are classified 

into three groups as newly established firms (1-year-old), firms 

that are up to 3 years old, and firms that are up to 5 years old. 

Incumbent firms in each model are firms not defined as new firms. 

The question addressed in this paper aims to estimate the wage 

penalty on labour market entrants for employment in a new firm. 

An individual is not assigned to a new firm randomly but instead 

obtains employment based on many factors, such as abilities, skills, 

etc., which might also have an effect on the outcome of the 

assignment. The propensity score matching method suggested by 

Rosenbaum and Rubin (1983) is used to study the wage differences 

between labour market entrants employed in new and incumbent 



  

41 
 

firms.  

The results show that there is a wage penalty associated with 

employment in new firms for labour market entrants. However, 

the penalty is rather small. The estimated wage penalty varies 

across years between 0.6 to 4.9 percent, with an average wage 

penalty of 2.9 percent for labour market entrants employed in new 

firms over the studied period. There are no observed patterns in 

terms of increases or decreases in the wage penalty over time. The 

increased wage dispersion observed in the Swedish welfare state 

after the economic crisis in the 1990s seems not to have influenced 

the wage penalty. Hence, the estimates of the wage penalty are 

smaller compared with many other studies that include more 

heterogeneous groups of employees in terms of position in the 

labour market.  

7.2 Essay 2. New firms as employers: The wage penalty 

for voluntary and involuntary job switchers 

This essay (co-authored with Kristina Nyström) investigates 

whether a wage penalty for being employed at a new firm exists if 

the individual employee’s experience and status in the labour 

market are taken into consideration. In the analysis of the firm 

age–wage relationship, both individual and firm heterogeneity are 

considered when an individual faces the situation of having to 

accept a current job offer.  

The paper focuses on individuals who decide to switch jobs and 

uses matched employee–employer data in Sweden for the period 

1998–2010, focusing on the private sector. The unit of observation 

is a job switcher, who is defined as a person who works at the 

current and previous periods as employees on a full-time basis and 

transitions from one firm to another firm. Finally, the dataset is 

restricted to individuals who are between 18 and 60 of age.  

The theoretical framework is based on the job search and 

matching theory and studies the firm age–wage relationship using 
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the endogenous switching model. This model sorts workers into 

two states, employment in a newly founded firm and employment 

in an incumbent firm. Only one state is observed, and there are 

controls for possible bias; wage and selection equations are 

estimated simultaneously.  

The findings are given as follows. First, the share of job 

transitions into lower wages are higher for those who switch to new 

firms compared with incumbent firms (40 percent and 31 percent, 

respectively). There is also evidence of a non-random selection into 

new versus incumbent firms. Individuals who switch jobs 

involuntarily due to firm closure are more likely to become 

employed at new firms. The endogenous wage equation estimates 

indicate that being an involuntary job switcher has an equally 

negative effect on wages regardless of whether the switch is to a 

new or incumbent firm. Hence, the wage penalty caused by an 

involuntary job switch is the same at a new firm as it is at an 

incumbent firm. However, the positive effect of education on 

wages is more pronounced for job switchers selecting into an 

incumbent firm. Finally, the results of the analysis of predicted 

wage differentials indicate that wage differentials are 

underestimated if only random selection into new firms is 

considered. 

7.3 Essay 3. The effect of employment in new firms on a 

career path: Is it a stepping stone toward long-term 

employment?   

This essay studies the role that new firms play for the career path 

of their employees based on the analysis of employee mobility in 

new firms. In particular, this paper analyses whether employment 

in new firms that lasts at most one year can be a stepping stone for 

unemployed individuals toward long-term employment, which 

lasts at least two years with the same employer. Previous research 

shows that women and men have different employment prospects 
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and unemployment rates, which affect their outside options and 

thus their bargaining power on temporary jobs (Guell and 

Petrongolo 2007); there are gender differences in job transitions as 

well (D’Addio and Rosholm 2005, Theodossiou and Zangelidis 

2009). Hence, in this essay, the analysis is carried out for men and 

women separately. 

The data used in the analysis are selected from five cohort years 

(2001-2005) collected from the Swedish employee-employer 

database. The unit of observation is a newly hired employee who 

accepted employment in new firms in any years between 2001 and 

2005 who are between 25 and 55 years of age. Propensity score 

matching (PSM) is used to compare the outcomes of the group of 

employees joining new firms with a control group staying non-

employed. The theoretical background is based on the stepping-

stone hypothesis.  

The findings show that for women the probability of entering 

long-term employment increases by 9.3 percentage points 

following short-term employment in new firms compared to 

staying non-employed. For men the probability of entering long-

term employment increases by 9.1 percentage points following 

short-term employment in new firms. The result supports the view 

that new firm employment may serve as a stepping stone to long-

term employment for non-employed individuals. The findings are 

consistent with previous research (see e.g. Cockx and Picchio 2012). 

For both women and men, this effect is largest for younger 

individuals between 25 and 34 years of age, individuals with 

tertiary education and who had a student income, while it is the 

smallest for individuals with unemployment income and primary 

education. Finally, new firm employees who leave the new firms 

even after firm closure are also more likely to enter long-term 

employment compared to those who remain non-employed. This 

suggests that short-term employment in new firms may serve as a 

stepping stone to a long-term employment for all new firm 
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employees who exit firms both voluntarily and involuntarily 

through firm closure.  

7.4 Essay 4. The new firm effect on entrepreneurship 

This paper examines the new firm effect on entrepreneurship. The 

question addresses whether employment experience at a new firm 

increases the likelihood of its employees becoming entrepreneurs. 

Building on previous research the transition of new firm employees 

to self-employment is analysed. In addition, the worker's ability 

derived from the income residuals are controlled.   

The phenomenon known as the small firm effect on 

entrepreneurship (Elfenbein et al. 2010), which shows that 

employees from small firms are more likely to enter 

entrepreneurship than their large firm counterparts, is supported 

by a considerable amount of previous research (see e.g., Hyytinen 

and Maliranta 2008, Baltzopoulos 2009). On the other hand, 

relatively few studies have investigated the link between new firms 

and entrepreneurship (see e.g., Wagner 2004, Sorensen 2007). 

Moreover, new firms have been defined in various ways. Hence, 

building on previous research, this paper studies the new firm 

effect on entrepreneurship by analysing the individual’s 

engagement in entrepreneurial activity through employment 

experience in new firms. Apart from the previous studies the 

current work focuses only on employees of independent start-ups, 

thus excluding other new firm formations due to mergers, 

acquisitions or spin-offs, and also controls for the worker's ability. 

The mechanism behind the new firm effect on entrepreneurship is 

based on the environment that new firms may offer to their 

employees. This impact is driven by the increase in human capital 

through accumulation of entrepreneurial knowledge and skills that 

are important in starting a business. 

The dataset collected from the matched employee-firm database 

provided by Statistics Sweden at five different periods (2001-2005) 
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25 is used for empirical testing, and the competing risk models are 

employed. Furthermore, the transition of new firm employees into 

entrepreneurship is analysed for men and women separately. 

 The findings of the paper indicate that the new firm effect is 

statistically significant and positive, and this effect remains even 

after controlling for the worker's ability. Many covariates in the 

analysis seem to affect the self-employment transition for women 

and men in the same way; however, many significant differences 

across women and men exist. In particular, family status has a 

different impact on the self-employment entry for women and men. 

Moreover, the model including the ability dummies shows that 

employees in the highest and the lowest deciles of the income 

residual distribution are more likely to enter entrepreneurship 

than those in the middle of the income residual distribution.  

The relatively high rate of entrepreneurial entry among workers 

in the lowest tail of the income residual distribution may be 

explained by the opportunity cost factor such that the lower-ability 

workers have the lowest opportunity cost of becoming self-

employed as argued by Elfenbein et al. (2010). On the other hand, 

workers in the lowest and the highest income residual distribution 

may have different reasons for transitioning to self-employment.  

Finally, the analysis of the transition of employees in new and 

incumbent firms separately shows that among new firm employees 

self-employed women are drawn from the lowest and the next 

highest tails of the income residual distribution, while self-

employed men are drawn from the lowest tails of the income 

residual distribution only. However, among incumbent firm 

employees both self-employed women and men are drawn from 

both tails of the income residual distribution, which suggests that 

the workers with the lowest and the highest abilities are more 

likely to enter entrepreneurship. This may indicate that new and 

incumbent firm employees may transition to different types of 

                                                           
25 This is the same dataset used in essay 3 
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entrepreneurial activities26.  

 

8 Conclusions and suggestions for future 

research 

This thesis uses Swedish data to address employment in new firms 

and post-new firm employment labour market outcomes by 

analysing the labour mobility in new firms, including both 

transitions of workers into and from new firms. This thesis aims to 

fill the research gap related to the labour mobility of employees in 

entrepreneurial firms 27  and provide new insights regarding 

employee mobility in new firms. In particular, it focuses on wages 

of employees in new firms and post-employment transition of new 

firm employees into long-term employment and entrepreneurship.   

Throughout this thesis highlights the importance of considering 

new firms separately from small firms which may not always be 

new. All four essays included in this thesis contribute to the 

existing literature on the role of new firms as employers and also 

make separate contributions.  The general contributions may be 

summarised as follows.     

The first two essays contribute to the empirical literature on 

firm age-wage differentials regarding wage penalty for 

employment at new firms. In this setting the main contribution lies 

in studying the firm age-wage differentials by considering the non-

random selection into new firms and controlling for the status of 

individuals on the labour market entering new firms. Furthermore, 

the findings underline the importance of new firms, especially for 

                                                           
26 For instance, Andersson Joona and Wadensjö (2013) find that among wage-
earners the self-employed starting unincorporated firms (e.g., purely new firms) 
are drawn from both tails of the income residual distribution, while the self-
employed  starting an incorporated firm (e.g., spinouts) are only drawn from the 
top of the income residual distribution.  
27 See Nyström (2015) for a detailed discussion of the research gap. 
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individuals with weaker status, labour market entrants and 

involuntary job switchers.   

The third and fourth essays provide new insights on employee 

mobility in new firms, especially regarding the effect of new firms 

on post-new firm employment labour market outcomes. The third 

essay contributes to the discussion of firms as stepping stones to 

long-term employment. The findings of this essay emphasize the 

importance of new firms for labour market integration of non-

employed individuals. Finally, the fourth essay aims to contribute 

to the discussion of the firm effect on entrepreneurship and to 

extend knowledge about entrepreneurship.  

However, this thesis has some limitations that result in other 

questions that may be interesting for later analysis. The first and 

second essays analyse wage differentials between employees in 

new and incumbent firms and focus on a specific type of labour 

mobility—labour market entrants and job switchers. The essays 

study the pecuniary benefits associated with employment at a 

newly created business. However, employment in a small, newly 

created venture may bring other benefits that may be 

advantageous for an individual’s future career. Hence, it would be 

interesting to study whether the fact that the company was newly 

created was important to the employee’s decision to accept the job 

offer and follow the career paths of employees in newly created 

ventures.    

The third essay focuses at the transition of new firm employees 

to better jobs in terms of job stability only. Although the findings 

indicate that new firms may serve as stepping stones toward long-

term employment, this transition may result in jobs of different 

quality. Hence, it would also be interesting to see the stepping 

stone effect in terms of earnings as well as other occupations for 

instance self-employment.      

The fourth essay and the thesis study only one type of new firms, 

which is the independent start-up. As the descriptive statistics 
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show this type of new firms are concentrated in specific industry 

sectors. Hence, it would be interesting to include other types of 

new firms as well. Secondly, the transitions to other firms as 

entrepreneurs are not differentiated by different types of 

entrepreneurial activity. This limitation could lead to another 

question if the new firm effect is different for these different types 

of transitions, especially when considering the worker's ability. 

Finally, the transitions of new firm employees are not separated 

between the voluntary and involuntary exits (e.g., due to firm 

closure). Considering these different transitions may explain more 

about the new firm effect on entrepreneurship and the underlying 

motivation for these individuals to become entrepreneurs.  

In general, the findings have important implications. First, new 

firms may be important as employers, especially for individuals 

with a weaker position on the labour market such that new firms 

may help with the labour market integration of these individuals. 

At the same time new firms may serve as a transitory point for 

their employees toward better employment in terms of job stability. 

Furthermore, new firms have a positive impact on entrepreneurial 

activity. This has implications for individuals who are considering 

starting a business, such that new firm employment experience has 

a positive effect on entrepreneurship. At the same time, this 

finding may also have implications on policymakers with regard to 

encouragement of entrepreneurship. However, this thesis leaves 

open the question on the type of new firms started by new firm 

employees, which may also have a different effect on policies 

stimulating entrepreneurship since given the debate on the types 

of entrepreneurship that have the most impact on the economy.  
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