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Think
small 1f
you want
to create
more Jobs

he creation of new jobs s crit-
ical in an eleetion year. If
Americans vore with thedr
wallets, the employment izzue

will decide the guleomes.
g jobless figures for April, which
patmne outb last weelr, showsd that the

Us econmny had gencrated 265000 new L
jahs during the mosth, That el fore |

casts, and will have given heart 1o the
Hepublicans, But the cconomic aplirn
has not yet zenerated enough jobs to
replace those lost during the slump.
Keither the Heapublicans nor the Demo-
crats yet bhave a sustainable and credi-
ble sglation to the problem of job cre-
ation in this recowvery.

Part of the reason bs that the econ-
omy kas chanped. This is ¢he secotd
jobless recovery and the first time that
productivicy has ncreased in o down-
turt. Are emploiecs being replaced by
machines and technology? Or arc we
tosing jobs to averseas compelition?

Both are true. Technology 1= repiac-
ing people and US jobs are golng over
geas. Up 1o 25 per cent of traditional
infolimation technologs jobs are expec-
ted o relocaie Lo countries such as
India, Ching atud Fussia by 2010

The guestion is how to make sure
that oew jobs are created, and that the
new jobs mre better than the old ones
One way mlght be to ok ar smaller
companies. Today, 30 per cent of all Us

workers are smployed iy companies |

with Ffewer than M) coplovess.
Getween B0 and 80 per cent of all jolis
created in the 199120001 period and
three quarters of net new jobs in
1992000 were ut small companies. By
contrast, most of the jobs lost n the
last 10 years wote the resull of iarge
companies culting back., The TS Is
becoming a conglomerate of dynamic
zmall companles that creste new jobs
for the knowledpe economy. Whe?
Research and devetopment used oo be
dominated by large companies with
laree budgets, Bul in the crestien of
new products that drive the koowledge
eopnomy - from Linuox operaling
systens to web teiephone services -

The US is becoming a
conglomerate of dynamic
small comparies that
‘create new jobs for the
knowledge economy

small companies now have smoedge |
They produce 13 Lo 14 times more 5
patents per emplovee than targe oome-
puoies and their patents are twice 25
likely 1o be ameng the 1 per ceol most
cited it ather patents,

Wil the US lose its historical advan-
tape in mase production ws 2 result?
Mat really. In the industrial age, com-
panles needed to be big, becavse they
had ¢o build up large amoutls of capi-
tal to fuel inpovation atwl productivity,
The networked cconomy makes it
casior for smallel companies Lo pURS1E:
strategies that vsed to be available
only to large groups. “Koowledge work-
ers” change jobs frequently, ensuring
thar their skibls #nd know-how are
anread across Lhe entive lndustry. It is
the sixe of the industry not the size of
the compary that now matters, Smatler
companies have the best of 'bath
worlds: Inorcased economies of svale
from the industry as a whole, and the
henefits of competitive behaviour.

In fact, small companies 20 the clos-
gt thing the US has to & “job creation
machineg” and the government should
clear the way for them by lowering ar
climinating the barriers they face.

Small companiss are viewed as risky,
wlhich deprives them of access to fop
ralent and funding. n 2001, venture
capital tunding o small companies fell
by 8% per cent. bany small companics
cloged down, or wete tuable to hire
new ataff.

Innovative Anancial policies can help
manage tha riske of smaller businesses.
For exanple, credit enhancement
insteuments can ease smaller eompa-
plest access to capital and lower thelr
cozte, This approach s, bowever, lim-
ited because small companics rely
mastly oo equity capital, not loans.

1t wonld be more effective to crete
financial instruments, “bundling” the
vguity of smaller companies inla less
risky mvestments. These hundles can
be securitised and sobd through finan.
cial institutions, giving smaller cottipa-
nies access to global capital markets.
The result is to make a much larger
pool of funds gvailable to such compa-
iiies, ak better rates

Freddie Mac and Faonic Mae have
used diversifieation to lower risk in the
home mortgage market, selling bonds
backed by home equity, The asspts
backing “small company buondbes”
would be made up of eguity in the
eompanies themselves, Venture capital
companies dlversify their portfolios
and benefit from the law of large num-
bers. This propesal would pase on such
benefita to a much larger group of
stnall companies.

The US economy slands to gain as
much from providiog financial support
to smaller businesses as it has from
supporting the smaller homeowner, By
unleashing the markot power af
smaller companies, it can fuel the job
creation machite, :
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