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Abstract

Thispaperanalysespost-entryandpre-exitperformanceofManufacturingfirmsusing

aFrenchdatasetcovering14manufacturingindustriesovertheperiod1990-2002.The

mainfocusisonmarketselectionmechanismslookingattotalfactorproductivitylevels

ofentrantsandexitorsrelativetoincumbentfirms.Entrantsarefoundtooutperform

incumbents,whileexitorsarelessefficientthantheirsurvivingcounterparts.We

nonethelessfoundkeydistinguishablefeaturesofexitpatternsbetweenyoungand

maturefirms.Youngexitingfirmsdonotdisplayproductivitydisadvantagerelativeto

incumbentfirms.By contrast,matureexiting firmsdisplay largeandpersistent

productivitydisadvantagerelativetotheirsurvivingcounterparts(shadow ofdeath

effect).Thedeterminantsofexitdifferforentrantsand incumbents.Productive

inefficiencyisakeydeterminantoftheexitofmaturefirmsbutnotentrants.
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1.Introduction

Inmarket-basedeconomies,firmsarecontinuouslysubjecttomarketselectionforces.At

alltime,firmsmustmakesuretobeprofitableenoughinordertoremainonthemarket.
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Thedeterminantsoftherelativeabilitiesoffirmstosurviveoncompetitivemarketsare

diverseandcomplex.Inthispaperwefocusonproductiveefficiencycriteriaand

investigateifproductivitydifferencesbetweenfirmsareakeydeterminantoftheir

relativeabilitytosurvive.Thelinkbetweenproductivefirmheterogeneityandindustrial

dynamics(entry,exitandreallocationofmarketshares)havesuccessfullybeenintegrated

intothestandardgeneralequilibriumframework(Jovanovic,1982)which,inturn,helps

todiscusstherelationshipbetweenindustrycharacteristics,technology,andfirm・s

productivitydistribution(EricssonetPakes,1990,Hopenayn,1992).Thesemodelsarenow

confrontingempiricaldataduetotheincreasingavailabilityofLongitudinalMicro-

datasets(LMDs)inalargevarietyofcountries(seeBartelsmanandDoms2000and

Tybout2001forrecentsurveys).

OurpaperaddstothisliteratureusingadatasetforFrenchManufacturingfirmsover

theperiod1990-2002.WecomputemeasuresofTotalFactorProductivity(TFP)forall

Frenchfirmsabove20employeesoperatinginmanufacturingindustries.Wefollowthe

productiveperformanceofentering,continuing,andexitingfirmsovertimeinorderto

addresstheissueoftheefficiencyofmarketselectionmechanisms.Onmainissueisto

investigatetowhichextentefficiencycriteriaplayasimilarselectionroleatdifferent

stageofafirmlife.Behindthishypothesis,liestheideathatseveralcompetitivegamesco-

existwithinasamecourtyard.Morespecifically,thecompetitionthatprevailsbetween

incumbentsandentrantsmaynotinvolvethesameselectionmechanismsthanthe

competitionthatprevailsamongincumbentthemselves.

Thepaperisorganizedasfollows.Section2presentstheliteraturebackground.Section

3discussesissuesinvolvedinbuildingourlongitudinaldataset.InSection4,wefocuson

youngfirmsanddescribetherelationshipbetweenproductivityfirmheterogeneityand

post-entryperformances.InSection5,wedoasimilarexerciseonmaturefirmsin

describing therelationship between productivity firm heterogeneity and pre-exit

performances.Section6concludes.

2.Literaturebackground

Recently,comprehensiveandlargeplant-andfirm-leveldatasetshavebeenmade

availableinalargevarietyofcountriestoaddresstheissueofthecontributionofplant

andfirm turnovertotheproductivitygrowthofmanufacturingindustries.A non-

exhaustivelistofcontributionsincludesBailyetal.(1993),Haltiwanger(1997),Fosteret

al.(2001)fortheUnitedStates,GrilichesandRegev(1995)forIsrael,LiuandTybout

(1996)andEslavaetal.(2003)forChileandColombia,Hahn(2000)andAwe,Chenand

Roberts(2001)forSouthKoreaandTaiwan,andNishimura,NakajimaandKiyota(2005)

forJapan.Furthermore,Scarpettaetal.(2002)andBartelsmanetal.(2003)provide
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comparisonsofthecontributionofturnovertoproductivitygrowthwithin10countries

includingFrance1).

Basically,ithasbeenshownthatexitingfirmswereusuallyconcentratedinthelowest

partoftheproductivitydistribution,suggestingthatmarketswerecontributingto

aggregateproductivityinrightlyselectingagainstinefficientfirms.Evidenceofthis

naturalselectionmechanism(NSM)2)hasbeenfoundinalargevarietyofcountries.More

surprisingly,suchevidencehasevenbeenfoundinthecaseofdevelopingcountries,even

thoughsourcesofmarketsdistortioncanbethoughtofasparticularlyprevalentinthose

countries(seeTybout2000forasurveyofempiricalevidenceonthedevelopingWorld).

Nonetheless,marketselectionprocessesmayworkmoreorlessefficientlyacross

countries,industriesandovertimedependingonapotentiallylargevarietyoffactors.

Forinstance,Scarpettaetal.(2002)arguethat,onaverage,firmstendtoexitwithbetter

relativeproductivitylevelsindownturntimesandinmatureand/orrestructuring

industries.Nishimura,NakajimaandKiyota(2005)advocatethatnaturalmarket

selectionmechanismsnolongerworkinsevererecessionsasindicatedbythefactthat,

overthelastdecadeintherecessiveJapaneseeconomy,matureunproductiveJapanese

firmsstaidinthemarketwhileyoungerefficientonesexited.Awe,ChungandRoberts

(2002)comparedataforTaiwanandSouthKoreafrom 1983to1993,aperiodofrapid

economicexpansionforboththoseeconomies.TheyconcludethatinstitutionsinTaiwan

have,nonetheless,beenmoreeffectiveinsupportingthemarketselectionprocessagainst

unproductivefirms.Consequently,plantandfirmturnoverhavemuchmorecontributed

totheproductivitygrowthoftheTaiwanesemanufacturingindustriescomparedtothe

Koreanones.

OurpaperpursuesthislineofempiricalresearchbyreportingnewevidenceonFrance.

Itproposestorelatefirm productivity(TFP)andentryandexitpatternsinFrench

manufacturingindustriesoverthe1990-2002period.Inordertoorganisethisempirical

investigation,werelyonsomeempiricalimplicationsderivedfromtherecentliteratureon

stochasticdynamicindustryequilibriawithheterogeneousfirms.

ThestartingpointofthisliteraturearetheseminalmodelsbyJovanovic(1982)and

Hopenhayn(1992).Inthosemodels,firmsareendowedatbirthwithatimeinvariant

profitabilityparameter,whichdeterminesthedistributionofitsfutureprofitstream.A

centralfeatureofthemodelisthatanewfirmdoesnotknowwhatitsrelativeefficiency

is(itscostfunction),butratherdiscoversitthroughtheprocessofBayesianlearning

fromitsactualpost-entryprofitrealizations.Bycontinuallyupdatingsuchlearning,the

firm decidestoexpand,contract,orexit.Inthismodel,learningissaidtobepassive

Post-entryandPre-exitPerformanceofFrenchManufacturingFirms
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1）OtherscountriesaretheUnitedStates,Germany,Italy,UnitedKingdom,Canada,Denmark,

Finland,NetherlandsandPortugal.

2)Nishimura,NakajimaandKiyota(2005)refertoeconomicDarwinism.



becauseinformationisobtainedasacostlessby-productofoperatingandalsobecause

learningdoesnotaffecttheactualproductivityofthefirm.Itsimply・reveals・thepre-

determinedandtime-invariantrelativeefficiencyofthefirm.

Bycontrast,in・activelearning・modelssuchasEricsonandPakes(1995)itisassumed

thatthefirmknowsthecurrentvalueoftheparameterthatdeterminesthedistribution

ofitsprofits,butthatthisvaluechangesovertimeinresponsetothestochasticoutcomes

ofthefirmowninvestments,andthoseofotheractorsinthesameoligopolymarket.The

firmgrowsifsuccessful,shrinksorexitsifunsuccessful.Inthismodel,learningissaidto

beactivenotonlybecauseitrequiresspecificeffortsbutalsobecauseitallowsthefirmto

improveitsrelativeperformance.

Thosemodelshavebeenthesubjectofempiricaltests.Inparticular,Baldwinand

Rafiquzzaman(1995)usesCanadianplantleveldataoverthe1970-89periodtoinvestigate

towhichextenttheimprovementsintheperformanceofanyentrycohortaretheresult

ofapureselectionprocessthatcullsoutthe(pre-determined)mostinefficiententrantsor

ofanevolutionarylearningprocessthatallowssurvivorstoimprovetheirproductivity

performancerelativetoincumbentfirms.Theirmainconclusionisthatbothpure

selectionandevolutionarylearningaffectpost-entryperformance,butselectionperseis

amoreimportantcontributortotheoverallgrowthofacohort.

UsingSpanishfirm-leveldata,FarinasandRuano(2005)testtheimplicationsofthe

Hopenayn(1992)model.Theyfindthattheproductivitydistributionofcontinuingfirms

stochasticallydominatesthedistributionsofenteringandexitingfirms.Moreover,the

groupoffailingmembersofanyentrycohorthaslowerproductivitythanthegroupof

survivingmembersofthesameentrycohort.Finally,theyfindthatthepost-entry

productivitylevelofenteringfirmsgrowsmorerapidlythantheproductivityof

incumbentfirms,althoughthispatternisnotalwayshighlysignificant.Thispatternis

notsolelyconsistentwithapureselectionprocessastheoneatworkintheHopenayn

(1992)modelbutmayalsoresultfromlearningeffectsplayingarolethroughinvestment,

exploitationofscaleeconomies,etc.

WeproposetoinvestigatetheseissuesfurtherusingaFrenchdatasetbyemphasising

bothcommonanddivergentpredictionswhichemergefrom thepassiveandtheactive

learningmodelsaboutpost-entryandpre-exitdynamics.Ourmethodologytocompute

productivityindexesisclosetotheoneusedintheFarinasandRuano(2005)paper.Our

focusismoreinlinewiththeBaldwinandRafiquzzaman(1995)paperasweshedsome

lightsontherelativeimportanceofpureselectionandactivelearninginshapingpost-

entrypatterns.Weaddhowevertothispaperinextendingtherelevanceofthisdistinction

totheanalysisofpre-exitpatternsofmaturefirmsandinemphasisingtheroleof

imperfectcompetitioninshapingbothpost-entryandpre-exitselectionprocesses.Finally,

inputtingthefocusonthedistinctionbetweenyoungandmaturefirmswealsocome

closetotheliteraturethatemphasisedthedistinctionbetweensmallandlargefirms
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(Audrescht,2005)3).

3.AcomprehensivedatasetonFrenchmanufacturingfirms

3.1.Datasources

Thefirm datasetusedinthispaperiscollectedbytheFrenchMinistryofIndustry

(SESSI).TheFrenchCensusofManufacturing(calledEAE4))isauniquecensuscollecting

informationaboutinputsandoutputsofallindividualfirmsofmorethan20employees.

Thiscensusallowsustotracequiteextensivelytheperformanceoffirmsovertime.

Comparedtotheexistingliterature,aninterestingfeatureisthatdataaredirectly

collectedatthefirmlevel,notattheplantlevel.Thismeansthatwearedealingwithfirm

(notplant)turnover.Thishastheadvantageofavoidingpotentialspuriouseffectswhen

assessingthespecificroleofmarketselectionforproductivitygrowth.Indeed,aplant

closureisneverthedirectconsequenceofamarketselectionprocess.Itisthedirect

consequenceofafirmdecision.Itislikelythatafirmdecidestocloseaplantbecausethe

latterisnotproductiveenough.Thisselectionprocessisnothoweverapuremarket

selectionprocess.Itisinternallyorganizedbythefirm andthendependsbothonthe

abilityofthefirmtorestructureandonthecapacityofthemarkettoconstrainfirmsto

getridofunproductiveunits.Inordertoassessproperlythecontributionofmarket

selection(nottheonesoffirms・internalcapabilities)inpromotingproductivitygrowth,

itisthereforebettertoconsiderfirm turnoverandnotplantturnover.Additional

industry-leveldata,mainlyusedinproductivitycomputations,comefrom theINSEE

database(FrenchSystemofNationalAccounts).

3.2.Entryandexitpatterns

Werelyonthefollowingstandarddefinitionforentrants,continuingandexitingfirms:

anentrantisafirmexistinginthereferenceyeartbutnotint-1;Anexitingfirmisa

firmexistinginthereferenceyeartbutnotint+1;Acontinuingfirmisafirmexisting

inthereferenceyeartandt+1andt-15).Appliedtoourdataset,thesedefinitionsinduce

Post-entryandPre-exitPerformanceofFrenchManufacturingFirms
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3）FarinasandRuano(2005)alsodistinguishbetweenlargefirmandsmallfirmsbuttheirunderlying

theoreticalmodel(theHopenayn(1992)one)rulesoutanyindependentimpactofthesizeofthefirms

ontheirrelativeperformances.

4）Enqu�teannuelled・entreprises

5)InaccordancetotheOCDEdefinition(SeeBartelsmanScarpettaandSchivardi(2003)),firms

existingonlyoneyearareconsideredas・oneyearfirms・andareneithercountedasentrantsoras

exiters.



afewre-entryphenomena,essentiallyduetothe+20employeesthresholdeffect6).This

effectinducesanoverestimationoffirm turnoverrates.However,asonlythesmallest

firmsinthesampleareconcerned,itmaynotbiassomuchtheinputsoroutput-weighted

entryandexitrates.

Accordingtothesedefinitions,thedatasetexhibitsaveragefirmentryandexitratesof

about9and10%,respectively.Thefirmturnoverrate7)averagesthen18%peryearwitha

slightlydecreasingtrendovertheperiodofinvestigation(seeTable1&Table2).These

numbersareslightlylowerthantheonesreportedforFrancebyBartelsman,Scarpetta

andSchivardi(2003).Theirfirmturnoverrateformanufacturingisaround24%byyear

intheperiod1989-1994whichranksFranceasarelativelyhighturnovercountryin

SpecialIssue:LIA―CASSH Report2008
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Table1.Entryandexitbyyear

Year Entrant Continuing Exiting Turnoverrate

1990 1887 19351 1738 18.7

1991 2130 19181 2057 21.8

1992 1683 18896 2415 21.7

1993 1157 18295 2284 18.8

1994 1961 17785 1667 20.4

1995 1511 17816 1930 19.3

1996 1644 17679 1648 18.6

1997 1626 17828 1495 17.5

1998 1374 18007 1447 15.7

1999 1304 17911 1470 15.5

Table2.Turnoverratebyindustry

Numberoffirms Labour

Industry Entry Exit Σ Entry Exit Σ

Clothing&Footwear 9.2 15.2 24.4 5.1 9.3 14.4

Printing&Publishing 9.2 11.0 20.1 5.4 6.6 12.1

Pharmaceutical 8.1 8.4 16.6 4.3 6.2 10.5

HouseEquipment 8.3 10.4 18.8 4.8 5.9 10.7

Automobile 7.3 7.1 14.4 7.2 6.6 13.8

TransportationMachinery 8.9 9.4 18.2 5.5 3.5 9.1

Machinery&MechanicalEquip. 9.7 9.8 19.5 5.0 5.5 10.6

Electrical&ElectronicEquip. 11.9 12.4 24.2 5.4 5.4 10.8

Mineral 7.6 8.6 16.2 3.9 4.7 8.6

Textile 7.6 10.0 17.6 4.7 6.5 11.3

Wood,Paper&Pulp 8.0 9.0 17.1 4.8 5.8 10.6

Chemical 8.1 7.1 15.2 3.9 3.8 7.8

Metallurgy,Iron&Steel 8.0 7.9 15.9 6.1 5.2 11.3

Electrical&Electroniccomponents 9.5 8.9 18.4 5.2 5.7 10.9

6)Forinstance,afirmdecreasesitsnumberofworkersandgoesoutoftherangeoftheFrenchcensus

butstillexistsinthemarket.

7)Theturnoverrateisdefinedasthesumoftheentryrateandtheexitrate.



comparisonwithotherOECDcountries.

Anotherfeatureofourdataset,quiteinlinewiththeexistingliterature,isthat

industriessignificantlydifferaccordingtotheirturnoverrates.Table2showsthe

averageofannualturnoverratesforeachofour14two-digitlevelindustries.Thereis

quitealargevariabilityinthesenumbersacrossindustrieswithhigherfirmturnovers

occurringinclothing&footwear,printing&publishing,andtheelectrical&electronic

equipmentandsmalleronesintheautomobile,chemicalindustries,mineralindustries,

andmetallurgy.

3.3.Productivitymeasurement

FollowingCaves,ChristensenandDiewert(1982)andGood,NadiriandSickles(1997),the

totalfactorproductivityindexforfirmiattimetismeasuredinthefollowingway:

whereYitdenotestherealgrossoutputproducedbythefirmiattimetusingthesetof

inputsXnit(labour,capitalandmaterials).SnitisthecostshareofinputXnitinthetotal

cost.Thesymbolswithupperbararecorrespondingmeasuresforthereferencepoint(the

hypotheticalfirm).Theyarecomputedasthearithmeticmeansofthecorrespondingfirm

levelvariablesoverallfirmsinyeart.Subscriptstandnareindicesfortimeandinputs,

respectively.Thismethodologyisparticularlywellsuitedforcomparisonswithinfirm-

levelpaneldatasetsasitguaranteesthetransitivityofanycomparisonbetweentwo

firm-yearobservationsbyexpressingeachfirm・sinputandoutputasdeviationsfroma

singlereferencepointforeachyear.

Thefirstcharacteristicourdatasetshareswiththefirm-levelproductivityliteratureis

thedegreeofheterogeneityamongfirm・sproductivitylevels.Table3presentsseveral

measuresofthisheterogeneity.Thefirstcolumnreports,foreachyear,thestandard

deviationofproductivitylevelscomputedonthewholedatabase.Thesecondcolumn

showsthedifferenceofthelogofproductivityforthefirmatthe90thpercentileandthe

logofproductivityforthefirm atthe10thpercentile(the90-10differential).These

numberssuggestalargevariationinproductivity.Thespreadinproductivitybetweenthe

firmatthetopdecileandtheoneatthefirstdecileisabout70%fortheTFP.The90-50,

50-10and95-5differentialsareshowninthenextcolumns.Notethatallofthese

productivityspreadsarefairlystableovertime,suggestingapersistentheterogeneityin

Post-entryandPre-exitPerformanceofFrenchManufacturingFirms
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firmproductivitylevels.

Forsomepart,thisheterogeneityreflectsthecontrastingperformanceofFrench

manufacturingindustriesduringthe1990-2002period.However,evenaftercontrolling

fortheindustry,firm heterogeneityremainshigh.Thissuggeststhatsomefirmsare

intrinsicallymoreproductivethanothersanditisworthwhiletoinvestigatefurtherhow

thosedifferencesinfirms・productivityrelatetoentryandexitpatternsbothatthe

aggregate(wholemanufacturing)andattheindustrylevel.

4.Post-entryperformance

Usingthepreviouslyemphasiseddistinctionbetweenpassiveandactivelearningmodels

ofindustrialdynamicsandconsideringthatimperfectcompetitionislikelytoprevailon

manufacturinggoodsmarkets,onecanidentifyatleastthreedifferenttypesoflearning

involvedbyentry.First,entrycanrevealtonewfirmsinformationabouttheirrelative

abilitiesatbirth.Ifabilityatbirthistheonlysourceoffirmheterogeneity8),postentry

selectionwillinducethatonlythefirmswhichwillrevealthemselvestobeendowedwith

highenoughefficiencylevelswillsurvive.Second,entrycanrevealorproduceknowledge

abouthowtoproducemoreefficiently.Ifthistypeoflearningispre-dominant,surviving

entrantswillbetheoneswhicharethemostskilledtoprogress9).Theseabilitiescanor
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8）ThisextremeassumptionprevailsforinstanceintheJovanovic1982model.

9)ThistypeoflearningistheonewhichisatworkintheEricsonandPakes(1992)model.Itisalso

emphasisedinevolutionarymodelsinwhichnewfirmsareassumedtobelessexperiencedinterms

ofroutinesandbestpracticesandhavetograspthemafterentry.

Table3.VariabilityinProductivity

Year St.Dev. 90-10 90-50 50-10 95-5

TotalFactorProductivity(LnTFP)

1990 0.371 0.730 0.462 0.268 1.049

1991 0.367 0.732 0.452 0.280 1.035

1992 0.366 0.715 0.438 0.276 1.024

1993 0.368 0.715 0.436 0.279 1.030

1994 0.372 0.705 0.431 0.274 1.027

1995 0.371 0.706 0.439 0.268 1.017

1996 0.367 0.689 0.421 0.268 1.013

1997 0.374 0.690 0.425 0.265 1.019

1998 0.381 0.694 0.431 0.263 1.027

1999 0.394 0.703 0.434 0.269 1.024

2000 0.410 0.729 0.463 0.266 1.061

2001 0.413 0.734 0.466 0.269 1.074

2002 0.402 0.732 0.465 0.267 1.049

Note:StandarddeviationandpercentiledifferencesforLnTFP.



cannotberelatedwithinitialabilitiesinrelativeefficiency(i.e.abilitiesatbirth).Third,

entrycanrevealorproduceknowledgeabout・howtostruggle・onimperfectcompetitive

markets.Ifthistypeoflearningispre-dominant,technologicalabilitiesatbirthor

abilitiestocatch-upbestpracticesafterentryarenotasimportantastheabilitytoface

reactivestrategiesdevelopedbypowerfulincumbentcompetitors10).Accordingtothis

view,survivingentrantswillbetheoneswhichwillsucceedinovercomingtheirinitial

strategicdisadvantagerelativetoincumbentsfirms.

InthisSection,weshedsomelightsontherelativeimportanceofthesethreetypesof

learningwhiledescribingthepost-entryperformanceofnewentrants.Weproceedin

threemainsteps.First,wetraceintimetheaverageproductivity(TFP)ofeachentry

cohortsrelativetoincumbentsfirms.Second,wediscriminatefurtherbetweensuccessful

andunsuccessfulentrantsandcomparetheirproductivity levelsnotonly among

themselvesbutalsobetweenthemselvesandtheincumbentfirms.Finally,weexamine

howtheseproductivitygapsarerelatedtochangesintherelativesizeandprofitabilityfor

thetwotypesofentrants:successfulonesandunsuccessfulones.Catchup

Table4summarizesthefirststep.Ittracesintimetheaverageproductivityofentry

cohortsrelativetoincumbentsfirms.Forinstance,thefirstlinereportstheaverage

productivityofthe1990entrycohortin1990,1991,1992,etc.,relativetotheproductivity

ofincumbentfirmsinthecorrespondingyear.InthisTable,thepopulationofincumbent

firmsisdefinedasthepopulationoffirmbornbefore1990andsurvivingduringallthe

Post-entryandPre-exitPerformanceofFrenchManufacturingFirms
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Table4.TFPlevelofentrantsrelativetoincumbentfirmsbyentrycohort(logdifference)

Cohort 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

1990 -0.019 0.023 0.037 0.034 0.042 0.034 0.013 0.02 0.019 0.018 0.013 0.025 0.026

1991 -0.008 0.041 0.05 0.057 0.057 0.06 0.054 0.045 0.035 0.033 0.036 0.028

1992 -0.004 0.034 0.05 0.046 0.038 0.038 0.03 0.017 0.016 0.025 0.027

1993 0.023 0.085 0.086 0.062 0.063 0.062 0.062 0.053 0.053 0.062

1994 -0.001 0.053 0.041 0.039 0.038 0.04 0.042 0.042 0.039

1995 0.045 0.066 0.074 0.062 0.07 0.064 0.061 0.06

1996 0.016 0.034 0.032 0.031 0.04 0.038 0.041

1997 -0.019 -0.001 0.003 0.017 0.029 0.022

1998 0.027 0.06 0.051 0.069 0.055

1999 0.032 0.072 0.08 0.073

2000 0.047 0.061 0.061

2001 0.041 0.055

2002 0.022

Numbersinitalicsindicatenon-significanceat5%level

10)Thislasttypeoflearningmaybeespeciallyimportantifcompetitivethreatsfromexistingfirms

changealongthepost-entryperiod.Forinstance,itcanbethecasethatincumbentsalsolackfrom

preciseinformationabouttheactualthreatthenewentrantsoffertoexistingfirms.Incumbents

maythenhavetowaitafterentryandtheearlymaturationprocesstodevicereactivestrategiesin

ordertocopewiththenewcompetitivethreatduetoemergingadolescententrants.



periodofinvestigation11).Anegativenumbermeansthatnewentrantshaveaproductivity

disadvantagerelativetoincumbentfirmswhileapositivenumberrevealsaproductivity

advantage12).

Thefirstimportantresultemergingfrom Table4isthatnewentrantsexhibithigher

productivityrecordscomparedtoincumbentfirms.Thisresultholdsforeachentry

cohortfrom1990to2002andforalmostallyearsofobservationexcept,timestotimes,

theveryfirstyearofentry.Moreover,itisnoticeablethatthefewtimesthedifferenceis

negative(forinstancethefirstyearofthe19921994and1997entrycohorts),thedifference

isnotsignificant.Incontrast,assoonasthedifferenceturnstobeattheadvantageof

enteringfirms(usuallythesecondyearofentry),itisalso,almosteverywhere,significant

atthe0.05level.

Theobservationthatnewentrantsoutperform incumbentfirmscontrastswiththe

earlierpaperbyBaldwinandRafiquzzaman(1995)andwiththerecentonebyFarinasand

Ruano(2005)despitetheyuseasimilarmethodologytocomputerelativeproductivity

indexes.Oneexplanationcouldbethatourdatasetisrestrictedtofirmsemployingat

least20employees.Wethenobserveyoungfirmsratherthan・true・new entrants.

Nonetheless,ourfirm survivalratesinthefirstyearsofexistencearequitesimilarto

whatisusuallyfoundinpost-entryanalyses.Moreover,ourresultsareconsistentwith

otherstudiesastheearlieronebyGrilichesandRegev(1995)onIsraelianfirms,andalso

theDysney,HaskelandHeden(2003)studyonUKdata.Thislastpaperalsoshowsthat

newentrantsoutperformcontinuingfirms.

IftheFrenchdatasetdoesnotsupporttheideathatenteringfirmssufferfrom a

productivitydisadvantagerelativetoincumbentfirms,itisconsistentwithavintage

hypothesisaccordingtowhichnewfirmsembodybettertechnologythanolderones13).

ThisinterpretationisfurthersuggestedinTable4,astheproductivityadvantageof

newfirmsoverincumbentsincreaseswiththecohortage.Forinstance,ifonecomputes

theaverageoftheproductivityadvantageofnewfirmsoverfiveyearsafterbirth,itis

about2,9%forthe5oldestentrycohortsandabout5,3%forthe5youngestentrycohorts.

Moreover,thisadvantageisstatisticallysignificantfromtheverybirthofentrantsinthe

caseofthe3youngestentrycohorts(2000,2001,2002)andnotinthecaseoftheolder
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11）Whileourinvestigationfocusesonthe1990-2002period,wecantracebackthepresenceofafirm

since1984.

12)Therelativeproductivityofentrantsiscomputedintwosteps.First,therelativeTFPindexofeach

newentrantiscomputedasthedifferencebetweenindividualTFPindexes(measuredinlog)andthe

averageTFPindexoftheirincumbentcounterparts(i.e.incumbentfirmswhichbelongtothesame

2-digitindustry).Second,therelativeproductivityoftheentrycohortisdefinedastheun-weighted

averageoftherelativeindividualTFPindexes.

13）Theunderlyingargumentbehindthevintagehypothesisisthatabestpracticefrontier,which

evolvesovertimeandwhichisexogenoustotheindustry,isexclusivelyavailablefornewfirms

(JovanovicandGreenwood,2001;Dwyer,1998)



cohorts.

Thefactthatyoungfirmsoutperformincumbentfirmsispuzzlingforthetheoryand

especiallyfortheevolutionarylearningviewofpost-entryselectionprocessaccordingto

whichproductivityimprovementsofentrycohortsaredrivenbytechnologicalorbest

practicecatching-upofenteringfirms.Itisalsoatoddswiththeideathatnewfirmscope

withaproductivitydisadvantageduetoscaleinefficiencies.Theobservationthatentrants

outperform incumbentsin termsofproductivity isconsistentwith theideathat

incumbentsbenefitfromsomeadvantagesoverentrants.Indeed,despitethisproductivity

disadvantage,maturefirmsdonotexitthemarket.Thisrevealssomedegreeofimperfect

competitiononFrenchmanufacturinggoodmarkets.

Table4initselfdoesnotallowfurtherdiscriminatingbetweenanaturalselectionview

ofpost-entrydynamicsandacompetitiveselectionview.Indeed,bothtypesofselection

processcanstillunderlietheproductivityimprovementsofanyentrycohortinTable1.

Forinstance,thesharpincreaseintherelativeproductivityofentrantsjustafterentry

couldbeunderlinedbyanintensivenaturalselectionprocessagainstrelativeinefficient

entrants(i.e.entrantswhoseproductivityadvantageatbirthisnothighenoughto

overcomesomegiven initialdisadvantages).Alternatively,differencesin relative

productivityatbirthbetweenentrantsmaynotbeasimportantastheirabilitytogrow

enoughtocopeefficientlywiththereactivestrategiesthatincumbentfirmsmayputin

motionassoonastheyhavepreciseenoughinformationontheproductivityadvantageof

thenewentrants.

Tofurtherdiscriminatebetweenbothviews,Table5below distinguishesbetween

successfulentrants(firmswhichsurvivemorethan5years)andunsuccessfulorfailing

entrants(firmswhichfailedwithin5yearsaftertheirentry).

InthisTable,entrycohortsarepooledinordertoputtheemphasisongeneraltrendsin

thematurationprocessofnewfirms.Inthisperspective,thefirstColumn(E/I)which
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Table5.RelativeTFPbythenumberofyearsafterentry(logdifference)

Years E/I SE/I FE/I FE/SE FE/SE(COH)

1 0.006 0.000 0.011 -0.011 -0.015

2 0.034 0.033 0.034 0.006 -0.026

3 0.037 0.037 0.037 0.006 -0.034

4 0.037 0.034 0.041 0.008 -0.027

5 0.034 0.036 0.021 -0.013 -0.056

6 0.034 0.034

7 0.034 0.034

8 0.031 0.031

9 0.026 0.026

10 0.030 0.030

E=entrants;I=Incumbents,SE=survivingentrants,FE=failingentrants,COH:bycohort

Numbersinitalicsindicatenon-significanceat5%level



reportstheTFPdifferencesbetweenallentrantsandincumbentfirms,simplyresumes

thegeneraltrendwhichalreadyemergedfromTable4abouteachentrycohort.Thetwo

nextColumns(SE/IandFE/I)allowcomparingtheproductivitygapsof,respectively,

successfulandfailingentrantsrelativetoincumbentfirms.FinallythetwolastColumns

inTable5showTFPdifferencesbetweenentrantsthemselves.SimpleTFPdifferencesare

reportedinColumnFE/SEwhileTFPdifferencescontrolledbycohortaresummarizedin

ColumnFE/SE(CHO).

Thefirstimportantresultfrom Table5isthatbothsuccessfulandunsuccessful

entrantsoutperformincumbentfirms.Moreover,bothofthem・revealthemselves・tobe

moreproductivethanincumbentsassoonasyear2afterentry.Finally,bothofthem

maintaintheirproductivityadvantageoveryears3and4.Itisonlyinyear5(i.ethelast

yearofexitforafailing entrants)thattheaverageproductivity advantageof

unsuccessfulentrantsoverincumbentfirmsfallbehindtheownadvantageofsuccessful

entrants.

Thisresultquestionsthehypothesisofaharshpureselectionmechanism justafter

entry.Indeed,ifsuchaprocesswasoccurring,thenoneshouldobserveastrongerrevealed

productivityadvantageforsuccessfulentrantscomparedtounsuccessfulones.The

competitiveviewaccordingtowhichnewfirmshavetolearnhowtocompeteonimperfect

competitivemarketsisthenthemostplausibleviewinaccordancetothebasicstylised

factsthatemergesfromthefirstthreeColumnsofTable5.

IfweturnnowtothelastColumns,additionalinsightscanbegivenontheperformance

ofsuccessfulentrantsrelativetounsuccessfulones.WhilenoTFPdifferencesemergeat

firstsight(seeColumnSE/FE),successfulentrantsrevealthemselvestobeactuallymore

productivethanunsuccessfuloneswhenTFPdifferencesarecontrolledbythecohort(i.e.

whenthecomparisoninvolvesonlyentrantsofthesameentry-cohort).

Thisproductivityadvantageofsuccessfulentrantsoverunsuccessfulentrantsmay

indicatethatapurenaturalselectionmechanismisnonethelessatwork.Asthisnatural

selectionmechanismisnotdrivenbythemarketcompetitionwithincumbentfirms,ithas

tocomefrom elsewhere.Onehypothesisisthatitcomesfrom thecompetitionthat

prevailsbetweenentrantsthemselves.ThishypothesisisfurtherinvestigatedinDuration

modelsinSection7below.

Inordertogoonestepfurther,wealsoconsiderinTable3thematurationprocessof

newentrantslookingattheirrelativegrowthintermsofemploymentandprofitability.

Bothindexesmaygiveusmoreinsightsontheabilityofsomeentrants(thesurviving

ones)tocompetesuccessfullyagainstsomeothers(theirfailingcounterparts)andtogrow

rapidlyenoughtosurvivetothereactivestrategiesofincumbents.

Table6aand6barebuiltalikeTable5exceptthatrelativeprofitabilityandsizeindexes

areratioandnotdifferences.Consequently,anumberequalto1inthisTable(notto0as

inTable5)meansidenticalperformance.Oncemore,entrycohortsarepooledtoputthe
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emphasisongeneraltrendsandsuccessfulentrants(SE)versusfailingentrants(FE)are

comparednoonlyamongthemselvesbutalsobetweenthemselvesandincumbentfirms

(I).InthelastColumn,COHmeansthattherelativeperformanceiscontrolledbythe

cohort.

Table6areportsrelativeprofitabilityindexesforthedifferentpopulationoffirms.At

thefirmlevel,profitabilityismeasuredbytheratioofoperating-cashflowonsales.At

thepopulationlevel,relativeindexescorrespondtotheun-weightedaverageoftherelative

individualindexes.

Whiletheprofitabilityofentrantsasawhole(E)apparentlyfollowaregularcatching-

up processtowardstheprofitability levelofincumbentsfirms(1 meansequal

performance),thepictureschangesradicallywhenonediscriminatesbetweenthetwosub-

populationsofsuccessfulentrants(SE)andfailingentrants(FE).

Ontheonehand,successfulentrantscatchupquiteinstantaneouslytotheprofitability

levelofincumbentfirms.Ontheotherhand,failingentrantsalsocatchupbutatamuch

slowerrate.Notethatthemechanism underlyingthecatchingupprocessoftheFE

populationisclearlyduetoaselectionprocess(i.e.theexitoftheleastprofitablefirms

within3yearsafterentry).Unsuccessfulentrantsthatsurviveuntilage4and5donot

exhibitsimilarweakrelativeperformances(65and88%oftheprofitabilityofincumbent

firmsrespectively).Thissuggeststhatthosefirmswerecatchingup,notfallingbehind,

butthisprocesswasn・tstrongorfastenoughtoallowthemtosurvivetothecompetition

oftherest(youngsurvivingfirmsandincumbents).

Table6breportstherelativeemploymentlevelsofthedifferentpopulationoffirms.

Oncemore,thedynamicsofE/Iisacatching-updynamics.Notehowever,thatnew

entrantsremainsrelativelysmallcomparedtoincumbentfirmseven10yearsaftertheir
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Table6a.RelativeProfitability

Years E/I SE/I FE/I FE/SE
FE/SE
(COH)

1 -21.285 -9.944 -29.302 -25.990 -0.938

2 0.536 0.931 0.257 0.268 0.068

3 0.608 0.878 0.303 0.413 0.210

4 0.805 0.884 0.649 0.618 0.349

5 0.908 0.921 0.848 0.687 0.241

6 0.898 0.898

7 0.930 0.930

8 0.997 0.997

9 1.042 1.042

10 1.033 1.033

Table6b.RelativeEmployment

Years E/I SE/I FE/I FE/SE
FE/SE
(COH)

1 0.470 0.514 0.438 0.783 0.753

2 0.485 0.534 0.450 0.795 0.729

3 0.539 0.555 0.520 0.904 0.777

4 0.552 0.569 0.520 0.891 0.807

5 0.562 0.573 0.515 0.877 0.736

6 0.574 0.574

7 0.586 0.586

8 0.632 0.632

9 0.660 0.660

10 0.677 0.677

Table6.Relativeperformancesbythenumberofyearsafterentry(ratios)

E=entrants;I=Incumbents,SE=survivingentrants,FE=failingentrants,COH:bycohort

Numbersinitalicsindicatenon-significanceat5%level



entry.Thisfeatureisquiteconsistentwiththeexistingliteratureonpost-entry

performanceespeciallytheonefocusingonEuropeancountries.Incontrast,successfulUS

entrantsarecharacterisedbymuchhighergrowthratesafterentry(seeBartelsman,

SchivardiandScarpetta,2005forarecentcomparativeanalysisoffirm demography

betweenEuropeandUS).

Ifwenowconsiderthesub-populationofSEandFE,twomainresultsemerge.First,it

appearsthatinitialsizeoffailingentrantsissignificantlysmallerthantheinitialsizeof

successfulentrants.Thismayindicatethatfailingentrantssuffersomehowfromtheir

relativesmallersizeandthatthisoccursdespitetheirsizedisadvantagedoesnottranslate

into a productivity disadvantagerelativeto theirincumbentcounterparts.Note,

nonetheless,thattherelativesmallnessofFErelativetoSEispositivelycorrelatedwith

aproductivitydisadvantage.ThesecondimportantresultisthatFEexperiencelower

growthratescomparedtoSE butstillfollow acatchingupprocesstowardsthe

employmentlevelofincumbentfirms.Oncemore,thisleadsustoconcludethatFEdonot

survivemainlybecausetheydonotgrowfastenoughtostruggleefficientlyagainsttheir

incumbentcounterparts.

Insummary,theanalysisofpost-entryperformancesonFrenchmanufacturinggoods

industriesrevealsthatmarketselectionprocessesarecomplex.Theydonotsimply

resumetoanaturalselectionprocess14)accordingtowhichnewentrantsexitwhenthey

revealthemselvesnotabletoreachtheminimumproductivitylevelrequiredtobecomean

incumbentfirm.Moreover,differentcompetitivegamesseem toco-existbetweenthe

differentactorsinthemarket.Specifically,whilethecompetitionbetweenentrantsand

incumbentsclearlyinvolvesomethingelsethanapureselectionmechanism(i.e.aselection

onlybasedonproductivitydifferentials),thecompetitionamongentrantsthemselves

seemstobemoredirectlytiedtodifferencesinproductiveefficiency.

5.Pre-exitperformancesofmaturefirms.

InthisSection,wetakeadvantageofthetimeseriesdimensionofourdatasetinorderto

investigateaboutthepre-exitperformanceofmaturefirms.Ifexitcohortsexhibitlower

performancethantheirsurvivingcounterpartsintheyearofmarketexit,onecanwonder

abouthowthisphenomenonisachieved,i.e.howexitcohortsperformanceevolveinthe

yearspriortoexit.GrilichesandRegev(1995)pointedouttheexistenceofwhatthey

calleda・shadowofdeath・effectwhichreferstotheobservationthataperformancegap

betweenexitingandsurvivingfirmsexistsintheyearsbeforetheexitingyear.

LetusstartthediscussionbyTable7whichdisplaystherelativeTFPperformanceof
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14）AlsocalledpureselectioninterminologyisusedbyBaldwinandRafiquzzaman(1995).



exitingcohortsas,insteadofemploymentgrowthrates,weareconsideringTFPasa

moreinformativeperformanceindicator.

ThereferencepopulationineachColumnarefirmsofmorethanfiveyearsthatarein

thedatabaseontheoverallperiod(from 1990to2001).Then,eachlineofnumbers

expressestheevolutionoftherelativeTFPdifferencebetweeneachexitcohort(from1990

to2001)andthatpopulationofincumbents.

Therearetwomajorresults.Theoneisthatallexitcohortsarelessperformingthanthe

survivingfirmsfarbeyondtheexityear.Exceptthe1996exitcohortforwhichthatlower

performanceisappearingonlythreeyearsbeforetheexitdate,thatrelativeTFP

differentialoccursfarbeforetheexitdate(eventenyearsbeforeforthe2000exitcohort).

Theotheristhatthisobservationissignificantinmostofthecohortsnotonlyattheexit

datebutintheyearspriortoexit.Moreover,thatgaptendstograduallyincreasewhen

wegetclosertotheexitdate.Inthatrespect,asfarasTFPisconcerned,wefoundthe

existenceofashadowofdeatheffectinalmostallexitcohorts.Theseresultsarequite

similartothoseexhibitedinKiyotaandTakizawa(2007).Thehypothesisthatexiting

firmsperformlowerproductivitythanthesurvivingonesnotonlytheyearoftheexitbut

alsosometimesbeforeexitisalmostconfirmedovertheoverallperiod(1990-2001).

Now,letusimprovethatresultbyaddinginthediscussiontwootherperformance

indicators,sizeandprofitability.Here,wepooledtheexitingfirmsanddevelopa

populationanalysiscomparingtheirrelativeperformancetothesurvivingfirms(again

themore-thanfiveyearsfirmsinthesample).

A remarkablefeatureoccurswhichisthequitecontinuousdecreaseintherelative

performanceofexitingfirmsforeachoftheperformanceindicatorsinuse.RelativeTFP

isgraduallydecreasingalongthe10yearsperiodbeforetheexitdate;itbecomesnegative
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Table7.Pre-exitPerformanceofExitingFirms(relativeTFP)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

1990 -0.014

1991 -0.026 -0.044

1992 -0.031 -0.038 -0.032

1993 -0.014 -0.037 -0.019 -0.016

1994 0.006 -0.008 -0.008 -0.024 -0.023

1995 -0.004 -0.005 -0.015 -0.021 -0.034 -0.024

1996 0.013 0.018 0.016 0.007 -0.003 -0.008 -0.037

1997 -0.001 0.005 0.006 -0.007 -0.027 -0.042 -0.042 -0.044

1998 0.004 0.000 -0.009 -0.018 -0.016 -0.021 -0.029 -0.056 -0.065

1999 0.017 0.012 -0.001 0.004 -0.008 -0.003 -0.015 -0.024 -0.039 -0.051

2000 0.005 -0.011 -0.012 -0.015 -0.025 -0.024 -0.036 -0.024 -0.037 -0.056 -0.057

2001 0.029 0.024 0.005 0.007 0.008 -0.003 -0.014 -0.031 -0.037 -0.035 -0.036 -0.045

Numbersinitalicsindicatenon-significanceat5%level



sevenyearsbeforetheexitdateevenifthisresultisonlysignificantfiveyearsbeforethe

exitdate(boldnumbers).Relativeprofitabilityandsizearecontinuouslydecreasingand

thoseindicatorsaresignificant9yearsand6yearsbeforetheexitdate,respectively.

Moreover,themagnitudeofrelativeprofitabilityisquitehigherthantheonesofthetwo

otherperformanceindicators,andthatmagnitudealsoincreasesduringthefiveyears

periodpriortoexit.Assuch,theevolutionoffirm profitabilityisprobablythemost

relevantindicatortorelyonfirmexitmechanisms.Contrarytoothercontributions(see

VanderWiel,1999),wefoundaremarkablesimilartrendamongthethreeperformance

indicatorsinusetocorroboratefortheexistenceofashadowofdeatheffectfromour

dataset.Finally,notethatrelativelabourproductivityisalwaysnegative.Thiscanbe

thoughtofasanindicationofasystematicallyweakercapitalintensityofexitingfirms,

despitethiscouldalsobeduetosomecompositioneffects,aswearediscussingabouta

populationofinter-sectoralfirms.

Moreover,thoseresultsarequitestableandrobust.Table9providesthesame

informationthanthepreviousonesbutthereferencepopulationischanged.Insteadof

usingtheoverallmaturefirmsinthesample,weapplyanonparametricmatching

methodsimilartoAlmus(2002)andcompareexitingfirmsonlytothesub-setoftheir

mostsimilarsurvivingcounterparts.Actually,wematchfirmsaccordingtothefollowing

start-upcharacteristics:initialfirm size,yearofentry,industryclassificationatthe

4digit,legalformandtheinitialnumberofestablishments.

Thepreviousresultsareessentiallyaffectedintwoways.First,thematchingmethod

essentiallyimprovesthemagnitudesinthedecreaseofperformanceofexitingfirms,

especiallyoftheirrelativeTFPgrowthrates.Second,itimprovesthesignificanceofthe

results,atleastforrelativeTFPandprofitability.Relativesizeisnotaffectedasfaras

thesignificanceofthatindicatorisconcerned.

Atthisstage,furtherdiscussionisneededabouttherelativeimportanceofmarket
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Table8.TFP,ProfitabilityandSizedifferencesbynumberofyearspriortoexit

Priortoexit(inYears) TFP(log) P(lev) S(lev) LP(log)

10 0.015 0.990 1.101 -0.070

9 0.004 0.902 1.030 -0.063

8 0.003 0.910 0.950 -0.053

7 -0.002 0.853 0.901 -0.048

6 -0.003 0.797 0.911 -0.055

5 -0.006 0.799 0.834 -0.055

4 -0.009 0.750 0.793 -0.066

3 -0.017 0.645 0.737 -0.089

2 -0.026 0.548 0.665 -0.109

1 -0.033 0.391 0.621 -0.119

0 -0.036 0.235 0.564 -0.122

Numbersinitalicsindicatenon-significanceat5%level



selection.Withregardtoourperformanceindicators,itisnoteworthytoemphasisehow

relativeTFPtoincumbentsisnotactuallyusefultodiscriminatebetweenthepopulation

offailingandsuccessfulentrantsintheirpost-entrybehaviours.However,relativeTFP

gapsaresignificantasfarasthepre-exitbehavioursofexitingfirmsisconcerned.

Therefore,TFPcanbethoughtofasanecessarybutnotsufficientconditiontobefulfilled

inordertostayonthemarketandfurtherstructuralcharacteristicshavealsotobe

consideredasfarasexplainingthemarketselectionprocessisatcentralstake.Inother

words,marketselectioncannotbefullyexplainedthroughapureproductiveefficiency

analysis.

Moreover,theexistenceofaquasi-systematicshadowofdeatheffectcanbeinterpreted

inatwofoldperspective:eitheritmeansthatmarketselectionisnoteffectiveenoughand

allowsfirmstosurvivewhereastheyshouldhaveleftthemarketor,thatmarketselection

isefficientbutallowsfirmstoanticipatethattheyneedtoleavethemarketsoasthey

reactgraduallyandadjustdownwardespeciallytheiremploymentlevelbeforeactually

leavingthemarket(Almus,2002).Therefore,inthenextSection,wefocusthediscussion

aboutselectionmechanismsasregardsfirms・structuralcharacteristics.

6.Conclusion

InthispaperwestudyhowmarketselectionmechanismshavebeenworkingonFrench

manufacturinggoodsmarketsoverthelastdecade.Weinvestigatethisissueunderthe

hypothesisthatthecompetitivechallengesafirm havetoface,maychangealongthe

differentstagesofitslife.Ontheonehand,youngnewentrantsfacethechallengeto

revealthemselvesproductiveenoughand/orabletolearnfastenoughinordertosurvive

tothereactivestrategiesoflargerandmorepowerfulincumbentsfirms.Ontheother
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Table9.TFP,ProfitabilityandSizedifferencesbynumberofyearspriortoexit(withmatching)

Priortoexit(inYears) TFP(log) P(lev) S(lev) LP(log)

10 -0.044 0.839 1.219 -0.176

9 -0.057 0.802 1.146 -0.167

8 -0.065 0.761 1.015 -0.154

7 -0.080 0.706 0.946 -0.163

6 -0.089 0.671 0.946 -0.176

5 -0.105 0.664 0.822 -0.191

4 -0.127 0.619 0.747 -0.221

3 -0.142 0.527 0.680 -0.254

2 -0.161 0.445 0.613 -0.287

1 -0.177 0.308 0.564 -0.311

0 -0.194 0.206 0.529 -0.326

Numbersinitalicsindicatenon-significanceat5%level



hand,maturefirmsfacethechallengetocontinuouslyrenewtheirproductivecapabilities,

i.e.toadaptthemselvestonewproductiveenvironment.Maturefirmswhichwillreveal

themselvesnomoreproductiveenoughand/ornotabletoadaptfastenoughwillloose

marketshares,shrinkandeventuallyexitthemarket.

Ourempiricalinvestigationledustothefollowingresults.Inaccordancewithmostof

theindustrialdynamicsliterature,wefoundthat,exitingfirms,asawhole,display

below-averageperformancelevelsandaresignificantlysmallerthantheirsurviving

counterparts.Wenonethelessfoundkeydistinguishablefeaturesofexitpatternsin

discriminatingbetweenyoungandmaturefirms.Wefoundthatyoungexitingfirmsdo

notdisplayproductivitydisadvantagerelativetoincumbentfirms.Theynonetheless

displayasmallbutsignificantproductivitygapcomparedtotheirsurvivingcounterparts.

By contrast,matureexiting firmsdisplay a largeand significantproductivity

disadvantagerelativetotheirsurvivingcounterparts.Thisgapwidenstheyearofexit

butemergesseveralyearspriortotheirexit.Moreprecisely,wefindtheexistenceofa

・shadow ofdeath・effectforeach performanceindicatorsin use(relativeTFP,

profitabilityandsize).

Thislaterresultmayrevealthat,asfarasmaturefirmsareconcerned,Frenchmarkets

selectagainstpersistentbadperformersandnotagainsttemporaryloosesofefficiency.

Interestingly,thisstylisedfactcanhoweverbegiventwooppositeinterpretations.Onthe

onehand,thismayrevealthatmarketsarewell-functioningastheyevaluatefirmsona

medium-runhorizonandnotonatooshort-runhorizon.Ontheotherhand,thismay

revealakindofinertiaifmarketselectionprocessesworkinfavourofestablishedfirms

andagainstnewentrants,inthesensethatthelateronesaremoreheavilysanctioned

thantheformerones.WefinallyconcludethatmicrodatafromFrenchmanufacturing

industriesshowaveragebehaviourconsistentwithacommonviewofmarketselection

mechanismsfavouringthemostefficientfirms.However,theinstitutionsthathelp

marketstorightlyoperatethisselectionprocessmaybemoresevereforyoungfirms

comparedtomaturefirms.
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