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Chapter 6. Spin-off rates in the 
Netherlands 

6.1  Introduction 

New firm formation is a complex process that can be characterised by the 

interactions between the entrepreneurs involved and the relevant external 

forces, such as institutions and existing organizations (Gartner, 1985 and 

Chapter 2). Each founding process is based on a unique combination of inputs 

by the actors involved. As a consequence, firms have different constitutions. In 

the previous chapters, the nature of the influence of existing organizations on 

the founding processes of new firms has been highlighted. It was argued that 

existing organizations play a distinct role in the establishment of new firms: 

existing firms provide employees with valuable information about the industry in 

which they are employed. Further, existing firms sometimes even help their 

employees to leave and start a new independent business. Those new firms that 

have been influenced by existing organizations differ systematically, for example 

in terms of innovative output and founding success, from firms that lack such an 

influence. Identifying the roles of existing firms in founding processes adds to 

the understanding of the mechanisms governing founding processes. However, 

as explained in Chapter 1, there is also an important methodological aspect to 

the influence of existing firms. This aspect is demonstrated most clearly in the 

calculation of founding rates. Regional differences in new firm formation are 
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usually expressed in founding rates. In the calculation of founding rates, 

assumptions are made as to which group of actors provides the basis for new 

foundings. Two groups are considered: the labour market population and the 

stock of existing firms. The previous chapters have indeed shown that many new 

firms are the result of the interplay between individuals and existing firms. Both 

types of actors influence the foundation of new firms at the same time. This 

observation is at odds with the rigid generalisation of the founding process, as 

implied in the calculation of only one new firm formation rate for the whole 

population of new firms.  

This chapter addresses the methodological problem outlined above. The 

argument starts with the idea that some new firms are the result of both 

individual and organizational inputs (spin-offs). How can this observation be 

included in the existing firm demographic framework, specifically in the 

calculation of founding rates? The analysis contains two empirical steps. In the 

first step, a conceptualisation of firm influence on the founding process is 

proposed. Depending on the empirical assessment of a parent firm’s influence, a 

founding can be classified as either a spin-off or as an individual start-up. This 

idea is elaborated upon in Section 6.2. The second step entails regression 

analyses of regional differences in firm founding rates. However, rather than 

taking all foundings together, the foundings are split according to the influence 

of parent firms on the founding process. Separate founding rates are thus 

calculated for spin-off foundings and individual start-ups. The regional 

differences in the distinct spin-off and individual start-up rates are assessed in 

separate regression analyses. This is developed in Sections 6.3 through 6.6. 

 
6.2 Founding rates 

 

6.2.1 Ecological and labour market founding rates12 

In firm demography, two approaches are commonly used for mapping regional 

differences in new firm formation rates: the ecological approach and the labour 

market approach. Both rates use the same numerator: all foundings in a 

particular time period in a particular region. In the ecological approach, the 

founding rates are calculated with the stock of firms as the denominator. The 

total number of foundings is divided by the number of firms in the region. The 

labour market approach takes the people in the labour market as the reference 

                                                 
12 See also Chapters 1 and 2 
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group. Both approaches involve implicit suppositions about the founders of new 

firms. The ecological approach, in which the stock of firms forms the reference 

group, implicitly embraces the idea that all new firms are started by existing 

firms. The labour market approach sees new firm formation as the result of 

individual actions. Both approaches simplify reality since new firms are the result 

of a complex interplay between several actors, including firms and individuals 

(Gartner, 1985). Sometimes, existing firms are indeed decisive in a founding 

process whereas, in other cases, individual actions are more important. This 

observation suggests an approach in which foundings based on firm influence 

(such as spin-offs) are related to the number of firms present in a region. 

Similarly, individual foundings (individual start-ups) should be represented by 

founding rates that are based on the labour market approach. In other words, 

the numerators of the founding rates are matched more appropriately to the 

denominators. Table 6.1 shows how the four resulting founding rates are 

calculated. 

 
Numerator 

Denominator All Foundings Individual start-ups Spin-offs 

 
Labour market population 
 

Labour market FR Individual start-up rate  

 
Stock of firms 
 

Ecological FR  Spin-off rate 

Table 6.1: Four methods for calculating founding rates (FR) 

 

In order to make a distinction between firm-influenced foundings (spin-

offs) and individual start-ups, a framework is needed that enables the 

classification of founding efforts into two groups. The first group should consist 

of foundings resulting from the influence of existing firms. The relative 

occurrence of these firms is described using the stock of firms as the reference 

group. The second group consists of individual foundings. For this group, the 

founding rates can be calculated with the labour market population as the 

denominator. Chapter 2 proposed a theoretical framework which allowed for this 

distinction. In the framework, the influence of parent firms on the founding 

process of new firms is described theoretically. Two dimensions are used to 

identify the influence of existing firms. First, firms can act as educational 

institutes for entrepreneurs. The budding entrepreneurs use knowledge, 

information, and experiences picked up from their previous employment. 

Second, existing firms can offer direct support to foundings. On the basis of 
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these dimensions, four founding groups can be established: individual start-ups, 

supported start-up, spin-outs, spin-offs, and corporate spin-offs (Figures 2.3 and 

6.1). The framework proposes a classification of foundings in which the 

influence of existing firms is the guiding principle. Given this feature, the 

framework enables the identification of firm-influenced foundings and individual 

efforts. To make a division into two groups, a threshold level of firm influence 

needs to be established. This threshold level divides the population of new firms 

into two groups. One possible threshold line is drawn in Figure 6.1. The line 

defines a group of firm-influenced foundings (B) and a group consisting of 

individual foundings (A).  

 

 

Conceptually, the idea of establishing a threshold level of firm influence 

is not very complicated, but the empirical translation of it is. There are two key 

problems related to empirically establishing a threshold level of firm influence. 

The first problem is the heterogeneity of the two defining dimensions: indirect 

skills transfer (learning effects) and direct support. Support and skills transfer 

can have distinct forms in each founding; in some cases spin-off firms are 

provided with capital, whereas in other cases spin-off firms receive time and 

support for product development. Both are examples of direct support by a 

parent firm, but the nature of the support differs. It is impossible to state, in 

general, which type of support is to be preferred over the other. Even in cases 

Corporate spin-off

Supported
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Figure 6.1: Defining firm-influenced foundings (B) and 
individual foundings (A) 
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where the direct support type is the same, the impacts on the founding 

processes can differ. In one founding, guaranteed turnover offered by the 

parent firm can be decisive in the founding process, while its role in another 

founding effort can be minimal. The distinct types of direct support and their 

distinct impacts on founding processes make comparison between cases 

problematic: it is like comparing apples and oranges. As a consequence, it is 

hard to pinpoint a position of a founding on the direct support axis. That is, the 

direct support dimension is diffuse and hard to translate into an all-inclusive 

measurement which would allow a simple comparison of foundings. The problem 

of heterogeneity in the impact of firm influence also applies to the indirect skills 

transfer dimension. The impact of specific product knowledge, for example, can 

vary depending on the type of new firm. 

The second problem in establishing a threshold level of firm influence 

relates to the level of the threshold itself. Assuming that the influence of 

existing firms in the founding processes of new firms can be established, the 

threshold level of influence is negotiable. The researcher has to decide how 

large the impact of the existing firm should be for a founding to be called a 

spin-off. Although it is useful to keep the subjectivity of the threshold in mind, it 

does not help us to advance. There will always be an element of subjectivity and 

data availability involved. Nevertheless, it can be insightful to show the effect of 

the threshold level on the number of new firms (Area B in Figure 6.1) defined as 

firm-influenced. Commonsense dictates that the number of firm-influenced 

foundings will vary depending on the threshold level set. If the threshold is very 

rigid, the number will be relatively low. On the basis of such ideas, estimates of 

the number of spin-offs can be compared. Figure 6.1 can be used as a 

conceptual frame of thought for the definition of spin-off firms. Existing spin-off 

definitions can be placed in the figure and compared with other definitions. The 

definitions may well be based on different threshold values making comparison 

possible. This could explain the differences in the proportion of spin-off firms 

found on the basis of distinct definitions. The next section empirically elaborates 

the relationship between the threshold level of firm influence and the number of 

firms that are accordingly classified as spin-outs, spin-offs, or individual start-

ups. The data for the analysis are derived from the dataset introduced in 

Chapter 3. 

 



134 

6.2.2 The effect of the threshold on the number of spin-offs and spin-outs 

In order to assess the strength of the ties between a founding and an existing 

firm, information is needed about the link between the two firms. The dataset, 

introduced in Section 3.2.1, contains information about both indirect and direct 

resource transfer from parent firm to founding. Entrepreneurs were asked to 

indicate whether they used any specific skills gained while employed in a parent 

firm. This information relates to the impact of indirect resource transfer from 

parent firm to founding. Also direct resource transfer in the form of support is 

included in the dataset. Entrepreneurs were asked to indicate whether they 

received any direct support from their previous employers. On the basis of this 

information, the ties between founding and parent firm can be established 

empirically. In other words, the influence of existing firms on the founding 

process of a new firm can be visualised. 

The impacts on founding processes of direct support and indirect 

learning can vary significantly. Each founding is influenced by existing firms in a 

unique way. In some cases, parent firms are clearly a decisive part of the 

founding process. In other cases, the influence of parent firms is virtually 

nonexistent. All founding processes can be placed on a continuum between 

these two extremes. As noted earlier, it is difficult to accurately place foundings 

on the continuum of firm influence. The heterogeneity of the transferred 

resources complicates any meaningful ordering of foundings on the basis of firm 

influence and it is difficult to compare one founding with another. The dataset 

used for this analysis offers a way to overcome this problem. 

In the dataset, the two dimensions of resource transfer are simplified in 

order to enable a classification of foundings. Direct support is a dichotomous 

variable: the only information available is whether or not a new firm received 

direct support from an existing firm. The nature of the support given is so 

diffuse that a meaningful comparison between foundings is not attempted. The 

continuous nature of the indirect resource transfer dimension is approximated by 

a nine-point scale. Entrepreneurs could indicate learning effects from previous 

employment for nine distinct knowledge fields relevant to the founding process 

(see also Table 3.2). The number of fields checked by the entrepreneur is used 

as an approximation of the strength of the link between the new firm and the 

previous employer of the entrepreneur. If an entrepreneur indicates relevant 

experience in eight knowledge fields, then the influence of previous employment 

is large. If an entrepreneur uses only four relevant knowledge types that 

resulted from previous employment, then the influence of the parent firm on the 
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founding process is much less. Using this scale, the influence of an existing firm 

on the founding process of a new firm varies from ‘0’ to ‘9’. The nine-point scale 

of indirect learning reflects the continuous nature of this dimension. The scale 

can be used to show the effect of a specific threshold level of indirect learning 

on the number of spin-offs, spin-outs, and individual start-ups. 

Figure 6.2 shows how the threshold level of firm influence affects the 

proportions of spin-offs, spin-outs, and individual start-ups in the population of 

foundings. The figures show the shares of individual start-ups, spin-outs and 

spin-offs in the total population of new firms dependent on the threshold value 

of the number of skills transferred (on the x-axis). The figure in the left-hand 

pane considers indirect skills transfer only. As a result, foundings can be either 

individual start-ups or spin-outs. In effect, a threshold level of ‘0’ means that a 

new firm is defined as a spin-out even when no skills are transferred from an 

existing firm. Obviously, this statement holds true for all foundings and 

therefore the share of spin-outs is 100%. Moving to the right in the figure, the 

threshold level increases and fewer firms become considered as spin-outs. For 

example, at threshold level ‘3’, a firm must have at least three relevant skills 

coming from an existing firm to be a spin-out. About 60% of all foundings 

satisfy this condition and are consequently considered as spin-outs. At the 

maximum threshold of nine resources transferred, very few firms meet the 

requirements to be labelled as a spin-out. The right-hand figure is based on the 

same principle, but also includes spin-offs. In order to be classified as a spin-off, 

a new firm needs to receive direct support (indicated by the + - symbols on the 

x-axis) in addition to relevant learning experience. 
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The graphs show that the number of firm-influenced foundings (spin-outs 

and spin-offs combined) declines as the threshold increases. It is naturally 

increasingly unlikely that a new firm is labelled as a spin-out or as a spin-off 

when the threshold is raised. The influence of the extra support variable is also 

considerable. As a result, the number of spin-offs is much smaller than the 

number of spin-outs, in whichever way defined. The most interesting aspect of 

the graphs is the difference in the slopes. The spin-out group diminishes more 

or less linearly with the threshold level set. The spin-off group, however, is 

initially hardly affected by an increase in the threshold level of indirect skills 

transfer. Receiving support seems to imply the transfer of some knowledge and 

skills from a previous employer. This can be explained from the results 

discussed in Chapter 3. The interviews (Section 3.4) showed that support can be 

rooted in internal firm dynamics. For instance, if a firm decides to move away 

from a certain production process, an employee may be tempted to continue 

production as an independent firm. For the founding of an independent firm, the 

employee requires the support of the parent company. At the very least, the 

firm needs to allow the employee to use the production methods. Support is 

most likely in such cases where the new firm is a continuation, in one way or 

another, of activities already present in the parent firm. The employee leaving 

the firm is therefore very likely to possess firm-specific knowledge which can be 

used to benefit the new firm. In addition, an employee is very unlikely to spot 

an opportunity to continue the production process outside the parent firm 

without specific knowledge about the production process (Shane, 2000). As a 

result, support is more likely if the skills of the employees remain relevant in the 

context of the new firm. 

 
6.3 Interpreting individual start-up rates and spin-off rates 

The previous section showed how the number of spin-offs identified is 

influenced by the definition used and the measurement method applied. This 

has provided an idea of how spin-off definitions determine the empirical 

translation in the firm demographic framework of new firm formation. In the 

remainder of this chapter, the second step is made, and regional differences in 

spin-off formation and individual start-up formation are described and analysed 

empirically. It is an explorative example of how spin-offs can be considered in 

analyses of regional differences in new firm formation. 

 The argument for calculating two distinct founding rates to denote spin-

off processes and individual start-ups has been primarily based on theoretical 
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arguments. By matching the type of founding to the appropriate exposure 

population, distinct founding rates can be calculated (see Table 6.1) and the 

actual founding processes described more accurately. The first founding rate 

calculated is the spin-off founding rate, which relates the number of firm-

influenced foundings to the existing pool of firms. The second is the individual 

start-up rate which relates the number of foundings without decisive firm 

influence to the people in the labour market. ‘Decisive’ is a key word in this 

description. The previous section has shown how the number of firm-influenced 

firms depends on the interpretation of decisive influence (in other words, with 

the threshold level). The theoretical argument is in place, but is there also a 

substantive distinction between the two founding rates? There seem to be at 

least two. 

 Firstly, the founding processes of spin-offs and individual start-ups differ. 

The most striking aspect is probably the path dependency of spin-off formation. 

As shown in Chapter 3, the daily activities of spin-off entrepreneurs are often 

very closely related to their previous daily activities as employees. In other 

words, spin-off firms can be seen as independent continuations of already 

existing activities. This relates to the idea that spin-off formation is a mechanism 

for knowledge transfer between firms. Employees start new businesses based on 

experience (Appold, 2001; Acs and Armington, 2003; Franco and Filson, 2002). 

In this view, spin-offs are vehicles of knowledge transfer. Chapter 3 illustrated 

the role of spin-offs in knowledge transfer on the micro-level, but it is unclear 

how this process translates to the regional level. The spatial inertia of 

entrepreneurs makes such a transition possible. Entrepreneurs have the 

tendency to stay active in the region of residence (Klepper, 2001a). By doing so, 

the knowledge remains in the region and this can trigger an iterative process in 

which specific knowledge is spread within a region. Eventually, the region could 

evolve into a cluster of specific activities. Although several studies have shown 

the role of spin-offs in the formation of clusters (Klepper, 2001a; Dahl et al., 

2003; Fornahl and Menzel, 2003), there is still work to be done. The existing 

research has been case-studies explaining the evolution of one cluster, or one 

industry, within a country. Regional comparisons have not yet been attempted. 

Spin-off founding rates could be used in this type of research. If spin-offs are 

interpreted as vehicles of knowledge transfer, spin-off foundings rates can be 

seen as a measurement of the extent of knowledge transfer within a region. In 

this sense, particularly when using industry-specific spin-off rates, the 

development of cluster formation in different regions can be compared. Flipping 



138 

the coin, spin-off founding rates can be used to assess the efficiency of existing 

clusters. Clusters should produce more spin-offs than other regions, reflecting 

an efficient knowledge transfer network. Clearly, regional comparisons of spin-

off founding rates will require large and detailed datasets. To my knowledge, no 

such datasets are available at the moment. Especially data that makes the 

distinction between spin-off firms and individual start-ups are not readily 

available on the required scale. To summarize the argument, the first 

substantive connotation of spin-off rates is related to knowledge transfer within 

regions. Spin-offs are carriers of specific knowledge. On the regional scale, the 

spin-off founding rate can be interpreted as a measure of the distribution of 

knowledge within a region. 

 Secondly, spin-off firms generally have different characteristics than 

individual start-ups. Existing research has shown that spin-offs differ from 

individual start-ups in a number of aspects. Chapter 4, for example, showed the 

higher propensity of spin-offs to hire employees. This idea is further 

substantiated by figures from the OECD (2001). In this OECD research 

document, spin-offs are typified as relatively large companies in terms of 

employment. The growth rates of spin-offs are, however, lower. Tübke (2004) 

also finds spin-offs to be large companies. The innovative performance of spin-

off firms also differs from other foundings, although the empirical results are 

mixed. The OECD finds less innovation in spin-off firms. In the Dutch software 

industry, the relationship is more complex. Spin-offs by solo entrepreneurs that 

stay in the same region show higher innovative output than other firms. Further, 

support as such has a negative impact on innovative output (Chapter 5). Taking 

these differences into account, the theoretical distinction between spin-off rates 

and individual start-up rates implies a substantive difference in terms of 

economic development. Spin-off rates reflect the development of a relatively 

stable group of new firms. The chances of survival are relatively high and 

employment creation is also likely. Regional spin-off rates may be interpreted as 

indicators of solid, continuous economic development. In this interpretation, 

individual start-up rates are the icing on the cake. Although a much larger group 

in terms of numbers, many of these firms will disappear after a few years. 

Survival chances are already lower during the founding process (Chapter 4). 

However, such firms do come up with new ideas and organisational structures. 

Conversely, as shown in Chapter 3, spin-offs are likely to keep on working in the 

way familiar to the entrepreneurs. Individual start-ups may thus have a more 

pronounced rejuvenating function for regional economies than spin-offs. In this 
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interpretation, spin-off rates indicate the spread of knowledge in an economy, 

and this ensures stable development over time whereas individual start-up rates 

indicate the rejuvenation and dynamic evolution of economies. Spin-off rates 

and individual start-up rates thus indicate distinct processes of economic 

development. This is a substantive argument for calculating two founding rates, 

rather than one that supposedly describes the whole population of foundings. 

  
6.4 Counting corporate spin-offs in the Netherlands 

Studies into regional differences in new firm formation are typically based on the 

assumption that new firms form a homogenous group. The previous chapters 

have presented theoretical and substantive arguments that refute the idea of 

homogeneity. Foundings based on the inputs of entrepreneurs differ from 

foundings based on inputs from existing firms. Variables explaining regional 

differences in firm-influenced foundings and individual start-ups are therefore 

also likely to differ. Since the processes guiding individual foundings and firm-

influenced foundings differ, different regression models are needed in order to 

correctly describe the processes involved. Looking at it the other way around, 

the same variables will explain the distinct founding processes in different ways. 

In the remainder of this chapter, a regression analysis for regional differences in 

new firm formation is formulated. The model is fitted to the regional distribution 

of founding rates in the Netherlands. Four distinct founding rates are used for 

this (see Table 6.1). Two founding rates relate to the whole population of 

foundings, using the labour market approach and the ecological approach. These 

are the classic methods of calculating new firm formation rates. In addition, the 

spin-off founding rate and the individual founding rate are used. In these rates, 

the population of foundings is divided into a firm-influenced group and a group 

without firm influence. This constitutes an explorative empirical example of how 

the theoretical framework of firm-influenced foundings versus individual 

foundings can be elaborated upon in a regional context. 

 
6.4.1 Establishing founding groups: corporate spin-offs and individuals start-ups 

In order to construct founding rates for both firm-influenced foundings and 

individual foundings, a dividing line between the two types of foundings needs 

to be established empirically. In other words, a threshold level of firm influence 

needs to be determined (following Figure 6.1). Foundings below the threshold 

level are labelled individual foundings, and the rest as firm-influenced foundings. 
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The relative occurrence of both groups can then be described using spin-off 

founding rates and individual start-up rates. 

 The business registers of the Dutch Chambers of Commerce (CoC) enable 

a distinction to be made between firm-influenced firms and individual start-ups. 

New firms are obliged to register at the CoC, making the dataset suitable for 

following trends in the number of founding efforts in the Netherlands. The 

register distinguishes between individual founding efforts and foundings that are 

the result of existing firms. A founding in the latter group is defined as “the start 
of a new economic activity by an existing company”  (CoC, 1997). The definition 

is rather narrow in that it emphasises the influence of an incumbent firm on the 

founding process: the existing firm itself is accountable for initiating the new 

firm. In terms of the classification framework (Figures 2.3 and 6.1), spin-outs 

are not included and thus seen as individual efforts. The CoC definition most 

closely resembles the description of corporate spin-offs as used in this study 

while the influence of the parent firm on the founding process is very large. 

Using the CoC definition, corporate spin-offs are thus distinguished from all 

other foundings. The equivalent threshold level is likely to be relatively high, 

which should lead to a rather low numbers of firm-influenced foundings. This is, 

however, counteracted by the level of analysis. CoC data is collected on the 

establishment level. This means that every new outlet of a trading corporation is 

seen as a corporate spin-off. 

 Despite these limitations, the CoC business register is used here because 

it is the only register-based dataset that distinguishes between firm-influenced 

foundings and individual start-ups. However, using the data leads to an 

important theoretical flaw: the data collected by the CoC is at the establishment 

level, whereas the classification framework applies to the firm level. The most 

important repercussion of the mismatch in levels relates to the independence of 

the foundings. A significant share of the firm-influenced foundings in the 

dataset, as branches of a parent company, will operate under the direct 

supervision of its parent. However, not all foundings will have such a direct 

relationship to the parent company. Franchises, for example, will be identified as 

firm-influenced foundings in the dataset. Although heavily influenced by parent 

companies, franchise firms can be seen as independent firms (Knight, 1984) 

since franchise entrepreneurs have the right to use and benefit from the 

resources allocated to production. Moreover, the founder of the franchise is 

responsible for the business, including in the case of financial losses. The risks 

are the founder’s responsibility. Following the definition in Chapter 2, these 
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conditions mean that franchise entrepreneurs should be classified as 

independent firms. 

 So, although the CoC data regarding firm-influenced foundings coincides 

somewhat with the theoretical framework, it is unclear to what extent. 

Therefore, the following empirical analysis concerning regional differences in 

founding rates should only be interpreted as an exploratory analysis. The 

analysis offers an example of the type of analysis that could be based on a 

distinction between firm-influenced foundings (or spin-offs) and individual start-

ups. An explanatory analysis requires a closer match between the data available 

and the theoretical framework based on skills transfer and the independence of 

the foundings. 

 
6.5  Explaining regional differences in new firm formation rates 

Within entrepreneurship studies, describing and explaining regional differences 

has been high on the list of research topics. Together with the explanation of 

the personal propensities of becoming an entrepreneur, explaining regional 

differences makes up the bulk of research in the field. From this, many factors 

have been identified that influence the occurrence of new firm formation in a 

region. Many variables have been empirically tested and new studies keep on 

identifying new ones. Three inclusive factors appear to be vital: demand, supply, 

and industrial structure (see Sutaria, 2001; Storey, 1982; Storey, 1994; Garofoli, 

1994). Demand relates to the economic vitality of a region. A region with a large 

demand base has many opportunities for new firms. Demand is measured using 

variables such as population, population growth or income. The supply side of 

the explanation is concerned with the entrepreneurs themselves, the founders. A 

region with many suitable entrepreneurs will have high rates of new firm 

formation. Factors that regulate supply include the level of unemployment, the 

average educational level of the inhabitants and the occupation characteristics 

of the labour market population. The third factor is the industrial structure of a 

region. The industrial structure includes variables such as average firm size and 

industry composition (Acs and Armington, 2004). These three factors demand, 

supply and industrial structure can be translated into numerous variables (see 

for a comprehensive overview Verheul et al., 2001). The list of variables with a 

proven effect on new firm formation seems almost inexhaustible. New firm 

formation is such a complex and multileveled process that aligning it with 

variables remains difficult. Sutaria and Hicks (2004) even found that regions 

themselves were the best estimators of new firm formation. Having controlled 
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for a number of other variables, regional dummies largely explained regional 

differences in new firm formation. This finding highlights the role of contextual 

factors. The key to explaining regional patterns in new firm formation may be 

found in vague notions such as regional milieu and entrepreneurial climate 

(Wagner and Sternberg, 2002). 

 Despite the importance of contextual factors, explanatory models based 

on relatively straightforward variables are quite robust in their predictions of 

regional differences in entrepreneurship. The analysis performed in this chapter 

builds on existing work and uses the three broad factors of demand, supply and 

industrial structure to assess regional differences in new firm formation rates. 

The analysis differs from previous work (see for a typical example Storey, 1994), 

in that the group of foundings is divided into firm-influenced foundings and 

individual efforts. The regional patterns of both groups are described using 

distinct founding rates: the spin-off founding rate and the individual start-up 

rate. The main difference with other studies is therefore not in the independent 

variables, but in the two dependent variables. It is expected that the influence 

of the independent variables will differ for spin-off founding rates and individual 

start-up rates. To enable a comparison with existing research, the models are 

also estimated for the conventional founding rates that include all foundings. 

 
6.5.1 Demand, supply, and industrial structure 

The empirical analysis consists of four models with four distinct founding rates 

as dependent variables. First, two models are solved that use the ecological (FR 
ecological) and the labour market (FR labour market) approach in calculating 

founding rates. In these models, all foundings are taken together and regarded 

as one group. In the next step, the same models are estimated for individual 

start-up founding rates (Individual start-up FR) and corporate spin-off founding 

rates (Corporate spin-off FR). The corporate spin-off rates are calculated by 

dividing the number of firm-based foundings (as defined by the CoC, see Section 

6.4.1) by the stock of firms present in the region. The individual start-up rates 

are calculated by dividing the number of individual start-ups by the labour 

market population (See also Table 6.1 for definitions of the founding rates). 

The independent variables included in the empirical analysis are based 

on the factors of demand, supply, and industrial structure. The specification of 

the model draws heavily on the work of Storey (1994). Although the distinction 

between the broadly defined factors appears rather strict, in practice, variables 
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can be related to more than one of the factors at the same time. This can, 

however, complicate the interpretation of the results. 

 The first independent variable used is the regional average income per 

capita (average income). This variable represents both regional demand and the 

supply of entrepreneurship. On the demand side, a relatively high average 

income reflects the purchasing power of a region indicating that there is a 

demand base. However, average income also influences the supply of 

entrepreneurs since income is an important source of the capital necessary for 

new firm formation. A region with high average income offers more 

opportunities for entrepreneurs, both in individual start-ups and spin-offs. Thus, 

on both the supply and the demand sides income positively influences new firm 

formation. The positive effect on spin-off formation may be complicated by 

capital provision of the mother company. 

Unemployment (% unemployed) also has a twofold interpretation. This 

makes unemployment figures notorious predictors of new firm formation rates. 

Both theoretically and empirically, the influence of unemployment rates has 

been found to be ambivalent (see for an overview Sutaria, 2001). On the one 

hand, founding rates may be enhanced because entrepreneurship forms an 

alternative to unemployment and so unemployment influences the supply of 

entrepreneurs. On the other hand, high unemployment rates can indicate a 

stagnating economy with few opportunities for new firms to grow and survive. 

Regional demand is underdeveloped and new firm formation is slowed as a 

consequence. The unemployment rate is likely to have different impacts on 

individual start-up rates and spin-off rates. For corporate spin-offs, 

unemployment is not relevant as a push factor into self-employment. Since the 

parent firm is the chief actor, and unemployment is only related to the general 

development of a regional economy, a negative relationship is expected. High 

unemployment rates indicate weak economic development with little new firm 

formation. For individual start-ups, the effect is unclear as both the contrasting 

effects are relevant and the overall effect is uncertain. 

The number of establishments per capita (establishment density) is also 

related to both demand and supply. A high establishment density indicates a 

region with a relatively good service base: the market is well-served and, 

consequently, there is little room for new firm formation. On the supply side of 

entrepreneurship, the establishment rate can be understood as a measure of the 

regional entrepreneurial climate. A high rate means that the acceptance of 

entrepreneurship is high (Carroll and Hannan, 1999). These ideas suggest that 
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spin-off rates may correlate negatively with establishment density because the 

investments by existing companies are likely to be clustered in those regions 

with the best opportunities for development. In contrast to start-ups, spin-off 

firms have the means to investigate the best locations to start. The parent 

company is likely to place its investment in the best places, and the gestation 

process will be more structured than for individual start-ups. In particular, new 

outlets will be opened in those areas with the lowest relative service density. 

Places with relatively good market opportunities are more likely to be the 

founding site of a spin-off. Individual start-up rates, however, are influenced 

positively because a high acceptance of entrepreneurship leads to more entries. 

Carrol and Hannan (1999) call this phenomenon the legitimatization of 

entrepreneurship. Further, individual entrepreneurs usually start new firms close 

to their places of residence (Hayter, 1997), which restrains the effects from 

spilling over into adjacent regions. Acs and Armington (2004) used 

establishment density in a model for estimating the total founding rate and they 

found a small negative effect. Industry-specific density, on the other hand, 

increased the founding rate in the specific sector. This finding suggests the 

existence of local spillover effects. In particular, the founding rates of spin-offs 

are thus expected to correlate with industry-specific establishment density. This 

idea is well worth testing, but unfortunately the set-up of this study does not 

allow any conclusions to be drawn in this matter. ‘Population density’ is included 

as a measure of urban dynamism and regional demand. It is expected to 

positively influence founding rates (see for example Verheul et al., 2001). 

 The age structure of the population represents the supply side of 

entrepreneurship. People aged between 25 and 45 (% population 25-45) are 

most likely to start new firms (Bais, 1999). Regions with an over-representation 

of this group may experience more new firm formations than a comparable 

region with a different age structure. This relationship seems to apply especially 

to individual start-up rates. With corporate spin-offs, the influence of parent 

companies is likely to be very large and the establishment of new branches is a 

strategic decision rather than based on individual entrepreneurial behaviour. 

Therefore, age structure is not expected to influence corporate spin-off rates. 

 The overarching factor of industry structure is represented by four 

variables. The first is the share of small firms (% firm < 10 empl.). The size of 

firms has been found to correlate negatively with founding rates (Storey, 1982; 

Storey, 1994; Guesnier, 1994). Small firms form a better route towards 

entrepreneurship than larger ones because employers are more likely to learn 
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about every aspect of management in small firms. Entrepreneurs involved in 

spin-offs and start-ups therefore benefit from backgrounds in small firms. 

However, small firms can be less inclined to help the gestation of new spin-off 

companies, simply because they lack the scale of operation that is necessary to 

make the appropriate investments. Larger companies are thus more likely to 

start new establishments than smaller ones. These contrasting effects make the 

overall effect of size structure unpredictable. 

Next to the size of firms, industry specialisation is also important. 

Recently, most new firm formations have been situated in the service industries. 

An elaborate regional network in this area of work is likely to boost new firm 

formation. Regions with relatively many manufacturers usually have lower 

founding rates (Fritsch and Niese, 2000). Trade may, however, have stronger 

ties with spin-offs in the dataset used here because many spin-offs are in fact 

new branches of large trade organisations. Table 6.2 summarizes the expected 

relationships for all the variables. 

 
 Individual start-up rates Corporate spin-off rates 
demand / supply:   
average income + +/0 
% unemployment +/- - 
establishment density ? - 
population density + + 
   
supply:   
% population 25-45 + 0 
   
Industrial structure:   
% firms < 10 empl. + ? 
% service firms + + 
% manufacturing firms - - 
% trade firms - -/+ 

Table 6.2: Expected influence of the independent variables  
on individual start-up rates and corporate spin-off rates 

 
6.6 Empirical analysis and results 

One of the main themes of this study is the observation that spin-off founding 

processes differ from individual start-up processes. A methodological implication 

of this observation is the need to calculate distinct spin-off and start-up 

founding rates in order to describe regional differences in the occurrence of 

spin-offs and individual start-ups. If the founding processes are different, it can 

also be expected that the explanation of regional differences will differ. 

Likewise, the spatial distribution of the rates is likely to differ. Some regions 
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may be very efficient in stimulating individual start-ups, while others are better 

breeding grounds for corporate spin-offs. Figure 6.3 and Table 6.3 provide some 

preliminary evidence regarding this expectation. Figure 6.3 shows the founding 

rates of individual start-ups (left) and corporate spin-offs (right) in the 

Netherlands. The patterns are indeed distinct. Individual start-up rates are 

highest in the centre of the country and gradually taper off towards the 

periphery. Corporate spin-off formation seems to be concentrated in parts of the 

Randstad and in a belt in the south (Brabant). These patterns support the idea 

that new firm formation and entrepreneurship on an individual scale is likely to 

happen in vibrant, urban environments (Utrecht, Amsterdam). The 

establishment of new branches and outlets (corporate spin-offs) occurs in the 

next phase of firm development and tendfs to be concentrated in the 

surrounding areas (see for a case-study example Stam, 2003). 

 

The descriptive statistics presented in Table 6.3 also show distinct 

patterns for both founding rates: spin-off founding rates have a larger variation 

than individual start-up rates. The highest spin-off founding rate is about six 

times the lowest, whereas the highest individual start-up rate is four times the 

lowest. The standard deviation is also larger for corporate spin-off rates. The 

larger variance in the founding rates can be explained by assuming that regional 

0                   50 km 0                   50 km
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4,5 - 5,5 ‰

5,5 - 6,5 ‰

6,5 - 7,5 ‰
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2,5 - 3,5 %

3,5 - 5 %

5 - 6,5 %

Individual start-up rate
(number of start-ups / population 15-65 year)

Corporate spin-off founding rate
(number of spin-offs / stock of firms)

Figure 6.3: Individual start-up rates and corporate spin-off rates in the Netherlands 
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factors are more important for the founding of corporate spin-offs than for 

individual start-ups. Corporate spin-offs are better equipped to assess the 

economic possibilities in regions. Regional factors show a larger spatial variation 

than individual characteristics. Consequently, the corporate spin-off founding 

rates also show higher variance. 

 
 Individual start-up rates Corporate spin-off rates 
Minimum 3.58 1.42 
Maximum 7.11 6.27 
Average 4.94 ‰ 3.50 % 
Standard Deviation 0.86 1.04 
Maximum / Minimum 1.99 4.85 

Table 6.3: Descriptive statistics of the dependent variables; individual start-up rates and 
corporate spin-off rates. Rates are averaged over 6 years (1997-2002), N = 40 (Dutch Corop 
regions). 

 
6.6.1 Multiple regression analyses 

The distinct founding processes governing spin-offs and individual start-ups 

should be reflected in econometrical estimation models of the rates. In order to 

test this idea, spin-off founding rates and individual founding rates are explained 

using the same regression model. In addition, the model is used to explain the 

‘classic’ founding rates based on the labour market approach and the ecological 

approach. These models are expected to highlight the impact of the method 

used in the calculation of founding rates on the empirical results of the analysis 

(as previously shown by Fritsch, 1994). The data for the analysis are derived 

from the CoC register of firms and from the Dutch statistical office. The data 

cover a period of six years (1997-2002) and include 40 Dutch Corop regions, 

totalling 237 cases (240 cases minus 3 cases with missing values). In order to 

account for the longitudinal nature of the data, pooled regressions are used with 

fixed effects for the regions.13 The pooled WLS regression analyses presented in 

Tables 6.4 and 6.5 are based on logit transformations of the dependent 

variables: the founding rates. Alternative models, without fixed effects or logit 

transformations of the dependent variable are presented in Appendices 6.1 and 

6.2. The results from the alternative models did not give cause for rejecting the 

results of the fixed-effect models. Further, Appendix 6.3 addresses possible 

spatial autocorrelations in the models. Although Corop regions are quite large, 

                                                 
13 Structural regional differences for each of the variables are captured by the fixed effect 
terms. Using this particular set-up means that the indicator coefficients have to be 
interpreted in terms of changes. The coefficients in the model indicate the effect of a change 
in the indicators on the founding rates. 
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conditions in one region may still influence conditions in neighbouring regions. 

The tests show there is no need to formulate a spatial lag model in order to 

correct for this. All the models have been derived using the statistical package 

Eviews, version 5.1. 

Before turning to the results of the separate models for the occurrence of 

spin-offs and individual start-ups, the results for the aggregated founding rates 

are presented in Table 6.4. All the foundings are taken together and divided by 

the distinct denominators: the labour market population and the stock of firms. 

Based on work by Fritsch (1994; Audretsch and Fritsch, 1994), the model results 

are expected to differ depending on the type of founding rate used. Table 6.4 

shows, however, that the results are fairly consistent across both models. The 

notoriously problematic variable of unemployment, for example, has no 

influence on either founding rate. In this particular case, the theoretical positive 

and negative effects of unemployment on founding rates result in a net effect 

that is not significant. Contradictory results, as found by Fritsch (1994) for 

example, are not reproduced here. Although the results of the fixed effect 

models (Table 6.4) are fairly similar, there are some slight differences. Some 

variables are significant in only one of the models. 

 
 FR labour market  FR ecological  

Demand / supply:     
average income -0.00 (0.01) -0.02 (0.01)** 
% unemployment -0.01 (0.00) -0.01 (0.00) 
establishment density -3.15 (0.97)** -3.87 (0.88)** 
population density 0.00 (0.00) 0.00 (0.00) 
   
Supply:   
% population 25-45 0.06 (1.69) 2.63 (1.54)† 
   
Industry structure:   
% firms < 10 empl. 3.92 (1.54)* 1.45 (1.40) 
% service firms 2.25 (0.72)** 2.55 (0.65)** 
% manufacturing firms -10.90 (2.18)** -7.49 (1.98)** 
% trade firms -0.72 (0.51) -1.50 (0.47)** 
   
Intercept -7.96 (1.51)** -3.66 (1.37)** 
Adjusted R square 0.91  0.80  
Durbin-Watson 2.03  2.08  
N 237  237  

Table 6.4: Multivariate analysis of regional differences in ‘classic’ founding rates. 
WLS regression with fixed region effects, dependent variables – Founding Rate labour market 
approach, FR ecological approach (logit transformations). SE in parentheses 
† - significant at 10% level, * - 5% level, ** - 1% level 
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Income, for instance, has a negative impact on the ecological new firm 

formation rate, whereas there is no significant influence on individual start-up 

rates. Income growth leads to lower ecological founding rates. It is difficult to 

explain the negative effect of income since, if anything, a positive effect was 

expected because of increasing capital availability (see for example Acs and 

Armington, 2004). Second, the proportion of small firms has a positive impact 

on labour market founding rates, but no significant influence on ecological 

founding rates. This result is in line with the empirical analysis of Audretsch and 

Fritsch (Audretsch and Fritsch, 1994) who found the same pattern. The positive 

effect can be explained by the view that entrepreneurs are more likely to have a 

background in a small company (Storey, 1982). Such employees have more 

varied tasks, and this prepares them for all aspects of running a business. 

Therefore, small firms better prepare employees for self-employment. However, 

the ecological founding rates do not reflect any such positive effect. 

Establishment density has a consistently negative influence on both 

founding rates (see also Acs and Armington, 2004). This indicates the 

occurrence of overcrowding rather than high levels of entrepreneurship 

acceptance. Regions well-served by establishments, offer fewer opportunities for 

new firms. The establishment density can also be interpreted as a measure of 

cluster formation and knowledge spillover. A large number of establishments per 

capita indicates a concentration of economic activity. Theoretically, clustering is 

expected to induce new firm formation because knowledge spillovers can occur 

in such regions: entrepreneurs can use locally available knowledge to start 

firms. The negative effect of establishment density found questions this 

rationale. Nevertheless, this analysis does not undermine the argument as such: 

the density measure is calculated across industries, whereas cluster formation 

and spillovers are usually industry-specific (Malmberg and Maskell, 2002). To 

assess cluster formation and the occurrence of spillovers more realistically, 

industry-specific density rates should be used. Nevertheless, in this particular 

empirical setting, the negative effect of overcrowding seems to be more 

important than the positive effect of concentration or clustering. The final 

variables used in the model are the regional age structure and the regional 

industrial structure. A rise in the share of people aged between 25 and 45 

fosters new firm formation, but it is only slightly significant in the case of 

ecological founding rates. Since most entrepreneurs are in this age category, a 

positive effect was to be expected. Finally, the industrial structure shows the 
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expected positive influence of service firms plus a negative impact of having a 

large manufacturing-based industry. 

The overall statistics of the models are good. The R-square values are 

high. On the one hand, this indicates the explanatory power of the models; on 

the other hand, it also shows the impact of the fixed region effects. In the 

context of fixed-effect models, R-square scores are usually very high because 

the region dummies explain a large share of the variance in the data. The 

Durban-Watson statistic remains within the theoretical tolerance limits, removing 

any worries about temporal autocorrelation.  

Two conclusions can be drawn from the analyses of the regional 

differences in the classic founding rates. First, the variables included in the 

models offer a good explanation of the regional differences. This is not 

surprising because the analysis is rooted in existing research and deploys 

variables commonly used in this type of model. Most of the variables included 

act as expected from theory and existing empirical studies. This adds credibility 

to the model despite the problems related to the data source used. Second, the 

expected differences between ecological founding rates and labour market 

founding rates are there, but the differences are marginal. This is in contrast 

with other studies that have found contrasting results depending on the type of 

founding rate used. The fact that the model specification included fixed region 

effects could be an explanation for this. The additional analyses (Appendix 6.1) 

do indeed show a greater distinction in the impact of the variables.  

The somewhat standard analysis of regional differences in ‘classic’ 

founding rates concludes the first step of the analysis. The second step involves 

separating the complete group of foundings into a firm-influenced group (spin-

offs) and an individual start-up group. This allows the exposure population to be 

more closely related to the type of foundings. Two founding rates are used: a 

spin-off founding rate, which is the number of firm-influenced firms divided by 

the stock of firms, and an individual start-up rate, which is the number of 

individual start-ups divided by the labour market population. The model results 

are presented in Table 6.5.  

Separating the aggregated founding rates into spin-off and start-up rates 

has a considerable impact on the results of the regression analyses. Although 

the overall model statistics do not change much, the impacts of the individual 

variables change quite considerably, particularly in the model explaining spin-off 

rates. For individual start-up rates, the main change is the effect of the share of 

small firms on the founding rate. In the all-inclusive models (Table 6.4) the 
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effect was positive, in the separate model for individual start-ups there is no 

significant effect. This is an unexpected result. Perhaps learning effects are not 

as important for individual start-ups. As expected from theory, the positive 

impact of age structure is very clear in the model of individual start-up rates, 

whereas the all-inclusive models had shown only a slight influence of this 

variable. The other variables in the model remain significant and with the same 

sign. It is not surprising that the results are similar to the all-inclusive models 

since regional differences in new firm formation are normally explained from an 

entrepreneurial point of view, assuming that firms are started by entrepreneurs. 

If this group of individual start-ups is isolated from the whole population, the 

theoretical expectations should come through in the regression models even 

more strongly. The analysis performed here confirms this view. Correspondingly, 

the expectation is that the variables included in the model will have less bearing 

on the spin-off formation rate. The results also confirm this expectation. 

 
 FR individual start-ups  FR spin-offs  

Demand / supply:     
average income 0.01 (0.01) -0.02 (0.02) 
% unemployment -0.00 (0.01) -0.03 (0.01)† 
establishment density -4.58 (1.65)** -0.59 (2.69) 
population density -0.00 (0.00) 0.00 (0.00) 
   
Supply:   
% population 25-45 7.98 (2.89)** -9.04 (4.71)† 
   
Industry structure:   
% firms < 10 empl. -0.03 (2.64) 9.85 (4.30)* 
% service firms 3.71 (1.23)** -1.11 (2.00) 
% manufacturing firms -21.48 (3.73)** 12.18 (6.07)* 
% trade firms 0.29 (0.88) -3.07 (1.43)* 
   
Intercept -6.96 (2.58)** -9.37 (4.20)* 
Adjusted R square 0.74  0.75  
Durbin-Watson 1.17  1.39  
N 237  237  

Table 6.5: Multivariate analysis of regional differences in adjusted founding rates. 
OLS regression, dependent variables – Founding Rate individual start-ups, FR spin-offs (logit 
transformations). SE in parentheses 
† - significant at 10% level, * - 5% level, ** - 1% level 

 

 The first noticeable feature is the diminished significance of the 

variables. None of the variables are significant at the one percent level. In 

addition, some of the variables have an influence on spin-off rates which is at 

odds with their impact on individual start-up rates. Firstly, the establishment 

density has no significant influence on the spin-off founding rate, while it 
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negatively influences individual start-up rates. This is somewhat at odds with 

theoretical expectations. The negative sign indicates an overcrowding effect, 

while corporate spin-offs are assumed to be better equipped to assess the 

market opportunities in an area (Teece, 1998). They should be able to stay 

away from those regions with fierce competition. 

Secondly, a growth in the number of people aged between 25 and 45 

contributes negatively to corporate spin-off rates. Although the effect of age 

structure could be expected to be less important for corporate spin-off rates, the 

negative sign is unexpected. Corporate spin-offs are less dependent on the 

influence of entrepreneurs as the chiefs actors in the founding process are 

existing firms. Therefore, the impact of age structure on spin-off rates could be 

expected to be small or even nonexistent. However, the strongly negative 

influence is a surprise and a theoretical explanation is not obvious.  

Thirdly, a growing number of small companies positively influences the 

occurrence of corporate spin-offs. There are a couple of possible explanations 

for this. The entrepreneurship by employees coming from smaller companies 

could mainly be in the form of spin-off formation. The spin-off firms considered 

in Chapter 3 (Section 3.4) did tend to be organized in complex legal structures 

of several small independent units. If this is a general characteristic, it could 

explain the result. The result can also be explained by assuming the learning 

effects to be available only to corporate spin-off entrepreneurs who stay active 

in the same industry. Although small companies are assumed to prepare their 

employees to entrepreneurship better than larger companies, this beneficial 

effect might only apply to those entrepreneurs who stay in the industry and 

remain linked to the small parent firm. The lack of influence of this variable on 

individual start-up rates also fits this explanation. Finally, the mutual 

dependency between parent firm and ex-employee might be higher in small 

companies than in larger ones. Links between parent firm and spin-off may 

remain intact longer as a result. This would also lead to higher corporate spin-

off rates in areas with many small firms. More research into the relationship 

between spin-off firm and parent is necessary in order to make a more 

substantive argument taking into account the size of the parent companies. 

Whatever the reason, the view that smaller firm have problems creating spin-

offs because of a lack of resources and scale is refuted. 

 The fourth noteworthy result involves the impact of manufacturing 

industry. This negatively influences individual start-up rates, which is in line with 

the view that new firm formation is particularly concentrated in the service 
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industries. However, it does have a positive impact on spin-off rates. It seems 

that spin-off formation is especially common in those regions with a rather well-

developing manufacturing industry. It could be that the reliance on machinery, 

and the relatively high founding costs involved, requires an existing firm to be 

involved in the founding of a new manufacturing firm. This leads to the testable 

hypothesis that spin-off formation is especially relevant in manufacturing 

industries. Bernardt et al. (2002) did indeed find elevated levels of spin-off 

formation in manufacturing industry, strengthening the argument made above. 

 
6.6.2 Reflection 

The analyses described above give an explorative overview of the possibilities of 

splitting new firm formation rates into spin-off rates and individual start-up 

rates. The double analysis shows that considering new firms as one group (as is 

done in the labour market and ecological rates) obscures certain underlying 

patterns that are averaged out. Particularly spin-off formation rates are difficult 

to explain using the existing theoretical frameworks regarding new firm 

formation. There are few theoretical handles that can explain the results found. 

Naturally, this is rather unsatisfactory. However, it does show that spin-off 

formation is governed by different processes than individual start-up formation. 

The regression analyses explain the occurrence of individual start-up efforts 

rather well. Most of the variables in the analysis, based on theoretical ideas on 

individual entrepreneurship, have the expected effect. On the other hand, spin-

off formation processes are probably better explained with other variables tailor-

made for the description of spin-off processes. Regional employment figures 

could be a relevant variable because spin-off firms, by definition, spring from 

existing employment. It perhaps fits the processes involved better than, for 

example, the unemployment rate. The number of firms restructuring is also a 

possible explanatory variable since spin-off firms are, sometimes, the result of 

organizational restructuring (see Chapter 3). 

 
6.7 Conclusions 

The founding efforts of existing firms, embodied in spin-off formation, have not 

yet been fully integrated into the existing firm demographic framework. 

Although the importance of spin-off formation has been acknowledged, a solid 

methodological embedding is still absent. This is not really a problem in the 

study of spin-off formation processes since such studies can be based on case-

study research in which spin-off formation is described as a particular form of 
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new firm formation. However, the lack of a methodological underpinning is a 

problem in the explanation of regional differences in founding rates. Studies on 

regional founding rates usually lump all new firm formation efforts together. 

Estimates are formulated on the basis of theoretical insights that explain 

individual entrepreneurship and the role of existing companies is largely ignored. 

This is somewhat surprising given that the ecological approach to formulating 

founding rates is based on the idea that existing firms do influence the founding 

of new firms. The disregard of corporate initiatives in the explanation of regional 

new firm formation differences can be attributed to the lack of suitable data. 

This chapter formulates a research framework in which the influence of existing 

firms is included in the analysis. The first step was to distinguish between 

individual efforts and firm-influenced foundings (spin-offs). 

 In this study, the influence of existing firms on the founding of new ones 

is conceptualized as the transfer of resources. In order to identify spin-offs, it is 

necessary to identify the resources transferred. Further, it is necessary to 

establish a threshold level of firm influence. This threshold level is somewhat 

flexible and the level set for the threshold influences the number of spin-off 

firms identified considerably. The proportion ranges from 90% of spin-offs, 

when the threshold is set rather low, to only 10% when the threshold level of 

influence is very strict. A definition in which the parent firm has to support the 

founding is even more restrictive. The number of spin-offs diminishes by 

approximately a factor of five. Nevertheless, 15 to 20 percent of all firms can be 

classified as spin-offs in this situation: it remains a sizeable group of foundings. 

 In the second step of the analysis, the regional variation in spin-off firms 

is assessed. The analysis shown in this chapter is based on data from the Dutch 

Chambers of Commerce. The CoC distinguish between individual start-ups and 

firm-influenced foundings (spin-offs) at the establishment level. Although the 

dataset offers the possibility of distinguishing between firm-influenced foundings 

and individual foundings, the data are far from ideal. First, the data are on the 

establishment level. Second, the transfer of resources as such is not addressed. 

Despite these difficulties, the analysis did render some interesting results. 

 Most importantly, the results of the regression analyses for the individual 

start-up rates and the corporate spin-off rates did differ considerably. Especially 

the roles of the individual variables in the regressions are distinct. Individual 

start-up efforts can be explained rather well using the variables commonly used 

in this field. However, the ‘usual suspects’ did not explain the regional variations 

in spin-off rates very well. Spin-off formation seems to be a distinct process 
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requiring an alternative explanation. Variables such as the occurrence of 

reorganizations, the number of employed could possibly explain spin-off 

formation. Both variables are expected to positively influence the occurrence of 

spin-offs. 

 This chapter has made a step forwards in explaining spin-off formation at 

the regional level. If this argument were to be elaborated fully, it would enable 

a regional comparison of spin-off founding rates. Further, the individual start-up 

rates could be better identified, improving the strength of the explanations. 

There is thus still a long way to go. Firstly, datasets are needed that can be 

used to identify spin-offs. Secondly, a theoretical framework is needed that can 

explain regional differences in spin-off formation rates. In order to construct 

such a framework, the findings from micro-level spin-off research need to be 

translated into measurable macro-level variables. 



 




