
 
 
 

 
 
 
 
 
 
 

FACULTEIT ECONOMIE 
EN BEDRIJFSKUNDE 

 
 

TWEEKERKENSTRAAT 2 
B-9000 GENT 

Tel. : 32 -  (0)9 – 264.34.61 
Fax. : 32 -  (0)9 – 264.35.92 

 
 
 

WORKING PAPER 
 

 
 
 

Business Cycle Evidence on Firm Entry * 

 

Vivien Lewis ** 

Ghent University and National Bank of Belgium 
 
 
 

October 2008 
 

2008/539 
 
 
 
 
 
 
 
 
 
 
_________________________________ 
* Previous versions of this paper have appeared as National Bank of Belgium Working Paper 103 and 
Bundesbank Discussion Paper 08/2008. I thank Gert Peersman and Florin Bilbiie, as well as two 
anonymous referees, for useful comments. All errors are my own. 
** Postal address: Ghent University, Department of Financial Economics, W.Wilsonplein 5D, 9000 
Gent, Belgium, tel. +32 9264 7892, fax: +32 9264 8995, e-mail: vivienjlewis@gmail.com, homepage: 
www.vivienlewis.com. 

     D/2008/7012/48 

Published in Business Cycle Evidence on Firm Entry, Macroeconomic Dynamics 13(5), November



Business cycle models with sticky prices and endogenous �rm entry make novel predictions on the

transmission of shocks through the extensive margin of investment. I test some of these predictions using

a vector autoregression with model-based sign restrictions. I �nd a positive and signi�cant response of

�rm entry to expansionary shocks to productivity, aggregate spending, monetary policy and entry costs.

The estimated response to a monetary expansion does not support the monetary policy transmission

mechanism proposed by the model. Insofar as �rm startups require labour services, wage stickiness is

needed to make the signs of the model responses consistent with the estimated ones. The shapes of the

empirical responses suggest that congestion e¤ects in entry make it harder for new �rms to survive when

the number of startups rises.
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