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Abstract We investigate the corpus of literature on
firm exit by means of a systematic literature review
(SLR) which yields a final sample of 142 journal articles
for the period 1991-2020. The phenomenon of firm exit
is explored from a variety of perspectives: business exit;
exit at the individual entrepreneur level; exit from spe-
cific markets; exit from foreign markets; and the role of
exit for industrial dynamics conceived more broadly.
Special attention is given to the various exit routes,
including voluntary liquidation, mergers and acquisi-
tions (M&A), initial public offerings (IPO), and of
course bankruptcy. The SLR sets the scene for the
Special Issue papers that are presented towards the
end, and we conclude with some suggestions for future
research.

The Plain English Summary This article develops a
systematic literature review around three decades of
firm exit research, patterns, developments, and intrigu-
ing gaps. In this paper, we systematically review 142
studies on firm exit from various perspectives, identify
major patterns, and outline the debate around firm exit.
We propose reflections useful for scholars willing to
engage in firm exit research in the future and set the
scene for the special issue papers. Overall, this work
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shows the remarkable progress made in the area of firm
exit that has evolved from the view of exit as a homog-
enous event signaling failure to a vision of exit as a
heterogenous event. Exploring the sources of heteroge-
neity of exits from various perspectives could offer
promising paths for future research.
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1 Introduction

Firm exit is a central topic of academic and economic
interest, especially in periods of economic turmoil
where exit can both shape (Guerrieri et al., 2020) and
be shaped (Bartik et al., 2020) by wider macroeconomic
dynamics. Thus, understanding firm exit is important
both for firms in competitive contexts as well as the
economy in general (DeTienne, 2010, DeTienne &
Wennberg, 2015).

A. Coad
Waseda Business School, Waseda University, Tokyo, Japan

O. Marsili
School of Management, University of Bath, Bath, UK

@ Springer


http://crossmark.crossref.org/dialog/?doi=10.1007/s11187-021-00480-x&domain=pdf
https://orcid.org/0000-0001-9960-4354
https://orcid.org/0000-0003-2410-2063
https://orcid.org/0000-0002-5706-0528
https://orcid.org/0000-0002-4879-6701

424

E. Cefis et al.

The importance of firm exit is indicated by a wide
literature which studies a variety of related aspects
(Wennberg & DeTienne, 2014). Some scholars have
focused on the possible antecedents of firm exit such
as inertial forces and internal selection environment
(Burgelman, 1994), performance levels (Chang, 1996),
the presence of different types of uncertainty (Gaba &
Terlaak, 2013), the role of innovation (e.g., Cefis &
Marsili, 2005, 2012, 2019), of financial constraints
(Ponikvar et al., 2018), of different ownership types
(e.g., Chirico et al., 2020), or of specific seller motives
(Graebner & Eisenhardt, 2004). Others have instead stud-
ied the process of firm exit considering both internal and
external forces (e.g., Bradley et al., 2011; de Figueiredo
& Silverman, 2007; Leroy et al., 2015; Ebert et al., 2018;
Schary, 1991) or where exit is seen as the complementary
status of survival (e.g., Cefis & Marsili, 2005; Coad et al.,
2013; Coad & Guenther, 2013; de Figueiredo &
Silverman, 2012; Yang & Aldrich, 2012). Still others
have investigated the factors affecting the time and the
route to exit of ventures that are already distressed
(Balcaen et al., 2011, 2012; Yamakawa & Cardon,
2017). Some attempts to review this wide literature have
been done in the past: literature reviews exist on exit in
general (Parastuty, 2018) or with a focus on some aspects
of exit such as divestitures (Decker & Mellewigt, 2007),
entrepreneurial exit (Wennberg & DeTienne, 2014), and
small business exit (Wennberg & DeTienne, 2014); or
again, on firm survival (Josefy et al., 2017; Soto-Simeone
etal., 2020). The past decades have seen a blossoming of
studies investigating the exit phenomenon through the
concept of “firm exit.” This has led to a rather splintered
and fragmented understanding of the concept. Often
departing from seminal conceptualizations, research on
firm exit has expanded in multiple directions, leading to
mixed approaches and findings. Thus, the need for a
review and clarification is especially urgent, especially
in the current economic period where firm exit is becom-
ing a core theme.

This paper provides a systematic literature review
(SLR) of papers on firm exit published in the last three
decades. We offer at least three major contributions.
First, with our systematic analysis, we represent an
updated overall understanding of the state of the art for
studies focusing on the concept of “firm exit” identify-
ing the major thematic areas that have populated the
academic debate so far. Second, we depict the develop-
ment of this body of knowledge by showing how the
structure of the field has evolved over time. Third, we
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discuss some key recommendations and offer promising
directions for future research.

2 Method

To provide an overview of the state of the art on firm
exit, we produced a systematic review (Greenhalgh,
1997). To select relevant articles, we followed the pro-
tocol illustrated in Fig. 1.

More specifically, following the practice in our field
(e.g., Urbano et al., 2019), we relied on the bibliometric
database ISI Web of Science® and applied a query with
the following keywords: “firm* exit” OR “exit of firm*”’
OR “business* exit” OR “exit of business*”” OR “mod*
of exit” OR “form* of exit” should appear either in the
title, in the article’s keywords, or in the abstract. We
considered all the articles published up until the end of
January 2020. To be as representative as possible we did
not set any start date. This led to a total of 363 articles.
We then limited our focus to articles in journals ranked 3
stars or above by the Association of Business Schools-
ABS Academic Journal Guide 2018 (Atewologun et al.,
2017), obtaining 178 articles. Finally, the title, keyword,
abstract, and (when necessary) the full text of each
article were examined to determine whether it was rel-
evant for our review. In case of doubt about the rele-
vance, two of the authors discussed the contents and
took a decision about inclusion/exclusion. This process
led to a final database of 142 articles. The first article
that was registered in WOS and matched our query was
published in 1991 (Afuah and Utterback).'

2.1 Description of the studies in our sample

We categorized each article as empirical, conceptual, or
a literature review; we also mapped the type of empirical
studies performed (qualitative, quantitative, or both), the
nature of the sample (size, whether longitudinal or not,
country, sector), the major theory or perspective used,

''We acknowledge that while based on a quite comprehensive strategy,
our query in Web of Science may have led to the exclusion of some
papers either because the focus was on papers using “firm exit” as a
keyword (regardless of other possible sub-themes or keywords) or
because Web of Science may have excluded some papers published
before the digitalization of journals, or again because their journals
were not registered in Web of Science. However, we are quite confi-
dent that, despite these limitations, our review is comprehensive
enough to develop the major developments of the literature on firm
exit.
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STEP 1. Search on ISI Web of Science® the following keywords related to firm exit:
“firm* exit” OR “exit of firm*” OR “business* exit” OR “exit of business*” OR “mod* of exit” OR “form* of exit”
These keywords must be present in the title or in the papers key-words, or in the abstract.
Time boundary: all paper published in academic journals before the 29" of January 2020

N =363 Articles

'

STEP 2. Confine the search to articles published in journals listed in the Chartered Association of Business
Schools’ Academic Journal Guide (2018) - ABS Academic Journal Guide with 3, 4, and 4* stars

N =178 Articles

STEP 3. Divide remaining articles into two categories: papers relevant to the research objective and papers non-
relevant. Read and discuss the papers for which there are doubts.

!

Relevant papers : N =142

Articles

Fig. 1 Search procedure for selecting articles on firm exit

the definition of exit, and the role of exit (whether a
driver, an outcome, or a contextual variable).

As shown in Table 1, the academic debate on exit has
captured the attention of a variety of academic outlets,
with Small Business Economics and Strategic Manage-
ment Journal being the journals with the highest con-
centration of papers. Excluding the case of these two
journals, we can say that papers on exit have been
published in diverse journals with variegated back-
grounds and from different disciplines.

As far as methodological approaches are concerned,
our analysis revealed that the majority of articles was
empirical (94), while one was a literature review
(Decker & Mellewigt, 2007), and the remaining papers
were either purely conceptual, or theoretical including
mathematical models (e.g., Egger et al., 2012), or again,
including simulations and/or calibrations (e.g., Webber
et al., 1992). Among the empirical articles, 4 were

qualitative, the vast majority was quantitative (88), and
only two (Sillanpad & Laamanen, 2009; Higgins et al.,
2015) used a mixed-methods approach. Of the quantita-
tive papers, 76 were based on longitudinal observations
and large databases, which confirms the richness of data
gathered so far on firm exit.

As Table 2 shows, the empirical studies had been
developed in very different geographical contexts,” with
most focusing on single European countries (36 arti-
cles), the USA (19), and single Asian countries (9).
Latin American and African countries were quite under-
represented. A wide array of industries was represented,
23 were indeed the studies that considered all available
firms with no sectorial filters, in addition, there is a clear
overrepresentation of studies focused on some or all the

2 We mapped the geographical origins both for the purely empirical
papers and for the theoretical papers that included simulations/
calibrations with real data.
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Table 1 Articles by journal

Table 1 (continued)

Journal name

# papers

Journal name

# papers

Small Business Economics

Strategic Management Journal

Journal of International Business Studies
Regional Studies

Journal of Banking & Finance

Economic Journal

Research Policy

International Journal of Industrial Organization
Journal of Economic Dynamics & Control
Oxford Economic Papers-New Series
European Economic Review

Review of Economics and Statistics
Economics Letters

International Economic Review

Rand Journal of Economics

American Economic Journal-Macroeconomics
International Business Review
International Small Business Journal
Quarterly Journal of Economics

Journal of Law & Economics

Industrial and Corporate Change

Review of Financial Studies

Review of Economics Studies

Labour Economics

American Economic Review
Entrepreneurship Theory and Practice
Journal of Management

Journal of Development Economics
Journal of Business Venturing
Environmental & Resource Economics
Journal of World Business

Group & Organization Management
International Journal of Economic Theory
Organization Science

Economic Development and Cultural Change
Financial Management

International Journal of Production Economics
Canadian Journal of Economics

Academy of Management Perspectives
Annals of Operations Research

Economic Policy

Production and Operations Management
Journal of Business Research

Regional Science and Urban Economics
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Technological Forecasting and Social Change
Financial Review

Technovation

Business History

Journal of Corporate Finance

Ecological Economics

Economic Theory

Kyklos

Journal of Econometrics

Management International Review

Journal of Economic Behavior & Organization
Environment and Planning A

Economica

Progress in Human Geography

Journal of Financial and Quantitative Analysis
British Journal of Management

American Journal of Agricultural Economics
European Journal of Operational Research
Journal of International Economics

Review of Economic Dynamics

Journal of International Marketing

Food Policy

Energy Economics

Review of Income and Wealth
Entrepreneurship and Regional Development
Strategic Entrepreneurship Journal

Journal of Marketing

Strategic Organization

Journal of Monetary Economics

Journal of Political Economy

Academy of Management Journal

Journal of Conflict Resolution

— e e e e b b e e e e b e e e e e

— o s e R e R e e e e e s e

manufacturing sectors (27), while much less accentuat-
ed was the focus on services firms (9), or on manufactur-
ing and services together (8). The remaining empirical
papers considered instead specific cases such as non-
profit firms (Gras & Mendoza-Abarca, 2014),
deregulated industries (Ovtchinnikov, 2013), or family

firms (Akhter et al., 2016).

In terms of theoretical approach, different types of
recurrent theories and/or perspectives are adopted in the
studies considered, most of them grounded in econom-

3 In two papers the sector was not specified.
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ics such as Schumpeterian/evolutionary (L66f &
Heshmati, 2002; Luo, 2009), neoclassical (e.g.,
Golombek & Raknerud, 2018), labor market (e.g.,
Bhaskar & To, 1999) and industrial organization per-
spectives (e.g., Kumar & Zhang, 2019). Other recurrent
perspectives were the resource-based view and dynamic
capabilities (e.g., Bruyaka & Durand, 2012), resource
dependence theory (e.g., Gras & Mendoza-Abarca,
2014), and internationalization theories (e.g.,
Colantone & Sleuwaegen, 2010). In various instances,
scholars preferred to rely on specific exit and survival
literature rather than on theories and perspectives (e.g.,
Goktan et al., 2018). Where possible, we also distin-
guished papers based on their unit of observation, not
surprisingly the vast majority (82) focused on firms
(e.g., Bernard et al., 2017; Furr & Kapoor, 2018), 9 on
sectors (e.g., Johansson, 2005), and 6 focused on coun-
tries, regions, or provinces (e.g., Bosma et al., 2011).

It is worth noting that this literature (regardless of the
method used) is strongly skewed towards considering
firm exit as an outcome, while studies considering exit
as a driver (e.g., Armand & Mendi, 2018) or as a contex-
tual variable (e.g., Benabou, 1992; Heijdra & Ploeg,
1996; Raknerud et al., 2007; and Capasso et al., 2015)
were less present. As our query clearly shows, our aim is
to depict a picture of the debate around the concept of
“firm exit.” As we will show in the next section, scholars
focusing on firm exit mainly developed the business exit
theme; interestingly, however, other themes developed
around the debate on firm exit such as firm exit and the
individual, firm exit as market exit, and firm exit from a
foreign market. Finally, we dedicate a section to all
studies that used the concept of firm exit and studied exit
and market dynamics considering the competitive/market
process (by generally relying on theoretical/mathematical
models such as general equilibrium).

3 A survey of firm exit
3.1 Exit as business exit

Exit can be a process that refers to the exit of a business,
a firm or a corporation from the market. Several patterns
emerge in this literature. The main difference among the
articles analyzed in this section is whether firms’ exit
has been considered a homogeneous phenomenon, or
different forms of exit have been recognized as distinct
phenomena with different economic/business meaning.

Table 2 Atrticles by geographic focus (only empirical)

Geographic focus Number of studies

Single EU country 36
UsS
Single Asian country

O

Various EU countries
Single Latin American country
UK

Global

Single African country
Single US state

Canada

Latin American countries
Australia

Pakistan

Developing countries
Total

_— e = = W W WD AR O

©
K

Finally, we discuss some of the major patterns of this
literature.

3.1.1 Different conceptualizations of exit
Exit as a homogeneous phenomenon

The studies where exit is treated as a homogeneous
process are generally the oldest ones, or those that rely
on limited data sources. Indeed, especially in the Na-
tional Statistical Offices (and forcefully also in other
data sources reporting firms’ exit), the availability of
data on exit types came much more recently (see for
example the Italian National Statistical Office where
different types of firms’ exit began to be registered
around 2009-2010), and, therefore, the studies on firms’
exit were generally focused on a homogeneous type of
exit. Although the focus of these articles is the exit of
firms from the market, the way in which firms” exit has
been proxied or measured varies greatly.
In particular, exit is defined as follows:

* General exit by all forms, without distinguishing
among different forms of exits, including exit via
M&A, closure, bankruptcy, and sell-off
(Bennmarker et al., 2009; Fafchamps &
Schiindeln, 2013; Saridakis et al., 2013; Fraisse
et al., 2018; Cerqueiro et al., 2019)

@ Springer
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*  Firm’s voluntary liquidation (or more frequently
called “closure”) initiated by the firm’s owner; it is
also named firms’ closure or firms’ death (Santarelli
et al., 2009; Colantone & Sleuwaegen, 2010;
Camacho & Rodriguez, 2013; Varum et al., 2014;
Golombek & Raknerud, 2018; Martinez et al., 2019)

*  Firms’ deregistration (Coucke & Sleuwaegen,
2008; Klapper & Richmond, 2011; Varum &
Rocha, 2012; Gras & Mendoza-Abarca, 2014; Arbia
et al., 2014; Carreira & Teixeira, 2016; Basile et al.,
2017). The deregistration can be from an official
Business Register held and elaborated by National
Statistical Offices (as in Cefis & Marsili, 2006) or it
could be a “deregistration” from other commonly
used datasets, such as Bureau van Dijk’s Orbis,
Amadeus, or Aida that report the records from firms’
financial statements. In these latter cases, re-
searchers infer the exit of the firms making assump-
tions regarding firms’ behavior, like stopping pro-
duction operations for a certain time period (Jensen
& Miller, 2018; Kumar & Zhang, 2019) or not
registering in Orbis or Amadeus any sales or assets
for more than a few consecutive years. For example,
in Bennett and Hall (2020), “deregistration” from
Orbis is considered when no sales and no assets
were recorded for at least 3 consecutive years. In
another case, Fraisse et al., (2018, p. 159) “define
firm exit as a situation where a firm disappears
simultaneously from the credit register and from
the file containing firms’ annual financial state-
ments.” It should be noted that the papers that use
deregistration from one or more registers in order to
define exit do not distinguish between the different
modes of exit, so deregistration could mean bank-
ruptcy, closure, or acquisition.

*  Firms’ forced liquidation (or “bankruptcy”) not ini-
tiated by the owner. There are few papers that de-
fined firms’ exit as a forced liquidation not initiated
by the owner (Hansen & Ziebarth, 2017; Aga &
Francis, 2017) in which, however, the forced liqui-
dation is mostly seen as synonyms of closure, or as a
removal from the court register without carrying out
the liquidation procedure (Ponikvar et al., 2018)

o Firms’ sell-off/divestiture (or “acquisition” if the per-
spective of the acquiring firms is adopted) when firms
(or parts thereof) are sold to an external organization
instead of being closed (Zheng et al., 2017). Among
our articles, we find a literature review on firms’ exit
by divestiture by Decker and Mellewigt (2007) that
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focuses on the antecedents of, barriers to, and out-
comes of business exit as an important corporate
change initiative that emphasizes that business exit
should not be seen as an outcome of de-conglomer-
ation, but rather as a part of strategic change and
internal reconfiguration, bringing the attention on
the seller’s side in a divestiture. The same trajec-
tory has been explored by the only case study
among our SRL papers that deals with exit as a
divestment of business units. Salvato et al. (2010)
study the Falck group, presenting the critical role
of exiting a business from an industry to pursue
novel entreprencurial opportunities in another
industry and to enable longevity and success of
family firms. Conversely, always regarding
family firms, Akhter et al. (2016) find that busi-
ness families may prefer to shut down a satellite
business rather than sell it due to identity consid-
erations. The same type of reasoning of Salvato
et al. (2010) has the article by Decker and
Mellewigt (2012) where its purpose is to examine
the potential of business exit for initiating a stra-
tegic change in divesting parent firms.

Different types of exit

Growing data availability and diffused awareness that “exit
# failure” have stimulated research that distinguishes be-
tween exit routes (Wennberg et al., 2010). A seminal paper
(Schary, 1991) emphasized at least three different ways of
firms’ exit, through M&A, voluntary liquidation, or bank-
ruptcy, which have important economic differences that
previous work has overlooked treating exits as a homoge-
neous phenomenon. She develops a model of the relation
between the forms of exit and concludes that “there is some
heterogeneity across forms of exit, and that information
about the characteristics of the firm alone is not sufficient
to predict all forms of exit” (Schary, 1991, p. 339).

Among our SLR papers, the first paper that dealt with
different types of exit was Clark & Wrigley (1997). It is
based on 81 plants of large multinationals and studies
outcomes of survival, voluntary liquidation, and bank-
ruptcy/liquidation.

More recently, research began to differentiate on-
ly between two types of exit, like exit by bankruptcy
vs sell-off (Bhattacharjee et al., 2009), or closure vs
sell-off (Dimara et al., 2008; Bruyaka & Durand,
2012; Fortune & Mitchell, 2012), and subsequently,
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the articles dealt with different types of exit in a
more detailed way.

Usually, the different types of exit have been treated
as independent competing risks of exit, assuming that
the probability of one exit route is independent from the
others. For example, the probability of exiting by clo-
sure is independent from the probability of exiting by
bankruptcy and/or acquisition. This strong assumption
has generally been made to enable estimation via com-
peting risk models with the data available, rather than
reflecting any deeper theoretical assumptions or
reasoning.

The articles in our review consider different combi-
nations of firms’ exits, focusing on the following:

*  Closure vs sell-off (Bruyaka & Durand, 2012)

*  Closure vs M&A (Weterings & Marsili, 2015)

e Closure vs sell-off (Fortune & Mitchell, 2012)

* Closure vs M&A vs radical restructuring (Cefis &
Marsili, 2012)

* Bankruptcy vs sell-off (Bhattacharjee et al., 2009;
Goktan et al., 2018)

* Bankruptcy vs closure vs M&A (Balcaen et al.,
2012)

* Bankruptcy vs closure vs M&A vs forced liquida-
tion (Ponikvar et al., 2018)

“General” exit versus exit via M&A

Since the beginning of discussions surrounding exit
routes, exit via M&A attracted the attention of scholars,
because it was clear that M&A may have quite a differ-
ent economic meaning than closure or bankruptcy. Exit
via acquisitions (or sell-off) could be considered a pos-
itive (if not a profitable) way to exit in contrast to the
other forms more “neutral” (voluntary liquidation or
closure, when the ownership decides to close down for
individual reasons—owner retirement, divorce, etc.—or
because the business is not sufficiently satisfying) or
more negative types of exit like bankruptcy and forced
liquidation (Coad, 2014). Especially for young and
small firms, exit via M&A could be a “harvest” strategy
aiming to cash in the profits due to an initial period of
life where the firm has thrived and grown to the extent to
become an attractive target for larger firms. Some arti-
cles have indeed investigated how factors such as inno-
vation, employment growth, legal form (corporation vs
sole proprietorship (Cotei & Farhat, 2018)), managerial

and functional organizational capabilities (Fortune &
Mitchell, 2012), and technical and scale efficiency
(Dimara et al., 2008) can explain the firms’ exit by
M&A versus closure (voluntary and involuntary). Fur-
thermore, when considering large firms, if a sell-off of a
subsidiary is done in favorable circumstances, the sell-
off can be interpreted as a strategic change for
restructuring or refocusing the firm (Salvato et al.,
2010; Decker & Mellewigt, 2012). Finally, M&A, and
more precisely acquisitions (strategic acquisitions and
private sales), have been investigated as an alternative
exit route alongside IPO (Albert & DeTienne, 2016;
Chemmanur et al., 2018; Qi et al., 2015) in order to find
out what are the determinants that increase the likeli-
hood that private firms exit by going public rather than
being acquired.

3.1.2 Major developed patterns

Various patterns emerge, notably as follows: (a) the one
in which papers aim to identify the determinants of exit
and (b) the other in which articles assess the influence/
the effect of a certain factor on firms’ exit.

a. The papers centered on the identification of the de-
terminants of firms’ exit revolve around the idea that
many factors can influence firms’ exit, and they try to
deduce the main and more important factors through
usually an applied econometric study into which
determinants are relevant (Frazer, 2005; Aga &
Francis, 2017; Golombek & Raknerud, 2018;
Chemmanur et al., 2018; Cotei & Farhat, 2018). In
this area, we find papers that set their analysis in a
particular macro-economic period, i.e., during a se-
vere recession (Carreira & Teixeira, 2016), or during
a particular phase of the firms’ life, i.e., when firms
are in economic distress due to their own character-
istics and management (Balcaen et al., 2012; Dawley
et al., 2002) or again in a particular geographic area
(Ponikvar et al., 2018; Arbia et al., 2014).

b. The other group of papers, instead, starts from the-
oretical backgrounds/theories that suggest which
specific factors have an influence on firms’ exit.
Therefore, they usually elaborate on the theoretical
backgrounds to support the claims of such theories
making empirical studies generally based on single
macro-sectors (usually manufacturing) and on sin-
gle countries.

The factors that have been mostly tested can be
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further divided into two broad classes: (i) micro
factors, i.e., characteristics of the firms that affect
their exit or survival; and (ii) macro factors, i.e.,
characteristics of the external environment that in-
crease firms’ exit or enhance firms’ survival.

Furthermore, we can distinguish between micro and
macro factors that influence firms’ exit.

Micro factors.
Among the major micro factors, we can find the following:

»  Technical and scale efficiency. Dimara et al. (2008)
ask whether productive efficiency influences surviv-
al in the food sector, finding that high technical
efficiency increases the median survival time and
lowers the hazard rate of exit, while a competitive
scale of operation, at or near to constant returns to
scale, maximizes survival time.

e Innovation. Cefis and Marsili (2006, 2012) find that
innovation carried out inside the firm matters for
survival. There exists an innovation premium in terms
of survival that is larger for young and small firms. In
addition, product and process innovation are equally
important to lower the probability to close down ac-
tivities, especially if they are pursued in combination.

* Legal form. Cotei and Farhat (2018) investigate
whether a particular legal form (especially corpora-
tions vs sole proprietorship) affects firms’ exit, find-
ing that businesses organized as corporations had
very different acquisition outcomes than those orga-
nized as sole proprietorships, due to differences in
innovation and growth potential in the startup years
as well as throughout the business’ lifetime. Young
innovative and/or fast-growing corporations with
external equity investors are more likely to become
M&A targets than sole-proprietorship firms.

»  Corporate governance. Goktan et al. (2018) examine
how corporate governance affects the probability of a
corporation being acquired, going private, or going
bankrupt. They show that “corporate governance fea-
tures are more important determinants of the form of
a firm’s exit than many economic factors that have
figured prominently in prior research” (p. 209).

Within this class (micro factors that affect firms’ exit),

we should place the literature that discusses and tested the
different types of liabilities that hinder firms’ survival.

@ Springer

* The liability of newness. Stinchcombe (1965) theo-
rized that new organizations suffer from the liability
of newness, having a higher probability to exit the
market than older firms, due to lack of resources and
lack of stable relations internally and externally to
the firm (Freeman et al., 1983; Bruderl et al., 1992).
Among the papers taken into consideration, we find
few that explicitly address the problem of surviving
in the first years. Cefis and Marsili (2006) find that
young and small firms are the most exposed to the
risk of exit, but also those that benefit most from
innovation to survive in the market.

*  The liability of smallness. It also concerns the new
organizations and asserts that small new firms have
a higher probability to exit the market than large
new firms due to the fact that large firms have larger
resources (including financial ones) that help them
to overcome the difficulties in the early periods after
entry (Baum, 1996 for a survey). In our survey,
Varum and Rocha (2012) question whether the lia-
bility of smallness applies also during economic
crises suggesting that large firms suffer a greater
increase in exit hazard during downturns than small-
er firms do, although small firms remain generally
more likely to exit. Kim et al. (2015) analyzing a
large sample of small firms during the 1997-1998
Korean economic crisis show the devastating impact
of the crisis on small firms especially on those that
had foreign liabilities prior to the crisis. Klapper and
Richmond (2011) confirm that also in an African
Country—Ghana—the probability of survival of
new firms increases with firm size and the level of
GDP.

The role of the liability of newness and smallness
(explored mainly in the organization theory literature) is
intrinsically linked to the role played by respectively
firms’ age and size in explaining firms’ survival. The
empirical industrial literature (see, e.g., Geroski, 1995;
Sutton, 1997; Caves, 1998) has highlighted “stylized
facts” that relate the probability of firms’ survival with
their age and size.

Concerning the role of age in the firm’s exit process,
there are several studies (Dunne et al., 1988; Mata &
Portugal, 1994; Audretsch, 1995; Baldwin, 1995) that
show that age plays a major role in firms’ survival,
particularly in the first years of their existence. New
firms (mainly entrepreneurial firms as opposed to spin-
offs from large firms) have much higher probability to
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exit the market soon after entry (Audretsch &
Mahmood, 1994; Wagner, 1994) and a decreasing hazard
rate to exit while aging (Baldwin & Gorecki, 1991; Mata
et al., 1995). Among the papers in our review, we find
that Sakai et al. (2010), analyzing a sample of bank-
dependent small firms in Japan, find that firms’ borrow-
ing costs evolve as firms age and those firms with a lower
quality profile are eventually forced to exit. Saridakis
et al. (2013), for all sectors in the UK (excluding retail),
investigate the impacts of financial constraints in the first
year of firms’ existence on firms’ hazard to exit, showing
that financially constrained start-ups have a higher prob-
ability to exit given that the liquidity constraints make the
new firms more vulnerable to external shocks and there-
fore more likely to exit the industry.

Regarding the role of size, there were previous studies
that showed robust evidence that there exists a strong
inverse relationship among the current size of all firms
and the probability to exit the market (Evans, 1987; Hall,
1987). They argue that there is a substantial difference
between large and small firms in terms of probabilities to
exit, because small firms are more likely to operate below
the minimum efficient scale and therefore more likely to
exit the market. Adopting the perspective that there exists
a radical difference in survival probability between small
and large firms, due essentially to larger availability of
different kinds of resources, we find among our articles
those concentrating only on quoted firms (Dawley et al.,
2002; Bhattacharjee et al., 2009; Goktan et al., 2018;
Ovtchinnikov, 2013), and others only on small firms
(Kim et al., 2015; Sakai et al., 2010).

A class of firms that has been often analyzed sepa-
rately, because of its peculiar characteristics and because
they suffer from the liability of smallness and the liabil-
ity of newness, are the entrepreneurial firms/start-ups
defined in terms of being small and young (Basile et al.,
2017; Chemmanur et al., 2018; Cotei & Farhat, 2018).

Macro factors.

Among the major macro factors discussed in the papers,
we can find the following:

*  Environmental regulations. The effects of environ-
mental regulations on the exit decisions of establish-
ments are explored by Biern et al. (1998), who find,
surprisingly, that, in two out of three sectors they
have studied, “establishments under strict environ-
mental regulations had a lower tendency to exit than

did establishments under weak or no environmental
regulation.” (p. 35), concluding that strict environ-
mental regulations do not kill off firms, but may
actually benefit them.

Regional characteristics. Weterings and Marsili
(2015) and Basile et al. (2017) investigate whether
the regional characteristics influence the likelihood of
firms’ exit. The former article finds that high regional
density of firms in an industry is associated with a
lower probability to exit by closure and higher prob-
ability to exit by M&A. And the latter shows that
industry variety reduces the likelihood of firm exit,
although the localization economies positively influ-
ence firm survival only in services sectors.
Credit/bank access. Firms’ capacity to access
financial/bank credit has an effect on firms’ exit,
since exit can be a consequence of difficulties to
access credit in a poor local financial development
(Fafchamps & Schiindeln, 2013) or when the bank
credit decreases due to the effect of a merger be-
tween two large banks that affects credit market
competition (Fraisse et al., 2018).

Financial Crisis. Special attention has been given to
the effects of the financial/economic crisis on firms’
exit. Kim et al. (2015) study the effect of the Korean
crisis in 1997-1998 on small firms holding foreign-
currency-denominated debt. Carreira and Teixeira
(2016) investigate the determinants of market selec-
tion mechanism in severe recessions as the financial
crisis (2007-2008); Martinez et al. (2019) examine
the impact of the financial crisis (2007—2008) on
firms’ failure in manufacturing and service sectors
separately. Generally, financial/economic crises in-
crease the probability of firms’ exit; however, the
magnitude of the increase is different among differ-
ent sectors, among different time periods, and
among different types of exit.

Socio-economic jolts. More in general, the ef-
fects of socio-economic environmental jolts on
the firms’ exit were taken into consideration, as
in Kumar and Zhang (2019) who explore the
effects of productivity and demand shocks on
exit. Finally, the role of macroeconomic insta-
bility on firms’ exit is discussed by Rozo
(2018) and by Bhattacharjee et al., (2009).
The latter find that macroeconomic instability
has opposing effects on bankruptcy hazard and
acquisition hazard, raising the former and low-
ering the latter.
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3.2 Firm exit and the individual

Some literature on firm exit has explored the relation-
ship between firm exit and individual behavior. In par-
ticular, a stream of research has focused on the decision-
making process leading to firm exit, exploring the im-
plications of the attitudes and characteristics of the
stakeholders involved. These are foremost managers
(Harada, 2007) and entrepreneurs (Cho & Orazem,
2020), whose decision to dissolve a company reflects
not only the poor performance of the firm but also their
own demographic characteristics, like age and gender
(Harada, 2007) and individual risk preferences (Cho &
Orazem, 2020). Economic difficulties, compared to oth-
er non-economic reasons, play a greater role in the
closure of individual proprietorships and the dissolution
of corporations when managers are younger, male, and
less experienced (Harada, 2007). Closure driven by poor
economic performance early in the life course of start-
ups (within 6 years from birth) is associated with entre-
preneurs that were more risk-averse at the time of
founding, compared to the entreprencurs of surviving
start-ups. The latter, however, became more risk-averse
over time with the success of the business (Cho &
Orazem, 2020). While the evidence based on survey
data suggests that the risk preferences of entrepreneurs
change over time as the business becomes established,
evidence from an experimental setting indicates that the
experience of monetary gains or losses before firm exit
will frame risk perception and the probability to re-enter
entrepreneurship. Consistent with prospect theory, en-
trepreneurs who lost money in their previous venture are
more likely to re-enter because of loss aversion, al-
though this effect fades away when the individual’s
self-efficacy is high (Hsu et al., 2017). In addition to
the entrepreneur’s individual attributes, the decision to
exit reflects the influences of external stakeholders.
Primarily for start-ups, venture capital investors play a
key role in the timing and mode of exit through IPO or
sell-off. VC funding offers a remedy to the presence of
information asymmetries in the evaluation of novel
business opportunities, mitigating the difficulty of en-
trepreneurs to access more conventional forms of
funding. These same information asymmetries, howev-
er, may limit the option of an exit by IPO only to the
best-performing ventures and restrict the set of potential
buyers in an exit by sell-off to established companies
and investors with industry-specific experience (Amit
et al., 1998).
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3.3 Exit as a specific market exit

Studies focusing on specific industries have examined
the determinants of intra-industry variety in the propen-
sity or rate of market exit at various levels of observa-
tion: across individual firms (Dixit & Chintagunta,
2007), geographic regions (Buzzelli, 2005) and over
time, in correspondence of an economic slowdown
(Kalafsky & MacPherson, 2006) and of other external
shocks on market demand (Beaudin & Huang, 2014).
As a response to differences in market attractiveness
across regions, exit is influenced by demand growth
and, more broadly, by demographic factors, such as
population density and immigration rates, and socio-
economic factors, such as income, unemployment, and
home ownership (Buzzelli, 2005). Individual firm-level
variables exert an important role in attenuating or ac-
centuating the impact of exogenous shocks on exit rates,
since smaller operations (Beaudin & Huang, 2014) and
those serving more localized markets (Kalafsky &
MacPherson, 2006) appear to be more adversely affect-
ed. When accounting for both firm-specific and market-
specific factors, the speed at which individual firms gain
market information and update their expectations about
the unknown market attractiveness can be as powerful a
factor affecting the exit rate as the actual market factors
(Dixit & Chintagunta, 2007). Other studies have taken a
broader approach, by examining market exit (defined as
the “discontinuation” of a business operating in a spe-
cific location) across the whole economy, including
manufacturing and services, in relation to socio-
economic environmental conditions. A study using a
natural experiment in Mississippi affecting the banking
system in 1930 shows that while the financial distress of
banks and trade creditors during the Great Depression
increased the rate of business exit, it did not increase the
bankruptcy rate (Hansen & Ziebarth, 2017). In a study
of manufacturing firms in Columbia, higher rates of
business exit were observed in those municipalities
experiencing higher rates of armed conflict (Camacho
& Rodriguez, 2013), indicating that social as well as
economic unrest discourage firms from staying in the
market.

Market exit has been studied not only as an outcome
but also as a driver of the dynamic process of competi-
tion in an industry. One possible mechanism takes the
form of spillovers from the exiting firms to the remain-
ing incumbents. A study of the US disk drive industry
found that while patent citations in the core technology
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declined soon after the patent holders exited the indus-
try, in the long term, the decline was comparable to
those of similar firms who did not exit, implying that
knowledge diffusion outlasted exits, generating positive
externalities in the industry (Hoetker & Agarwal, 2007).
Exits also shape the rate of technology diffusion. A
study of the evolution of the UK digital television sys-
tem found that the introduction of the new technology
was fully enabled by the positive effects of network
externalities only in the long term, after the exit of the
weakest firms, then outbalancing the negative effects
due to the expectation of increasing market competition
in the short term (Sillanpdd & Laamanen, 2009).

Another research area examines the sources of inter-
industry variation in exit rates. In particular, some stud-
ies focusing on the manufacturing sector, within a single
EU country or across EU countries, have paid attention
to differences in the exposure to foreign investments
(Havrylchyk, 2012) and to foreign competition
(Colantone et al., 2015). Findings show that foreign
investments into the domestic bank system increase exit
rates in industries characterized by more severe infor-
mation asymmetries (Havrylchyk, 2012). Foreign im-
port influences market exit but in forms that differ
depending on the nature of competition and firm-
specific characteristics, such as firm size. While the exit
of small firms is influenced by competition from other
advanced countries, the exit of large firms is affected
more significantly by competition from low-cost coun-
tries (Colantone et al., 2015). This approach of study
also confirms the well-known correlation between entry
and exit rates (Havrylchyk, 2012) and the existence of
serial correlation and persistence in exit rates (Cainelli
et al., 2014). When industry variation is combined with
regional variation, it has been observed that specializa-
tion economies, measured by the number of active firms
in a certain industry that are co-located in a region, lower
exit rates especially for low-tech firms. Hence, the pro-
ductivity benefits of spatial agglomeration outbalance
the stronger pressure from competition in the local mar-
ket (Cainelli et al., 2014).

A core question in management studies is how the
strategic decision to exit a product market by divesting
one or more business units can help large established
firms to maintain a competitive advantage in the long
term. From an evolutionary perspective, the exit from a
product market can be seen as the outcome of a process
of internal selection by which multi-business firms real-
locate resources from the exited business to other

business units within the organization. As illustrated in
a longitudinal case study documenting the strategic
process and sequence of plant closures that led Intel to
exit the core DRAM business, this process of internal
selection enables companies to replace old competen-
cies and product market strategies with new ones
(Burgelman, 1996). The recipient business units are
not necessarily existing units but can be newly added
to achieve related or unrelated diversification. In the
case of related diversification, the process of internal
selection through the entry and exit of business units
enables the diversifying firm to exploit dynamic econo-
mies of scope by redeploying resources from the exited
business units to the newly-added (Helfat & Eisenhardt,
2004). In this perspective, business exit represents a
strategic choice aimed at initiating structural change in
the parent firm, through the restructuring or refocusing
of resources (Decker & Mellewigt, 2012). As illustrated
in the only case study of our review (Salvato et al.,
2010), business divestiture was instrumental for the
Falck group to pursue novel entrepreneurial opportuni-
ties, and to ensure the longevity and success of the
established family firm. There can be, however, a delay
between the time a firm recognizes the need or oppor-
tunity for a market exit and the actual time of business
exit when the divestiture of business units takes place.
This time lag will vary according to idiosyncratic inertial
forces. For example, it has been shown that in family
firms a collective culture and a community-controlled
structure may slow down the timing of strategic busi-
ness divestments (Sharma & Manikutty, 2005).

Market exit can involve either the dissolution or the
sell-off of plants and business units (Clark & Wrigley,
1997). The choice of the mode of exit is influenced by
the mode of entry of the business unit, and by the
resource fit between the parent firm and the exiting
business unit. Because internally developed business
units tend to possess firm-specific resources and capa-
bilities, they are more likely to be dissolved than sold
off, in comparison to acquired business units, whose
resources and capabilities may preserve more value in
the market and attract external buyers. Similarly, the
resource fit between the parent and the business unit,
sharing common resource bases, increases the probabil-
ity of dissolving rather than selling the unit (Chang &
Singh, 1999). In family firms, identity considerations
are likely to motivate the choice of shutting down a
satellite business as a preferred option to selling the
business to others (Akhter et al., 2016).
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3.4 Exit from a foreign market

Studies addressing exit from an internationalization per-
spective have explored the antecedents of exit from
foreign markets seeking to identify the factors that (be-
yond poor performance) would affect the decision to
exit. Attention has been paid to contextual variables,
such as various forms of distance between the home
and the host country, and firm-specific capabilities, all
assumed to shape the relationship between exit and
performance.

Exit from a foreign market can be defined with respect
to two types of events: the exit of an affiliate firm from a
foreign market or the exit from an export market. With
regard to the former, studies found that the decision to
close a foreign affiliate was more likely if the foreign
affiliate, in addition to a poor international performance,
lacked international experience (Sousa & Tan, 2015; Tan
& Sousa, 2019) and strategic fit with the headquarters
(Sousa & Tan, 2015). Furthermore, the probability to exit
from a foreign market in response to poor performance
was accentuated by cultural distance (Sousa & Tan, 2015)
and by capabilities in radical innovation (Tan & Sousa,
2019); conversely, the probability of foreign exit was
weakened by capabilities in incremental innovation (Tan
& Sousa, 2019), suggesting that situations of greater un-
certainty increase the likelihood to exit for under-
performing foreign affiliates. Overall, exit rates are higher
for foreign affiliates than for domestic firms, because of
the liabilities of foreignness due to the additional costs of
foreign firms in the host economies. The difference accen-
tuates with firm age, as domestic firms tend to exit earlier
than foreign affiliates (Mata & Freitas, 2012). In fact, age
tends to increase rather than decrease the probability of
exit of foreign firms: with time, they grow “footloose”
because of less attachment to particular local markets than
purely domestic firms. In contrast, human capital endow-
ments lower exit probability from foreign markets (Mata
& Portugal, 2000). The notion of “footloose” multination-
al firms is consistent with the observation that the likeli-
hood of exit of foreign subsidiaries is less affected by
domestic market conditions in the host country than do-
mestic firms (Coucke & Sleuwaegen, 2008).

Macro-economic conditions also affect the liability
of foreignness. Varum et al. (2014) observe that while
the economic downtown of 1991-1994 in Portugal ex-
acerbated the exit rates of foreign firms in comparison to
domestic firms, the difference was not significant in the
2001-2003 downturn, suggesting that domestic firms
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were in relative terms more penalized than foreign firms
in this second crisis, hence providing only partial sup-
port to the liability of foreignness argument. Globaliza-
tion also affects market exit. A study of exit behavior of
multinational firms from the Belgian market shows that
growing imports from low-wage countries and growing
market penetration by multinational firms increase exit
in the host country, more substantially for domestic
firms than for subsidiaries of multinational firms
(Coucke & Sleuwaegen, 2008). Similarly, by compar-
ing exit rates in eight European countries, Colantone
and Sleuwaegen (2010) find that trade openness driven
by the import channel increases exit rates, while export
intensity does not have a significant effect.

The exit of a foreign firm occurs in different modes:
by closing activities or divesting the foreign capital
participation. While for both exit modes the exit
probability is negatively related to a firm's human cap-
ital, it responds differently to other firm-specific charac-
teristics such as ownership structure and mode of entry.
Specifically, unlimited liability firms and greenfield for-
eign entrants are more likely to shut down, while limited
liability firms and foreign entrants by acquisition are
more likely to be divested or sold off (Mata &
Portugal, 2000).

With regard to exit as withdrawal from exporting to a
foreign market, the exit decision is driven by poor
export performance by the firm, on various measures:
export sales, export growth, total profits (Chen et al.,
2019), and productivity (Bernini et al., 2016). Having
controlled for performance differences, the relative im-
portance of the specific foreign market in the total assets
of the internationalized firm influences the decision to
exit, which is more likely to take place in marginal
export markets (Chen et al., 2019). Firm-specific re-
sources matter as well. Larger firms (Bernini et al.,
2016; Chen et al., 2019), more capital-intensive firms
(Bernini et al., 2016), and more internationalized firms
(Chen et al., 2019) are less likely to exit export markets.
In contrast, firms with longer operating experience are
more likely to exit, suggesting that as firms develop
capabilities and knowledge they are in a better position
and more willing to strategically exit a foreign market
(Chen et al., 2019). Similarly, the probability of export
exit increases if firms have market-specific import ex-
perience prior to entering the export market (Choquette,
2019). This finding is indicative of the dominance of a
sunk-costs logic in export exit decision making, in con-
trast to a learning logic, which would imply instead the
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probability of export exit to decrease with pre-entry
import experience. According to a sunk-costs logic,
import experience equips firms with market-specific
knowledge, lowering barriers to entry and enabling
export experimentation for a larger set of firms, includ-
ing those with lesser export capabilities. As a result,
prior experience increases exit rates. This effect is stron-
ger when the cultural distance from the destination
market is low (Choquette, 2019).

In addition to individual firm characteristics, the de-
cision to exit export markets has been related to external
market conditions. In particular, the likelihood to dis-
continue exporting increases with the growth rate in the
domestic market, as firms can find more profitable
opportunities in their home market and shift sales back
from exports. Conversely, a significant relationship is
found with the growth rate in neighboring foreign mar-
kets only for certain types of firms. Namely, smaller and
less productive firms are more likely to exit export
markets in response to changing conditions in both
domestic and foreign markets (Bernini et al., 2016).
Firms can alter their export behavior in response to an
external shock such as a financial crisis, which under-
mines access to credit. A study of export behavior in
Peruvian firms during the 2008 financial crisis does not
find, however, evidence of a significant impact of bank
credit shocks on the probability of a firm to enter or exit
an export market, with the overall contribution of entries
and exits to the total export flow remaining fairly mar-
ginal (Paravisini et al., 2014).

Exit from export markets can be followed by re-entry
leading to an intermittent pattern of exporting. Export
exit and re-entry are inversely correlated: conditions
motivating an export exit are also those discouraging
the firm to re-enter (Bernini et al., 2016; Chen et al.,
2019). Furthermore, the benefits for re-entry from prior
experience in export markets fade away over time. In
fact, not only the probability to re-enter exporting de-
clines with the time period since a firm’s export exit
(Bernini et al., 2016) but also the negative correlation
between export exit probability and re-entry probability
is moderated (strengthened) by the length of time-out
from exporting, indicating that the dissipation of the
benefits from prior experience for re-entry intensifies,
the longer is the time-out from exporting (Chen et al.,
2019). Interestingly, a stronger dissipation effect
emerges in the less likely event that exit occurs when
export performance is high. A possible interpretation is
that exit decisions taken when a firm’s export

performance is favorable are likely to be driven by
external “critical incidents,” which are disruptive
enough to discourage later re-entry (Chen et al., 2019).

It is worth noting that while some studies in this
research stream consider the decision to discontinue
exporting altogether, shifting a firm’s “exporting status”
even if temporarily (Bernini et al., 2016), other studies
focus on the decision to exit from a particular export
market, implying a partial de-internationalization of the
firm, which can occur at different rates in different
markets (Chen et al., 2019; Choquette, 2019;

Paravisini et al., 2014).
3.5 Exit and market dynamics

Another strand of literature focuses on exit and market
dynamics. The disciplinary perspective of these papers
is Economics, rather than Entrepreneurship or Manage-
ment. Various areas are represented, with some popular
themes emerging. First, many recent papers focus on
topics of exit and international trade (Feenstra, 2010;
Gopinath & Neiman, 2014; Arkolakis, 2016; Schroder
& Serensen, 2012; Atkeson & Burstein, 2010; Egger
et al., 2012), or low-wage import competition (Egger
et al., 2012; Auer et al., 2013), or on interactions be-
tween foreign firms and local firms (Wu et al., 2019).
Second, another common theme is exit and the business
cycle (Devereux et al., 1993; Pavlov & Weder, 2012;
Cheremukhin & Tutino, 2016). Third, some contribu-
tions investigate how exit relates to the minimum wage
(Bhaskar & To, 1999; Walsh, 2003; Egger et al., 2012).

Many exit papers in this literature stream are purely
theoretical papers (e.g., Fattal-Jaef, 2018; Hatfield &
Kominers, 2013; Jovanovic & Tse, 2010; Chen et al.,
2010; Atkeson & Burstein, 2010; Asturias et al., 2016;
Brito & Dixon, 2013; Atkeson et al., 2015; Garella &
Richelle, 1999; Bhaskar & To, 1999; Walsh, 2003;
Murto, 2004; Bergoeing et al., 2004; Esteve-Perez,
2005; Devereux et al., 1993; Lu, 1994; Clark &
Wrigley, 1997), including theoretical simulation models
(Waschik, 2015); and some are a mix of theory and
empirics (Peyrache, 2013; Beneito et al., 2017). Formal
theoretical modeling appears in many of these papers, in
the form of general equilibrium (GE) models (e.g.,
Bergoeing et al., 2004; Poschke, 2009; Brito & Dixon,
2009; Feenstra, 2010; Pavlov & Weder, 2012; Plehn-
Dujowich, 2009; Egger et al., 2012; Bohacek &
Zubricky, 2012; Waschik, 2015; Arkolakis, 2016),
where exit is the outcome of a competitive selection
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process (e.g., Poschke, 2009; Brito & Dixon, 2009).
This is especially true for some of the earlier economics
papers, before the recent “empirical turn” of economics
journals towards publishing more empirical papers.
Trau (1997) argues for the need of less theoretical and
more empirical research. This may mark the end of an
era, because these days there are many empirical papers
and fewer purely theoretical models.*

For the empirical papers in this category, the
unit of analysis is often the industry (Boustanifar,
2014; Beneito et al., 2017), or the evolution of the
aggregate sector or aggregate economy for differ-
ent years, and exit is a phenomenon that affects
the industry dynamics. Some papers focus on the
dynamics of a single industry (e.g., Afuah and
Utterback (1991) on the global supercomputer in-
dustry) or sector (e.g., Trau (1997) and Doi (1999)
on the SME sector), whereas others focus on a
comparison of multiple industries (Troske, 1996)
or at the level of a national economy (e.g., Carree
et al.,, 2002). Several papers focus on exit specif-
ically in the context of declining industries (Murto,
2004; Esteve-Perez, 2005). Most papers focus on
industrialized countries, whereas some focus on
emerging economies (Cimoli & Katz, 2003), and
others focus on developing countries from a de-
velopment economics perspective (Bergoeing
et al., 2004; Collier & Goderis, 2009). The empir-
ical papers are mostly quantitative, although some
rather qualitative empirical papers also exist
(Cimoli & Katz, 2003; Webber et al., 1992).

Many of the papers in this strand of literature
focus on the dynamic evolutionary themes of
Schumpeterian creative destruction (Fok et al.,
2019; Carree et al., 2002; Vega-Redondo, 1996),
or Darwinian selection (Van Ewijk, 1997;
Arkolakis, 2016). Several papers base themselves
on the theory of Nelson and Winter’s (1982) Evo-
lutionary Theory of Economic Change (Webber
et al.,, 1992; Luo, 2009). Other papers draw upon
institutional theory (Gaba & Terlaak, 2013) and
organizational ecology (Gaba & Terlaak, 2013).
Petrakis et al. (1997) focus on the theory of learn-
ing curves and industry shakeout. A common
theme, therefore, is that the exit of firms is a part

4 Interestingly, Trau, 1997 is a rather ‘primordial’ empirical paper in
the sense that the paper has no data description section or variables
description section, and even the definition of exit is not clear.
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of the natural cycle of reallocation, as the econo-
my advances. The overall outcome would be eco-
nomic growth or aggregate productivity growth
(Sengupta, 2004; Fattal-Jaef, 2018), for example
through learning-by-doing (Trau, 1997), or adop-
tion of superior technologies (Webber et al., 1992;
Vega Redondo, 1996), or reductions in inefficien-
cy (Peyrache, 2013), or the diffusion of environ-
mentally cleaner technologies (Biorn et al., 1998),
or phasing out harmful technologies such as CFC
production (Albach et al., 1998). Luo (2009) fo-
cuses on how entry and exit affect industry struc-
ture (e.g., if the industry converges towards mo-
nopolistic competition).

Some of the papers in this stream of literature
take exit rates as the explanandum (e.g., Doi,
1999). The vast majority of these papers, however,
take exit as a component of economic growth and
industrial dynamics in general. In this context, we
suggest that a useful framework for considering
the role of exit in productivity growth comes
from Foster et al. (2001, p. 315) who decompose
productivity growth into 5 terms corresponding to
(in order of appearance in the equation below) the
contribution of learning within continuing (C)
plants, the contribution of reallocation between
plants, a covariance term, and the contribution of
entering (N) plants and exiting (X) plants
respectively.

APy = ZeeCseFlApet + ZeeC(pet*lipit*I )Asfft*]
+ ZeeCApetASEt

+ ZeeNSel(petiPiffl)7ZeeXS€f*1(petflipit*l)

where P;, is the index of industry productivity, p,, is an
index of plant-level productivity, and s, is the share of
plant e in industry i at time ¢. This framework clarifies
how exit affects productivity growth. Exit is just one of
the channels through which productivity grows, and for
exit to have a beneficial effect, the productivity of
exiting firms should be below the productivity level of
survivors. Recessions, therefore, can be seen as cleans-
ing events that kill the weak and reallocate market share
to better firms (Van Ewijk, 1997). However, severe
selection events such as strong recessions that lead to
the sudden elimination of many (lower productivity)
firms can cause significant losses to knowledge and
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therefore to productivity (Van Ewijk, 1997).> Many
papers hold that less productive firms exit (e.g., the
literature on international trade and heterogeneous
firms, such as Schroder and Sorensen (2012) and
Atkeson and Burstein (2010)). The Foster et al. (2001)
framework also emphasizes the crucial role of heteroge-
neity across firms: this is necessary to explain why some
firms exit while others enter (Das & Das, 1997). In the
equation above, entrants are required to be more pro-
ductive on average than exiting firms, if net entry is to
make a positive contribution to productivity growth.

The focus on aggregate outcomes (e.g., in Foster
et al.’s framework above), and on the dynamics of
industries rather than individual firms, means that (for
the papers in this section) exit is usually conceptualized
as a binary rather than allowing for multiple exit routes.
For example, exit is the destiny of firms with negative
net present value, according to Das and Das (1997).°
These papers take different definitions of exit, though.
Doi (1999, p. 336) defines exit by referring to firms that
lost membership in trade associations. This binary view
on exit is implicit in the productivity growth decompo-
sition equation above. Hence, the conceptualization of
exit lacks nuance. Exit is generally seen as a failure, and
it is usually the domain of firms with below-average
productivity (as in the equation above, see also Atkeson
and Burstein (2010) and Schroder and Sorensen
(2012)), when considered in the context of a selection
model (Poschke, 2009). If, after all, exit is the domain of
above-average productivity firms, then productivity
would ceteris paribus decrease over time because of
net entry, which is hardly plausible.

Some exceptions to the simplistic binary view on
survival/exit can be found, however. Jovanovic and
Rousseau (2008) distinguish between closures, IPOs,
and M&A as outcomes of the introduction of new
technologies. While reallocation usually refers to net
entry, here reallocation is presented in terms of mergers.
Plehn-Dujowich (2009) and Fok et al. (2019) focus on
exit vs relocating to another industry. De Gorter et al.
(2008) focus on whether cross-subsidization distorts
production and leads to misallocation because of

3 Bergoeing et al., (2004, see p. 474) focus on whether slow and costly
recoveries are the result of impediments to the natural process of
resource reallocation.

6 Vega-Redondo (1996) writes that exit should not be modeled as
‘myopic’ or ‘instantaneous’ but firms’ decisions are inter-temporal
and may be guided by longer term considerations of ‘viability’ in the
context of switching costs and path-dependency of technology choices.

allowing firms to avoid exiting. Esteve-Perez (2005)
focuses on how the degree of product differentiation
affects the order of exit from declining industries. Also,
some firms are multiproduct firms and can pay to adjust
their product quality. Hence, there is no simple unidi-
mensional indicator of “fitness”; instead, it is more
complicated.

The findings and recommendations from this strand
of research are usually from the perspective of the
(fictional) economic central planner. For example,
Carree et al. (2002) argue that exit should be free of
stigma and financial burdens for failed entrepreneurs:
“Low barriers to entry and exit of business owners are a
necessary condition for the equilibrium seeking mecha-
nisms which are vital in our model of the relation
between business ownership and economic develop-
ment” (Carree et al., 2002, p. 285). Siemer (2019)
focuses on how financial constraints can hinder job
creation through lower growth and exit. Egger et al.
(2012) focus on minimum wages and their
implications for open economies linked in trade
networks. A number of papers discuss how regulations
on exit influence industry dynamics. For example,
Carree et al. (2002, p. 271) emphasize that “[a]n impor-
tant policy implication of our exercises is that low
barriers to entry and exit of businesses are necessary
conditions for the equilibrium seeking mechanisms that
are vital for a sound economic development.” Poschke
(2009) suggests that firing costs for exiting firms have
an influence on productivity growth: Poschke predicts
that charging firing costs on exiting firms is akin to an
exit tax, and thereby hampers selection and reduces
growth by 0.1 percentage points (according to a model
calibrated on US data). Other papers (Bergoeing et al.,
2004; Collier & Goderis, 2009) focus on a developing
country context and discuss how the survival of unvia-
ble firms (who receive state support) can be an obstacle
to reallocation and can thereby hinder economic
growth.”

Another set of papers focus on how firm exit
affects the economy and society in general, taking
into consideration how exit/death involves the dis-
solution of ongoing responsibilities. Fries et al.
(1997) consider exit and debts, discussing the im-
plications not only for the firm but also for inves-
tors and other firms in the sector. This is done by
relaxing the assumption of infinite maturity for

7 See also Asturias et al., (2016) for further analysis of policy reforms.
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firm’s debts.® Serpa and Krishnan (2016) discuss
the issue of firms that undertake dangerous opera-
tions (e.g., involving toxic materials) that may
prefer to exit in order to avoid liability. Their
recommendation is that the government should
provide life-support subsidies in this particular
case. Bigelow et al. (1993) investigate an implica-
tion of exit, which is that firms are no longer
liable to guarantee the warranties they gave con-
sumers. Hatfield and Kominers (2013) discuss the
consequences of exit for other firms in the same
supply chain. A common assumption in many of
these papers is that exit is not entirely unanticipat-
ed. Vega-Redondo (1996) explains that exit should
not be modeled as “myopic” or “instantancous,”
but instead that firms’ decisions may be guided by
longer term considerations of “viability” in the
context of switching costs, path-dependency of
technology choices, and inter-temporal tradeoffs.

4 Overview of the special issue papers

Following the call for papers for this special edition
closed on January 20, 2019, we received 22 submis-
sions; 18 of them were sent to reviewers. Each paper
was reviewed by at least two anonymous reviewers and
went to three rounds of review on average. The process
was completed in autumn 2020 and led to the selection
of six papers that are included in this special issue.
Table 3 summarizes the papers included in this issue.
The papers in this special issue portray the variety of
dynamics characterizing different exit routes, highlighting
common properties as well as distinctive patterns. Kato,
Onishi, Honjo (this issue) find that in Japanese
manufacturing and information services sectors, new firms
that have greater patent stock are less likely to exit by
bankruptcy and more likely to exit by merger, and this
pattern is consistent for both patent applications and
granted patents. Grazzi, Piccardo, Vergari (this issue)
contrast involuntary exit and exit by M&A in Italian firms
across the industrial spectrum, showing that while IP pro-
tection lowers exits, the impact differs between IP instru-
ments: patents are more relevant to prevent involuntary

8 Pries et al. (1997) focus on how entry and exit affect the valuation of
securities and optimal capital structure. Free entry and exit impose
reflecting barriers on the price of the industry’s output, affecting the
valuation of corporate debt and equity and the optimal capital structure
decision.
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exit, and trademarks to prevent exit by M&A. Mathisen,
Shankar, Widding, Rasmussen (this issue) focuses on exit
by sell-off, illustrating in a case-study of nine trade sales of
research-based spin-offs in Norway, that the potential for
synergies and uncertainty reduction, and the presence of
credible alternatives, on both the seller and buyer’s side,
facilitate a successful exit. The papers in this special issue
also bring to light the tension in the exit process between
the resources and capabilities influencing the prospect of
firm exit, and the situations and motivations of individual
stakeholders affecting the decision and time of exit. Using
longitudinal data on US firms from the Kauffman Firm
Survey, Symeonidou, DeTienne, Chirico (this issue) relate
the lower likelihood of exit in family firms to a lower
threshold of performance, as revealed by the observation
that the owners of family firms are more likely to perceive
that the business met or exceeded growth expectations
when exiting, compared to the owners of non-family
firms. Carreira, Teixeira, Nieto-Carrillo (this issue) find
a significant proportion of zombie firms—firms that con-
tinue to stay in the market when their performance would
justify an exit—in the population of manufacturing and
services firms in Portugal, but that a recovery and transi-
tion out of the zombie status is possible when initiating a
process of restructuring, downsizing, and debt
restructuring. Coppens and Knockaert (this issue) point
out to the family as external stakeholder of firm exit: in a
sample of entrepreneurs requesting help for their distressed
ventures to a support agency in Belgium, those with no
alternative family income and with dependents in the
family household were less likely to persist in running
the business 2 years after their call for help. Overall, this
group of papers provided a relatively balanced portfolio of
articles in terms of the type of research questions related to
firm exit and type of study.

We hope that our efforts to review knowledge and to
produce a dedicated issue on firm exit will lead to
furthering our understanding of the topic. However,
there remain many opportunities for scholars to engage
more fully with firm exit, especially from an empirical
and methodological standpoint.

5 Conclusions and research agenda

We reviewed the literature on firm exit and depicted the
major thematic areas and established patterns. This re-
view has some limitations. Our query was focused on
the concept of “firm exit.” While this has allowed us to
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Table 3 The papers included in the special issue on firm exit

Authors Research question Data Types of exit ~ Main findings

Masatoshi Kato, How the survival chances of 5270 new Japanese firms from Firm exit Overall, new firms that have
Koichiro new firms with patent stock 2003 to 2013 (bankruptcy, greater patent stock are less
Onishi, and Yuji ~ vary across exit routes voluntary likely to exit by bankruptcy
Honjo (bankruptcy, voluntary liquidation, and more likely to exit by

liquidation, and merger)?

Noni Symeonidou, How performance thresholds

Dawn R.
DeTienne, and
Francesco
Chirico

Carlos Carreira,
Paulino Teixeira
and Ernesto
Nieto-Carrillo

Marius Tuft
Mathisen, Raj
Krishnan
Shankar,
Qystein
Widding, Einar
Rasmussen

Marco Grazzi,
Chiara Piccardo,
Cecilia Vergari

Karlien Coppens,
Mirjam
Knockaert

affect exit in family firms?

How can zombie firms survive

for long periods? Are they
inherently unviable? And
what are the factors that drive
zombies to recover rather
than exiting?

exit via trade sale of
research-based spin-offs?

What is the impact of patents

and trademarks, and other
firm characteristics, across
different exit modes
(involuntary and M&A)?

Under which conditions

entrepreneurs are more or less
likely to persist with their
distressed venture?

1191 US firms over the period
2008-2011 (Kauffman Firm
Survey, KFS)

273,907 Portuguese
manufacturing and services
firms covering the
2004-2017 period

What are the enabling factors of 9 trade sales of research-based

spin-offs in Norway

Around 400,000 Italian firms on Firm exit

average per year from
manufacturing, trade and
service. Period: 2005-2014;
source: Infocamere, AIDA
(Bureau Van Dijk)

231 entrepreneurs in Belgium

who called upon help from a
support agency for distressed

ventures in 2016

merger. These results are
consistent for both patent
applications and granted

and merger)

patents.
Firm exit As a result of socioemotional
(focus on benefits, family firms have

lower thresholds than
non-family firms and are thus
more willing to persist with
their businesses.

family firms)

Firm exit Most zombie firms are
(focus on “entrenched”, that is, with a
recovery of higher probability of
zombie non-transition into alternative
firms) states. However, downsizing
and restructuring, as well as
debt restructuring, are crucial
for recovering zombie firms.
Firm exit Three elements determine a
(focus on successful trade sale: 1)
trade sales) potential synergies, 2)

credible alternatives, and 3)
uncertainty reduction. These
are linked to the focal venture
but also related to the
idiosyncratic dyad with the
buyer.

Intellectual Property

(focus on instruments reduce the
involuntary probability of involuntary
exit and exit exit and M&A.

via M&A)  The relative impact changes

however with the mode of
exit: patents are more relevant
than trademarks in preventing
involuntary exit; the opposite
holds for M&A.

Individual and  Persistence is more evident for

firm exit entrepreneurs of firms with
(focus on more employees and with
entrepre- lower levels of operating
neurial debts. When the firm’s level
persistence) of operating debts increases,

the probability of persistence
decreases for entrepreneurs
with no alternative family
income and with dependent
family members.
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represent the academic debate in all instances where
scholars have referred explicitly to this concept, studies
on sibling concepts (e.g., firm survival, zombie firms)
risk being overlooked. As our review shows, research
on firm exit has advanced considerably over the past
decades, and the papers included in this special issue
witness these developments, further advancing our un-
derstanding of the phenomenon. Based on these in-
sights, we can now provide a focused set of suggestions
for future research.

The understanding of firm exit has evolved from the
view of exit as a homogenous event signaling the ter-
mination of business activity due to organizational lia-
bilities and the operating of market selection, to a vision
of exit as a heterogenous event. Exploring the sources of
heterogeneity of exits from various perspectives could
offer promising paths for future research.

Heterogeneity of forms There is now general awareness
in empirical research on firm survival, of the multiplicity
of exit routes, in contrast to a binary representation, in
which exit is implicitly the one’s complement
of survival (exit as “non-survival”). The most common
exit routes in the surveyed literature are bankruptcy,
voluntary liquidation, and M&A, with some awareness
of modes of entrepreneurial exit corresponding to IPO
and MBO (management buy-out). Future research could
identify further exit routes in a finer-grained analysis of
exit, e.g., distinguishing between motivations for volun-
tary liquidation and positioning them along a spectrum
from “failure” to success. Similarly, exit via M&A could
be situated along a continuum ranging from favorable
acquisitions paid at a premium, to asset-stripping acqui-
sitions at fire-sale prices.

Heterogeneity of meanings Firm exit has lost its pejo-
rative meaning (exit as “failure”) in view of the recog-
nition that exit events are not necessarily commercial
failures. Even outright commercial failure is being in-
creasingly emancipated from its earlier stigma, in the
eyes of scholars, investors, and policymakers, because it
does not do justice to initiatives in the category of
“worthwhile bets that were unlucky.” On the other hand,
there is increasing reluctance to equate survival to suc-
cess, pointing out that persisting “zombie firms” would
do better to exit, while acquisitions are increasingly
viewed as favorable outcomes. Market selection pro-
cesses lack empathy and may hinder experimentation
when potentially valuable but fragile firms are selected

@ Springer

out too soon. A research question could be whether
some exits are type I errors (i.e., exits of fundamentally
viable firms), in contradistinction to type II errors (in-
volving the survival of underperforming or zombie
firms).

Heterogeneity of motivations Exit is the balanced action
of multiple stakeholders, including founders, managers,
investors, and potential buyers, with different motiva-
tions and attitudes towards exit. Our review of the
literature seems to indicate that the differentiation be-
tween voluntary and involuntary exit is relatively under-
researched. What are the factors that can prolong sur-
vival by delaying voluntary exits, or convert a potential
voluntary exit into a trade sale or M&A? Is the type of
buyer important herein (e.g., differentiating between
individuals, strategic or financial buyers)? While exits
are mostly associated with independent ventures, for
which personal motivations matter, business exits are
the outcome of the strategic process of resource recon-
figuration of larger groups. What is the role of exits in
the internal selection process of large corporations?

Heterogeneity of contexts The meanings of exit routes
vary across institutional contexts. M&A is procyclical in
the USA but countercyclical in Japan, because M&A
corresponds to “rescue mergers” in Japan. Also, volun-
tary liquidation is common among Japanese SMEs be-
cause the legal consequences of bankruptcy are severe
and best avoided. Bankruptcy therefore is more com-
mon for larger Japanese firms who can pay the large,
fixed costs of the legal bankruptcy procedures, with less
personal liability for the CEO. What is the role of
selection events such as the financial crisis? The busi-
ness cycle strongly affects exit routes. Merger waves
occur during booms, and bankruptcies are probably
more common in recessions. But what about voluntary
liquidation—is this somehow cyclical? If voluntary lig-
uidation occurs independently of financial pressures
(e.g., for retirement or lifestyle reasons), then it could
be invariant to the business cycle, whereas if voluntary
liquidation is merely a last-ditch attempt to save face and
“snatch victory from the jaws of defeat,” it could be
closely linked to the business cycle.

Methodologies in exit research have advanced in
parallel to the development of an increasingly multi-
layered approach to exit. Competing risk models, de-
signed for databases with multiple exit routes (as op-
posed to a binary survival variable), are increasingly
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common. Piecewise hazard models have been applied to
model the effects of environmental jolts. Survival
econometrics could also apply techniques that can better
incorporate variables that are time-varying, thus captur-
ing the dynamic nature of exit as a process unfolding
over time rather than a sole end result.
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