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Foreword

The world’s population is growing at a time when traditional, stable labour markets
are shrinking. More than 1 billion people today are between 15 and 24 years of age and
nearly 40 per cent of the world’s population is below the age of 20. The ILO estimates
that 47 per cent of all unemployed persons globally are young women and men and 660
million young people will either be working or looking for work in 2015.

Decent and productive work for youth was always an important issue for the ILO
and it became a commitment of the Millennium Declaration adopted by the Heads of
State in a situation where reducing youth unemployment becomes one of the most
difficult challenges for the future. To provide valuable advice to governments, the
Secretary General of the UN Kofi Annan created the Youth Employment Network (YEN)
together with the World Bank and the ILO which also functions as Secretariat for the
network.

The present paper with the findings of the research on “Stimulating Youth
Entrepreneurship: Barriers and Incentives to Enterprise Start-ups by Young People”
continues the SEED Series on Youth and Entrepreneurship initiated in 2003 by a research
on awareness and promotion programmes in formal and non-formal education entitled
“Facilitating Youth Entrepreneurship”, thus contributing to the knowledge about creation
of youth employment opportunities through entrepreneurship development.

Becoming owner of a micro or small enterprise could be an alternative for a young
person who has an entrepreneurial mindset but also possesses some basic requirements
like skills and knowledge. Awareness about this career option, and the given enabling
environment for enterprise creation, play a crucial role for a successful start-up.

However, little research has been made until now on young entrepreneurs and the
specific barriers, on the one hand, and incentives on the other, when starting their own
enterprise. This paper helps to shed more light on the process of starting and running an
enterprise by young women or men, and also to give informed recommendations to
governments that want to use the employment creation potential of enterprises for young
people themselves and for others.

Klaus Haftendorn, Senior Specialist in SEED for SME development and global
“Know About Business” programme coordinator for enterprise education, initiated
research on this topic in order to further elaborate recommendations and to provide
guidelines for countries preparing their action plans and youth employment policy.

Particular appreciation is extended to the author of the study Dr. Ulrich Schoof who
carried out the research, analysed the data, drew the conclusions, and formulated the
recommendations.

Acknowledgement is given to Takafumi Ueda for his constructive comments on the
draft and to Annie Guyon for her editorial support.

Martin Clemensson

Team Leader

Small Enterprise Development
Programme (SEED)
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Executive summary

Reducing youth unemployment is one of the major challenges facing most
governments in the world for decades to come. With an estimated 88 million young
women and men worldwide unemployed, the need for employment creation efforts
focusing on youth is undeniable. According to a recent study conducted by the
International Labour Office (ILO), youth are generally three and a half times more likely
than adults to be unemployed. In 2015, approximately 660 million young people will
either be working or looking for work — an increase of 7.5 per cent over the 2003 figure.
While bound up with the overall employment situation, this challenge has its own specific
dimensions and therefore requires targeted responses.

Within the framework of potential efforts and strategies to boost employment and
job creation for young people, entrepreneurship is increasingly accepted as an important
means and a valuable additional strategy to create jobs and improve livelihoods and
economic independence of young people. It is an innovative approach to integrating
youth into today’s changing labour markets.

Although the crucial role played by entrepreneurship in driving economic
development and job creation is increasingly understood, there has been little effort to
look at it from a youth perspective. Young people are mostly treated as part of the general
adult population, while their specific needs and particular entrepreneurial potential as
well as their critical contribution to economic and social progress are underestimated.
Unfortunately, there is still a general lack of in-depth research and concrete data on youth
entrepreneurship, especially as it relates to different (entrepreneurial) framework
conditions and to the creation of new firms. This study seeks to address this research gap.

The study attempts to provide a clearer and more comprehensive picture of youth
entrepreneurship in general and of the concrete barriers and incentives to youth enterprise
start-ups in particular. In this context we examine a range of key constraints that impede
young people in different countries from starting and maintaining a successful business
and at the same time we identify incentives, initiatives and measures that could improve
this situation.

We hope our research findings will stimulate policy debate on the factors that foster
or impede youth entrepreneurship and the policy measures that can facilitate youth in
starting their own business. Moreover, this working paper aims to contribute to the work
of the Youth Employment Network (YEN) (Entrepreneurship Group) and to provide an
updated and complement of the first ‘roadmap’-document. Therefore, it also serves as a
directory of initiatives, programmes and instruments, being of particular benefit to
practitioners and policymakers in the field of youth employment, youth entrepreneurship
and SME development.

In Chapter 1, we explain the background to this research particularly regarding the
worldwide employment situation of young people and recent corresponding efforts and
initiatives of the international community. Moreover, we give a first indication of how
youth entrepreneurship can be a complementary strategy to fight unemployment.

In Chapter 2, we propose a definition for (youth) entrepreneurship, describe and
classify different types and forms of youth entrepreneurship and young entrepreneurs and
give an outline of the state of entrepreneurial activity and potential of young people in
different countries.

In this study we draw upon the following definition of entrepreneurship, suggested
by the authors of a scoping paper of the Australian Government.

Xi



“Entrepreneurship is the recognition of an opportunity to create value, and the process of
acting on this opportunity, whether or not it involves the formation of a new entity.” While
concepts such as “innovation” and “risk taking” in particular are usually associated with
entrepreneurship, they are not necessary to define the term.”

This broad definition encompasses different types of entrepreneurial activities young
people are attracted to. Besides economic entrepreneurship, young people are also
increasingly engaging in other entrepreneurial approaches like social entrepreneurship,
intrapreneurship, cooperatives and even public entrepreneurship.

Moreover, we present two further ways of classifying and diagnosing young
entrepreneurs, based on their age or on their level of readiness (level of skills) and
intention.

While there is still a clear lack in concrete data on youth participation in
entrepreneurial activities, the available data shows that young people are actively
involved in entrepreneurship in developed, transition and developing countries. However,
Global Entrepreneurship Monitor (GEM) data of 34 countries revealed that the levels of
activity by age groups and by motivation differ significantly across countries with
different income levels.

We observe that the percentage of young people (18-24 years) participating in
entrepreneurial and start-up activity tends to be (much) lower than those of older age
cohorts (25-34 and 35-44 years). In high-income countries, even adults between 44 and
54 years are on average more involved in entrepreneurial-related activities than young
people.

Furthermore, we note that there is clear indication for a considerable level of latent
entrepreneurship and entrepreneurial potential among young people in selected countries.
Surveys from those countries indicated a significant potential for youth entrepreneurship.

In Chapter 3, we present a range of key constraints and barriers young people face,
when starting and running a business. At the same time, we introduce potential
incentives, measures and tools to improve this situation. We take a particular look at five
factors, having a major influence on youth entrepreneurship.

Social/Cultural attitude towards youth entrepreneurship;
Entrepreneurship education;

Access to finance/start-up financing;

Administrative and regulatory framework; and
Business assistance and support.

© © © © OC

Evidence points to the need to differentiate between youth and general (or adult)
entrepreneurship. Given their limited resources, life and work experience, young people
face unique constraints and face greater barriers than older age cohorts. Moreover, the
range of barriers as well as the variety of potential methods and measures to counter them
is more extensive than of older entrepreneurs.

Though the five key-influencing factors are common to all countries, there are
national or regional variations when it comes to assess the most significant barriers and
subsequent interventions within these five fields. What might be a major hindrance at first
sight can — after subsequent research — turn out to be less important than expected. In this
regard, the real significance of the most frequently cited obstacle to entreprencurial
engagement, a lack of access to adequate finance, has to be re-evaluated.

2 FaCS, 2003 (see under Department of Family and Community Services).
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To identify the most pressing problems and constraints and to develop and
implement an appropriate combination of different measures and initiatives is the main
task of effective and comprehensive youth entrepreneurship policy measures.

In Chapter 4, we take a closer look at the latest developments and trends in the fairly
new area of youth entrepreneurship policy. In this regard, we provide a definition of this
policy area, discuss different policy perspectives and institutional approaches and outline
some general guidelines on the development and delivery of this policy field.

Drawing up on a definition by Stevenson and Lundstrém (2001), we define youth
entrepreneurship policy as:

Policy measures taken to foster entrepreneurial activity of young individuals

» Aimed at the pre-start-up?® (including entrepreneurship education), start-up and post-start-up phases of the
entrepreneurial process,

» Designed and delivered to address the areas of motivation, opportunity and skills

» With the main objective of encouraging more young people to start an entrepreneurial undertaking or venture
and at the same time to improve young people’s general employability.

This definition refers to the particular role of entrepreneurship education and
training in improving young people’s employability in changing labour markets. It
provides youth with entrepreneurial skills and attitudes, which are necessary to cope with
the general shift from traditional ’job-for-life’ careers towards ‘portfolio careers’. Thus it
improves young peoples’ general employability in today’s and tomorrow’s labour
markets.

Youth entrepreneurship policy is horizontal in nature and cuts across most other
policy areas. As its objective is to foster job creation and to contribute to economic
development and growth, it can be particularly seen from an employment and an
economic policy perspective. From an employment point of view, it is only one strategic
element that should be embedded in a broader national youth (employment) policy.
Moreover, it should be conceived in combination with increasing the quality of
employment.* From an economic perspective, YE policy should ideally be embedded in a
holistic and comprehensive entrepreneurship policy approach’ that sets a new
interrelation between itself and the more established SME policy area.

In terms of organizational structures, we suggest that YE policy should ideally be
embedded across various line-ministries coordinated by a special department or task-
force, which may be located at ministerial (cabinet) level, with the youth ministry or
within the general entrepreneurship department of a ministry for small business and
industry.® The latter may have the lead on policy development but should work in close
cooperation with several other departments, levels of government and major stakeholders.

Finally, some general guidelines and suggestions on the development and delivery
of youth entrepreneurship policy are given:

* Every country has to develop an individual, tailor-made policy approach. An
individual policy mix of (integrated) initiatives that responds to different economic,

*1L0, 2004a.
5 Lundstrom; Stevenson, 2002.

® White; Kenyon, 2001.
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social and cultural situations as well as to particular entrepreneurial framework
conditions is required.

» Investment in research, benchmarking, testing and evaluation is particularly crucial in
this area.

* YE interventions need to balance speed with scale of impact and cost of
implementation. The manifold interventions and tools to promote YE differ highly in
terms of their cost-benefit ratio and their potential impact.

» The promotion of enterprise education has to be at the heart of any YE policy.
Identifying and addressing deficiencies in this area should be a key task for every
government and country.

» The mobilisation and engagement of all major stakeholders is highly recommended.
This includes:

v" The public sector (governments at national, regional or local/municipal
level);

v' The private sector (entrepreneurs, banks, investors, small and large
companies, trade associations and unions);

v" The non-profit sector (NGOs, IOs, youth associations, YE-clubs and
networks, universities, private foundations and think tanks);

v Other stakeholders (public/private media, donor agencies, etc.).

The promotion of youth entrepreneurship offers strong possibilities for public-
private partnerships and collaboration.

* International organizations should continue to focus on innovative pilot
projects, programmes and schemes, the establishing and expanding of
international partnerships, networks and linkages between key stakeholders,
research and benchmark activities to identify best practices.

Chapter 5 provides some comments and hands-on experience from young
entrepreneurs for other young entrepreneurs or young people considering starting a
business. It might also be interesting for researchers and stakeholders of this field..

In Appendix 1, we provide a wide selection of concrete examples of initiatives,
programmes and practices, addressing the barriers and constraints within the main
influencing factors in different countries. It should serve as a directory of initiatives,
programmes and instruments, being of particular benefit to practitioners and
policymakers in the field of youth employment, youth entrepreneurship and SME
development.
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1. INTRODUCTION

“Entrepreneurship and business creation are ... a growing alternative for young people
whose age group often faces a labour market with double digit unemployment rates.
Traditional career paths and opportunities are disappearing rapidly. A growing number of
young people are taking up challenge of starting their own business and much is being
learned about how the odds for success can be improved through various types of assistance
and thr0u7gh the creation of a supportive environment.” (Juan Somavia, Director General of
the ILO).

1.1 Background

1.1.1 Reducing youth® unemployment —the youth
employment challenge

To reduce youth unemployment is one of the major global challenges for decades to
come. While bound up with the overall employment situation, this challenge has its own

dimensions and therefore requires specific responses.

Table 1: Principal labour market indicators of youth, 1993 and 2003

Youth labour force Youth Youth Ratio of
employment-to

participation rate ' . unemployment youth-to-adult
(%) populaz%n ratio rate (%) unemployment rate

1993 2003 1993 2003 1993 2003 1993 2003
World 58.8 54.9 51.9 47 1.7 144 31 35
Industrialized economies 53 51.5 449 446 154 134 2.3 23
Transition economies 476 39.9 405 324 149 186 29 24
East Asia 774 732 736 68 4.8 7 31 29
South-East Asia 58.5 56.5 533 473 88 164 39 4.8
South Asia 48 444 418 383 128 139 59 5.9
Lo merica and the 573 547 502 456 124 166 28 31
Middle East and North Africa 39.3 39.7 292 296 257 256 34 3.3
Sub-Saharan Africa 64.4 65.4 503  51.6 219 21 3.6 3.5

Source: ILO, Global Employment Trends Model, 2004.

7 Juan Somavia’s opening statement at the Second Enterprise Forum held on 5 November 1999 in
Geneva.

¥ Internationally there is no generalized definition of the term “Youth”. Each country has established
its own definition of youth based on different cultural, social and economic influences and
backgrounds (White and Kenyon, 2001, Annex 2). Within this paper, the term “Youth” is used to
refer broadly to young individuals between 15 and 34 years, though some of the research discussed
uses narrower age bands, e.g. 15-24 years (definition of the United Nations, ILO data on youth
employment), 18-24 years or 18-34 (GEM data on entrepreneurship).




With a short look at principal labour market indicators for youth, it becomes clear
that the need for employment creation efforts focussing on young people is necessary
(Table 1).’

@]

Globally, less than half of the youth available for work had jobs in 2004.

0 Global labour force participation rates for young people decreased by almost four
percentage points as a whole between 1993 and 2003, mainly the result of an
increasing number of young people attending school, staying longer in education and
training, and withdrawing from or never entering the labour force.

o The youth unemployment rate is increasing in many regions and is persistently high
throughout the world. In 2003, the youth unemployment rate reached the historical
peak of 14.4 per cent, 88 million young people or 47 per cent of the global
unemployed'® without a job.

0  Youth unemployment rates are higher than adult unemployment rates in all regions of
the world. In every country for which ILO data is available, youth unemployment
rates significantly exceed adult unemployment rates.'' The world youth to adult
unemployment ratio was 3.5 in 2003.

o In 2015, approximately 660 million young people will either be working or looking
for work — an increase of 7.5 per cent over the 2003 figure.

Ignoring the youth employment challenge imposes not only widespread unhappiness
and social discontent among youth, but also carries tremendous economic and social
costs. Youth unemployment is an immense waste of human resources that could
contribute to economic and social progress. An increase in youth employment would
have multiplier effects throughout the economy, boosting consumer demand and adding
tax revenue. The ILO estimates that halving youth unemployment from the present 14.4
to 7.2 per cent, i.e. approaching adult unemployment, would add 4,4 to 7 per cent to
global GDP. According to the ILO, the direct economic gains to society would be
matched by a reduction in expenditure to counter risky behaviour, violence and crime, as
well as social benefits in terms of reduced vulnerability and exclusion.'> Decent work can
also shift young people from social dependence to self-sufficiency and helps them escape
poverty. Last but not least it gives young people a sense of meaning and belonging and a
perspective in fulfilling their aspirations and dreams.

That is why effective pro-youth employment efforts benefit everyone in the long
run. Appropriate strategies to address the main factors affecting youth employment are
needed:"

1. Job/employment creation: Factors that influence job creation, which
encompasses aggregate demand economic growth (macroeconomic policies, appropriate

’1LO, 2005.

1% According to the resolution adopted in 1982 by the 13th International Conference of Labour
Statisticians (ICLS), the standard definition of unemployed persons is those individuals without
work, seeking work in a recent past period, and currently available for work. http://www.ilo.org.

"' The lowest ratios are currently reported by Germany, (1.1 in 2005) and Singapore (1.1 in 2000),
ILO-KILM (2005).

12110, 2004b.
B1L0, 2005.




regulations and the promotion of entrepreneurship and enterprise creation and

development).

2. Working conditions: Factors that impact on working conditions such as
legislation, regulations and the business cycle.

3. Employability: Factors that address employability, such as education and
training, work experience, labour market information and services and institutional
structures to integrate youth into the labour market.

1.1.2 Youth entrepreneurship as an avenue of
opportunity

Within the framework of potential efforts and strategies to boost employment and
job creation for young people, entrepreneurship is increasingly accepted as an important
means and a useful alternative for income generation in young people."* As traditional
job-for-life career paths become rarer, youth entrepreneurship is regarded as an additional
way of integrating youth into the labour market and overcoming poverty. Supporting this
shift in policy is the fact that in the last decade, most new formal employment has been
created in small enterprises or as self-employment.'® Given global demographic trends, it
is important that the social and economic contributions of young entrepreneurs are
recognized. Entrepreneurship can unleash the economic potential of young people.

Chigunta (2002) sums up a number of reasons for the importance of promoting
youth entrepreneurship:

0 Creating employment opportunities for self-employed youth as well as the other
young people they employ;

0 Bringing alienated and marginalized youth back into the economic mainstream
and giving them a sense of meaning and belonging;

0 Helping address some of the socio-psychological problems and delinquency that
arises from joblessness;

0 Helping youth develop new skills and experiences that can then be applied to
other challenges in life;

0 Promoting innovation and resilience in youth;

0 Promoting the revitalisation of the local community by providing valuable goods
and services;

0 Capitalising on the fact that young entrepreneurs may be particularly responsive
to new economic opportunities and trends.

Entrepreneurship and self-employment can be a source of new jobs and economic
dynamism in developed countries, and can improve youth livelihoods and economic
independence in developing countries. For young people in the informal economy, micro-
entrepreneurism is a bottom-up method for generating an income, self-reliance and a new
innovative path to earning a living and caring for oneself.'®

However, caution should be exercised so that youth entrepreneurship is not seen as
the wide-ranging solution against youth unemployment. Considering the lack of
appropriate economic conditions, the lack of market opportunities and very little

' Ryan, 2003.
5 1L0, 2004.
16 Maxwel, 2002.




consumer spending power in developing countries, the all-purpose of youth
entrepreneurship is still uncertain. As White and Kenyon (2001) put it “In certain
situations and conditions youth enterprise should not be promoted, especially when it is

only concerned with keeping young people busy”."”

Also estimates about the real potential and effectiveness of youth entrepreneurship
differ, depending on how one measures the extent of entrepreneurship, which is
inextricably linked to how it is defined and on how one assesses the particular socio-
economic conditions for youth entrepreneurship in different areas. Therefore, the
promotion of YE should still be seen as an important element/complement within a
broader youth employment policy.

1.1.3 International policy context

The challenge of creating employment for youth has meanwhile been identified as a
major priority by the international community.

In the Millennium Declaration adopted by the General Assembly in September
2000, Heads of State and Government discussed the problem of youth unemployment and
resolved to “develop and implement strategies that give young people everywhere a real
chance to find decent and productive work”.'® The ILO has strengthened its activities on
policy recommendations, programmes and tools targeting the reduction of youth
unemployment. Questions related to youth employment are treated in a number of ILO
Conventions and Recommendations and the subject has been one major topic at the
International Labour Conference in June 2005.

In 2001, the UN Secretary-General, together with the heads of the World Bank and
the ILO, set up the Youth Employment Network (YEN). The YEN is the first global
alliance under the umbrella of the ILO’s Global Employment Agenda." It brings together
policy-makers, employers and workers, young people and other stakeholders to pool their
skills, experience and knowledge in an attempt to find new, durable policy and
programme solutions to the youth employment challenge. The partnership continues to
draw its strength from a High-Level Panel of experts and practitioners, a growing group
of Lead Countries, a Youth Consultative Group and a range of active partner
organizations. The YEN also remains the driving force behind the rapidly expanding
number of countries who have prioritized youth employment through the formulation and
implementation of National Action Plans on Youth Employment (NAPs). The YEN’s
High Level Panel developed policy recommendations on youth employment and advised
that action plans on youth employment focus on four priorities — employability, equal
opportunities, entrepreneurship and employment creation (known as the “four Es”).

On these priorities, four working groups have been set up. ‘Roadmap’ documents on
each priority area have also been produced. In its roadmap the youth entrepreneurship
group stressed the importance of entrepreneurship in driving economic development and
employment creation for young people. The document outlines policy guidelines to

'” White, Kenyon, 2001, p. 5.
'® United Nations General Assembly, A/RES/55/2, 18 Sep. 2000, para. 20.

' For more information on the Global Employment Agenda please see
http://www.ilo.org/public/english/employment/empframe/practice/index.htm




reduce the impediments to young people becoming entrepreneurs and identifies what
would stimulate this process.

1.2 Objectives

The study of youth entrepreneurship is still relatively recent. Though the crucial role
played by entrepreneurship in driving economic development and job creation is
increasingly understood, there has been little effort to look at it from a youth
perspective.”’ Young people are mostly absorbed into the general adult population,
ignoring their specific needs and particular entrepreneurial potential as well as their
critical contribution to economic and social progress. Unfortunately there is still a general
lack of in-depth research and concrete data on youth entrepreneurship, especially as it
relates to different (entrepreneurial) framework conditions and to the creation of new
firms. This study aims to address this research gap.

As entrepreneurial framework conditions™ vary strongly from country to country,
young people experience different incentives and face different barriers to start a
business. Particular attention has to be paid to the differentiation between countries with
different income and development levels (or countries in economic transition),
particularly between developed, developing and least developed countries.

Further attention has to be paid to the differentiation between youth and adult
entrepreneurship. As to their age, limited life and work experience, young entrepreneurs
often face specific constraints during the start-up process that differ from those of adults.
At the same time incentives stimulating entrepreneurship often vary between these age
groups.

The purpose of this study was to obtain a clearer and more comprehensive picture of
concrete barriers and specific constraints that impede young people from starting and
running a business, and at the same time, of the incentives and stimuli that make starting
a business a viable alternative for youth. In this context, the study takes a closer look at
crucial factors for entrepreneurial engagement including:

= Social/cultural attitude towards youth entrepreneurship;
= Entrepreneurship education;

= Business support (and physical infrastructure);

= Regulatory framework conditions; and

=  Access to finance/start-up financing.

The research findings should stimulate policy debate on the factors that foster or
impede youth entrepreneurship and the policy measures that can support it. In doing so,
this working paper aims to contribute to the work of YEN Entrepreneurship Group and to
update and complement the first roadmap (document) on youth entrepreneurship. We

2 Street, Sykes, 2003.

*! Different samples including OECD countries over different time periods have attained consistent
results; increases in entrepreneurial activity tend to result in subsequent higher growth rates and in a
reduction in unemployment (Audretsch; Thurik, 2001).

2 The entrepreneurial framework conditions include the availability of financial resources for starting
new business ventures, government policies and programmes to support new business ventures, the level
of education and training for those who wish to be or already are entrepreneurs, access to professional
support service and physical infrastructure, internal market openness, as well as cultural and social norms
(GEM, 2004, p. 131




particularly intend to provide an updated source of information on the situation, strategies
and policies of youth entrepreneurship that may inspire or guide planners, practitioners
and decision-makers in this field. Within the series of ILO working papers on youth and
entrepreneurship and on skills, knowledge and employability, it follows up on the papers
by White and Kenyon (2001), Haftendorn and Salzano (2004), Axmann (2004) and
Chigunta et al. (2005).

1.3 Methodology

In order to accomplish the objectives of this study, comprehensive desk research
was combined with consultations of young entrepreneurs and close collaboration with a
broad range of stakeholders (organizations) in the area of youth entrepreneurship.

The desk research involved a review of relevant international literature relating to
youth economic and social entrepreneurship, including relevant texts and journal articles,
and other publications. The overall aim of the literature review was to summarise and
update key information relating to youth entrepreneurship in general and to crucial factors
for entrepreneurial engagement of young people in particular.

Young entrepreneurs’ perspectives have also been incorporated into the study. A
questionnaire was designed to capture and unlock local and situational knowledge and to
obtain entrepreneurs’ perceptions regarding the constraints, barriers and incentives to
business engagement.” The questionnaires served to complement the study with hands-
on experiences, interesting examples, comments and quotes of young entrepreneurs from
different countries. It should be noted that it was beyond the scope of this exercise to
undertake any sort of quantitative evaluation of this consultation. Given the small sample
size, it would be inappropriate to draw representative conclusions for the selected
countries.

Furthermore collaboration with a broad range of stakeholders in the field of youth
entrepreneurship was developed. The study was conducted in close cooperation with the
YEN and its related partner organizations, associations and networks working in the area
of entrepreneurship (e.g. IDB-Youth, YBI, Junior Chamber International, IOE, OSCE-
YES and many others). The stakeholder collaboration particularly helped to identify and
contact young entrepreneurs in different countries. Moreover, they provided actual
information on relevant entrepreneurship projects, programmes and initiatives, including
specific documents, reports and other publications worthy of inclusion in the literature
review.

> For a sample of the questionnaire, see Appendix 2.




2. YOUTH AND ENTREPRENEURSHIP

2.1 Definition of (youth) entrepreneurship

In order to investigate youth entrepreneurship and monitor and evaluate policies
designed to promote it, a definition of youth entrepreneurship is necessary. Unfortunately
there is not a generally agreed upon definition of the terms “entreprencurship”,
“entrepreneur” or “youth entrepreneurship” in the literature yet.

For the purpose of this study, we favour a behaviourally-based definition instead of
a trait-based approach.”* Thus entrepreneurship is a set of behaviours and an entrepreneur
is someone who undertakes these behaviours. Using a behavioural definition facilitates
the analyses of youth entrepreneurship, as it is easier to observe what young
entrepreneurs do and how they do it than to identify their particular “entrepreneurial”
traits and qualities — suggesting that entrepreneurship is innate, rather than something that
can be learned.

Therefore, we draw upon a definition of entrepreneurship, suggested by the authors
of a scoping paper on youth entrepreneurship in Australia:

“Entrepreneurship is the recognition of an opportunity to create value, and the process of
acting on this opportunity, whether or not it involves the formation of a new entity. While
concepts such as “innovation” and “risk taking” in particular are usually associated with
entrepreneurship, they are not necessary to define the term.””

This rather broad definition embraces the potential wider benefits of
entrepreneurship as it encompasses different entrepreneurship types (economic, social
and public entrepreneurship as well as inter-, intrapreneurship’® and co-operative
entrepreneurship) and does not constrain the concept to the process of commencing a new
venture or creating a new entity.

2.2 Types of (youth) entrepreneurship and young
entrepreneurs

“Governments at national and local level need to encourage a broad and dynamic concept of
entrepreneurship to stimulate both personal initiative and initiative in a broad variety of
organizations which include but reach beyond, the private sector: small and large enterprises,
social entrepreneurs, cooperatives, the public sector, the trade union movement and youth
organizations.” (UN Secretary-General Kofi Annan).”’

* These two approaches each feature strongly in the literature. The trait-based approach is
characterized by attempts to identify “entrepreneurial” traits and qualities and is evident, for
example, in a definition of entrepreneurship proposed by Schnurr and Newing (1997, cited in
Chigunta, 2002, p.1) as the “practical application of enterprising qualities, such as innovation,
creativity, and risk-taking into the work environment (either in self-employment or in small start-up
firms), using the appropriate skill necessary for success in that environment and culture”.

» FaCS, 2003 (see under Department of Family and Community Services).

%% Pinchot (1985) coined the term intrapreneurship to describe entrepreneurial activities inside large
organizations.

" Report to the General Assembly of the UN, A/RES/55/2, Sep. 2000, New York.




Referring to the above-cited definition, youth entrepreneurship and entrepreneurial
activity can occur in different sectors, enterprise types and businesses (branches) and this
engagement can have various reasons and motivations. In this section we try to introduce
and classify different types of youth entrepreneurship and young entrepreneurs.

2.2.1 Economic, social and public entrepreneurship

According to the definition presented in the preceding section, entrepreneurship is
the recognition of an opportunity to create value, and the process of acting on this
opportunity.

Economic and social entrepreneurship

For enterprises in the private sector (economic entrepreneurship), the main value or
outcome is wealth creation and profit generation, respectively, for those who own the
enterprise.”® As the majority of young and old entrepreneurs engage in entrepreneurship
of this type, most of the research and literature focuses on this aspect.

Another type of entrepreneurship, gathering momentum across the globe, is social
entrepreneurship. Social entrepreneurship uses entrepreneurial activity to create social
value; wealth creation is just a means to an end and a way of measuring value creation.
As Dees (2001) puts it, “For social entrepreneurs, social mission-related impact becomes
the central criterion, not wealth creation”.

Social entrepreneurs are therefore pursuing both financial self-sustainability and a
social return on investment. It does not matter whether or not the venture is run by a non-
profit or a for-profit organization, as long as it is entrepreneurial in character and directed
towards social problems or some public good.

However, social enterprises clearly differ from traditional non-profit or charitable
institutions. Socially entrepreneurial ventures focus on innovative approaches to social
problems, pursue financial self-sustainability and independence from the State, set clear
performance goals and apply proven management skills to ensure -efficiency,
effectiveness and accountability.

More and more social entrepreneurs have gained recognition in various countries
and the concept is spreading around the world and particularly among young people. This
trend is also increasingly fostered through specific programmes and initiatives.*

“Yet, the future impact of the movement lies with youth....Young people have the passion
and energy, the strategic social positioning, and the natural tendency towards problem-
solving that is a key characteristic of the entrepreneurial ‘ground-clearing’ process. If social
entrepreneurship is to bring increased efficiency and innovation to conventional
development, the most dynamic young people must actively embrace it.”*°

% Dees, 2001, p. 2.

¥ A recent study on the development of youth entrepreneurship in Latin America reveals that the
majority of entrepreneurship promotion programmes in Argentina, Bolivia, Chile, Paraguay, and
Uruguay are concerned with social entrepreneurship (IDB, 2004).

%% Shrestha, Appanah, 2005.




Public entrepreneurship

Perhaps the least recognized type of entrepreneurship is public entrepreneurship.
Though having the same characteristics as economic entrepreneurship (risk-taking,
innovation, leveraging of resources, etc.), its objectives and motivations are not purely
financially, but rather socially orientated.”’ Public entrepreneurship occurs within public
institutions and organizations and is about helping them become more responsive to their
customers, clients and communities.”” This type of entrepreneurship is increasingly
attractive for young people, working as independent consultants or collaborators on the
efficiency of a public institution or on the expansion of its services.

2.2.2 Intrapreneurship (corporate entrepreneurship)
and co-operatives

Intrapreneurship

The term “Intrapreneurship” has been coined by Pinchot (1985) to describe the
emergence of entrepreneurial activities within an existing business structure in general
and in large corporations in particular (corporate entrepreneurship). Entrepreneurial skills
are just as vital to large companies as to small business start-ups. Many large companies
are encouraging and empowering employees to be more entreprencurial and in so doing
are creating new jobs and new internal small-business-like units that may later be spun
off or integrated into other business units of the company. Today, the creation of an
enterprise culture within an existing company is increasingly regarded as crucial and
beneficial for companies that want to be more dynamic and profitable and that want to
engage with today’s young professionals, who are demanding such an environment.

Although increasingly young people are attracted to starting a business, it is clearly
not an ideal path for everybody. However, most young people are now seeking
entrepreneurial environments to work in even if they do not have the desire to create their
own enterprise. An environment and culture in which an individual can learn, develop
and contribute to the success of a business is crucial if a company wants to attract, foster
and retain young talents. Most employers are failing in this respect.

Co-operatives

Co-operatives are another particular form of enterprise in which entrepreneurial
activities are carried on for a mutual benefit and in an egalitarian fashion. A co-operative
is an autonomous association of persons united voluntarily to meet their common
economic, social, and cultural needs and aspirations through a jointly-owned and
democratically-controlled enterprise. They deliver well-being to citizens, wealth to
nations, promote entrepreneurship and participation.”* Young people are increasingly
involved in this very particular form of business.

3! Edwards et al., 2002.

32 For more detailed view on the concept, substance and impact of entrepreneurship in public sector
organizations, please see Heinonen, 2001.

3 Darby, 2004.

** European Commission, 2001.




It should be noted that this study primarily focuses on business start-ups by young
people in the field of economic and to some extent of social entrepreneurship
(Chapter 3).”

2.2.3 Categorization of young entrepreneurs

Transitional categorization

Readiness

Another approach to classify different types of young entrepreneurs is a transitional
categorization, based on significant structural differentiation in youth enterprise activities.
Studies from different countries suggest that youth entrepreneurship varies according to
age. Chigunta (2002) proposes a broad categorization into three (transitional) phases.

. Pre-entrepreneurs (in the age of 15-19 years): This is the formative stage. These

younger youth are often in transition from the security of the home or education to the
work place. But, as Curtain (2000) observes, for many young people, the transition from
education to work is not a single step of leaving the educational system and entering the
world of work.

. Budding entrepreneurs (in the age of 20-25 years): This is the growth stage. These

youth are likely to have gained some experience, skills and capital to enable them run
their own enterprises. They often face three enterprise pathways: 1) remaining stuck in
marginal activities; 2) going out of business; and 3) running successful enterprises.

. Emergent entrepreneurs (in the age of 26-29 years). This is the prime stage. With

valuable experiences in business, emergent entrepreneurs have a higher level of maturity
than youth in the lower age groups. Hence they are more likely to run more viable
enterprises than younger people.

However, this kind of categorization can only serve as a broad suggestion, as
transitions in the process of youth enterprise development will differ from country to
country and from business sector to business sector. Nonetheless, it becomes obvious that
observing and recognizing the different development stages and transitions (from school
to business and from work/business to business) is crucial for evaluating and designing
appropriate policies and straggles to foster youth entrepreneurship.

intention framework

In order to obtain a more specific view on potential young entrepreneurs, Lewis and
Massey (2003) provide a diagnostic framework for young entrepreneurs. Depending on
the level of readiness (level of skill and/or exposure to enterprise) of young people to
engage in business and the level of intention to be enterprising, the authors distinguish
four different groups of potential young entrepreneurs (Figure 1). This kind of framework
can assist researchers, planners and policy-makers to obtain a better understanding of the
particular needs of the young people as a group, and to identify appropriate methods and
promotion programmes to improve the enterprise culture in a selected country or region.

% For a current view on intrapreneurship and young people, we refer to a recent study in the UK by
Gerard Darby (2004) on behalf of the RSA-Onion Fellowship. Concerning co-operatives and young
people, we recommend a new book on “Youth reinventing co-operatives” published by the British
Columbia Institute for Co-operative Studies (BCICS, 2005), in collaboration with the International
Labour Organization, the International Co-operative Alliance and the Canadian Co-operative
Association.
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Figure 1: Diagnostic framework for young entrepreneurs

High

Readiness

Low

Group A: Enterprise able

Current status — will be an employee or
student with either business experience or
business qualifications.

Personal characteristics — likely to have
been exposed to enterprising role models
and/or had an enterprise education
experience.

Service needs — likely to require general
information and advice about business start

up.

Group B: Enterprising

Current status — will be preparing to be
self-employed, or already is self-employed.
May have business qualifications.

Personal characteristics — likely to have
self-employed parents, or prior work
experience in the same industry and had an
enterprise education experience.

Service needs — likely to require
specialized information and business
advice and/or mentoring, and the
opportunity to network with other
enterprising young people.

Group C: Pre-enterprise

Current status — will be an employee or
student

Personal characteristics — unlikely to have
been exposed to enterprising role models
and/or had an enterprise education
experience.

Service needs — likely to require exposure
to information about being enterprising and
what it takes to start a business.

Group D: Enterprise aware

Current status — will be interested in being
self-employed or already be self-employed.
Personal characteristics — likely to have
self-employed parents, prior work
experience and/or had an enterprise
education experience. May already have a
business idea.

Service needs — likely to require skill
development and information and advice
about business start-up or management.

High

Intention

Source: Lewis and Massey (2003), p. 10.

2.3 Motivations of young people to engage in

entrepreneurship

There are various reasons why young people decide to start a business, relating to
their living circumstances, their personal attitudes, preferences and objectives and their
particular interests and individual strengths. Recognizing these reasons is crucial for
understanding and stimulating youth entrepreneurship.

2.3.1 Living conditions: Necessity-vs. opportunity-
motivated entrepreneurship

“Starting up a business was the only chance to find employment and to earn my own money.
In the area where I live, unemployment is a big problem, and if you are young and educated
then it is particularly difficult to find any kind of job.” (Ana Dukanovic, young entrepreneur
from Hungary).

“The main reason of starting the business was to be my own boss and, at the same time, to
find an activity which yielded enough to live decently and that allows for economic growth.”
(Marcela Del Carmen Gutiérrez, young entrepreneur from Argentina).

The Global Entrepreneurship Monitor (GEM) study distinguishes between
opportunity-motivated entrepreneurship and necessity-motivated entrepreneurship.

11



Entrepreneurship is driven by economic necessity when there is no other alternative for
income generation or making a living. According to GEM study, necessity-driven
entrepreneurship levels in a country is associated with factors like low tax revenue as a
percentage of GDP, lower levels of participation in both secondary and tertiary education
and high levels of income disparity and low levels of social security’® That is why
especially youth in developing and low-income countries tend to engage in business out
of economic necessity (e.g. lack of employment opportunities, need to supplement
household income and poverty).”’

In contrast, opportunity-driven entrepreneurship refers to entrepreneurship that is the
result of the desire to pursue a perceived business opportunity, which is not the only
option for generating an income and making a living at a time. The level of opportunity
entrepreneurship is associated with a belief in having the skills to start a business,
knowing someone who has started a business in the last two years, seeing good business
opportunities in the future, and high business angel investment and support activity.*®
That is why opportunity entrepreneurship tends to be more dominant in the high-income
countries. However, in practice, it is fairly difficult to draw a clear separation line
between both types of entrepreneurship as both motivations often overlap.

2.3.2 Personal attitudes, self-interests and individual

strengths

Apart from living conditions, the motivations of young entrepreneurs are bound up
to their personal attitudes, preferences and objectives and their particular interests,
individual strengths and skills.

In contrast to pure economic entrepreneurs, social entrepreneurs have a strong desire
to change and improve society.”® Their motivation is often based on altruism, the need to
be true to one’s values and beliefs, the need to be socially responsible and in being a
long-term interest in the health of the local economy, environment and the community.*

Furthermore, in industrialized countries, young people cite various personal
motivations and reasons to start their own business: To be one’s own boss, to be more
independent and flexible, to pursue a new job perspective, to seek a new challenge, to
earn more money (or to become wealthy), to realize a vision or an idea, to get more
reputation and to connect a passion with the job (in order to obtain better quality of life),
to continue family traditions.

“There’s no simple answer to that — I engaged in business because: | wanted to see my funds
increasing, not melted down over time. I wanted to be my own boss and create desirable
working conditions, atmosphere and organizational culture. My family did it — I wanted to
see whether I could do it as well. | wanted to realize my ideas/vision, to connect my job with
something I did well in my private life — to advise people, help them with their needs, to
forward them the information they need and make them feel better about themselves by
supporting their creativity and market-viable ideas. I saw I was good at what I did pro bono,
and wanted to get paid for at least some of it” (Mirta Didara, young entrepreneur from
Croatia).

% GEM, 2003, 2004.

" GEM, 2004, p. 10; Chingunta, 2001; Kambewa et al., 2001.
** GEM, 2003, 2004.

%% Schuyler, 1998.

% prabhu, 1999; Henton et al., 1997.
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“Financial and personal freedom. To do what I really want instead of what 1 have to or
what other people think would be best for me.” (Kristina Horbec, young entrepreneur from
Croatia).

Finally, young people’s particular strengths and skills can be a crucial motivation
and catalyst to start a business. According to a UNECE study, some types of young
entrepreneurs can be distinguished as follows:*'

0 Technical entrepreneurs: These individuals have a strong technical orientation.
They love inventing things and developing ideas for new products. Developing
new markets and even new industries are generally the goal of those with
technical orientation. The creation of an enterprise is merely a means to
achieving their goals, not an end in itself.

0 Organization builders: Some entrepreneurs start their own businesses because
they like to build organizations. These organization builders have skills in
developing people, systems and structures.

0 Dealmakers: They enjoy making the initial deal to start a new venture and often
enjoy some start-up activities. However, unlike the organization builders, they
dislike having to manage and commit themselves to an organization over the long
run. These are people who are usually involved in financial or trade transactions.

2.4  State of entrepreneurial activity of young people

Before looking at what constrains or stimulates entrepreneurial initiatives among
youth, it helps to have some understanding of the extent to which young people are
involved in entrepreneurial activity. What are the status and potential of youth
entrepreneurship (and self-employment) within the collective and individual workforce in
different countries? How much do countries differ in terms of youth entrepreneurial
activity?

Unfortunately, there remains a clear lack of concrete data on youth participation in
entrepreneurial-related activities. Regarding the complex definition of entrepreneurship,
the assessment of entrepreneurial activity seems to be very difficult. Moreover, studies
measuring entrepreneurship often do not provide an appropriate breakdown of these data
by age. Nevertheless, some information from different surveys is available. In this
section, we try to summarize the data and to give an overview on recent tendencies and
developments.

2.4.1 GEM data on youth entrepreneurship

The Global Entrepreneurship Monitor (GEM) represents a coordinated effort to
measure, analyse and report on entrepreneurial activity in 43 countries around the world
(developed and developing countries). GEM establishes the start-up participation rate, the
new firm participation rate and the Total Entrepreneurial Activity) index on an annual
basis. It is the only data which can be used for reliable international comparisons so far.
As the data is analysed by age cohorts, gender and other criteria, they can be used for an
analysis of youth entrepreneurship.

4 UNECE, 2003.
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Total Entrepreneurial Activity (TEA) of young people

The TEA index reflects the individual efforts to create new firms. It indicates the
percentage of the labour force actively involved in setting up a company, or being the
owner/manager of a company, which is less than 42 months old. Thus it identifies
individuals among all those 18—64 years old in the human population that are active in
either the start-up (“gestation”) phase or the new firm phase.*

GEM data of 34 countries™ shows that young individuals (aged between 18 and 34)
are actively involved in entrepreneurship in every country regardless of the level of GDP
per capita (Figure 2), but the levels of activity by age groups differ significantly across
countries with different income levels. Low-income countries (those with a per capita
GDP up to $10,000) have the highest levels of entrepreneurial activity for all age groups.
In high-income countries (those with a per capita GDP over $25,000), entrepreneurial
activity is higher for all age groups than in the middle-income-countries. It also becomes
obvious that the cohort of younger adults (25-34 years) is the most active age group in
each income category, but especially in high-income countries. The group of young
people (18-25 years) is less involved in entrepreneurial activity, particularly in high-
income countries, where adults between 45 and 54 are more involved. Particularly in
developing countries, TEA rates among young people, while low compared to adults, are
significantly higher than among young people in developed countries. Apart from
different motivations (see below), different levels of participation in both secondary and
tertiary education are one reason for this tendency. In low-income countries, most young
people do not complete secondary level education and thus start a business earlier,
whereas in high-income countries education seems to be positively related to business
start-ups.

The highest TEA rates among young people (18-24 years) occurred in Latin
America (Peru, Ecuador, Argentina, Brazil) and in Uganda, Poland, Jordan and the US,
the lowest in Hungary, Hong Kong, Finland and Spain. However, in Finland, Spain,
Australia, New Zealand and Uganda, young people (18-25 years) are the least active age
group. The peak of entrepreneurial activity participation in these countries occurred in the
25-34 years age range (except Australia)," followed by the other older age cohorts.
Conversely, young people (18-24 years) are the most active group in Poland and the
second most active age group in the US, Belgium, Portugal, Ireland and Argentina (Table
2). These results are widely confirmed by the figures on start-up participation of young
people.

2 The start-up phase is the period where resources are assembled, products or services defined, a
team is organized, and the strategy for implementing the new firm is developed. The new firm phase
is the initial period after trading begins when a new initiative is in the market competing for
customers with existing firms (GEM, 2003).

# 34 GEM countries: Japan, Slovenia, Hong Kong, Belgium, Sweden, Croatia, Portugal, Hungary,
Italy, Finland, Germany, Netherlands, Spain, Denmark, South Africa, Singapore, Greece, United
Kingdom, Israel, Norway, Ireland, Poland, Canada, United States, Argentina, Brazil, Iceland, New
Zealand, Jordan, Ecuador, Uganda, Peru, France and Australia.

* In Australia, the peak of entrepreneurial activity occurs in the 35-44 years age range, closely
followed by the younger 25-34 years age group. In 2002, the peak had even shifted to the 44-54
years age range. GEM, 2002; Hindle, Rushworth, 2002.
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Figure 2: TEA (index) by age and by income group (2004)
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Source: GEM (2004) - Figures kindly provided by GEM coordination team.
Table 2: TEA by age for selected GEM countries (in percentage)
Countries 18-24 25-34 35-44 45-54 55-64 Total
Hungary 1.53 6.52 4.67 5.63 1.24 4.29
Hong Kong 1.62 4.80 4.01 1.52 1.82 2.97
Finland 2.04 7.27 6.23 3.13 2.75 4.39
Spain 240 7.53 6.61 4.24 2.60 515
Belgium 4.25 6.69 2.64 2.70 119 347
Germany 5.26 6.25 6.21 5.50 1.59 5.07
Portugal 6.60 742 2.80 1.09 1.29 3.95
New Zealand 7.70 19.58 17.67 12.89 11.09 14.67
Australia 7.81 17.36 17.63 12.08 8.46 13.38
Ireland 8.74 11.76 8.62 4.37 2.81 7.70
United States 10.38 18.81 9.89 9.51 6.86 11.33
Jordan 10.77 24.39 20.65 21.28 5.19 18.26
Poland 12.35 11.89 10.06 5.37 3.72 8.83
Brazil 12.64 17.28 14.72 10.45 7.1 13.48
Argentina 15.06 17.27 11.34 11.16 5.72 12.84
Ecuador 25.22 33.93 28.97 23.71 13.21 27.24
Uganda 27.07 39.72 29.16 28.04 31.22 31.64
Peru 41.16 44.99 4417 32.46 28.64 40.34

Source: GEM (2004) - Figures kindly provided by GEM coordination team.
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Great variability exists in the relative distribution of necessity-motivated and
opportunity-motivated entrepreneurship. GEM data gives evidence to the fact that
opportunity entrepreneurship tends to be more dominant in the high-income countries
while necessity entrepreneurship is prevalent in low-income countries. This applies
particularly for younger age groups in those countries. Regarding the young people
(18-24 years), the lowest ratios of opportunity to necessity entrepreneurship are found in
Hungary, Croatia, Uganda, Brazil and South Africa (Figure 3).

Figure 3: TEA by opportunity/necessity motivation among young people (18-24 years)
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Source: GEM (2004) - Figures kindly provided by GEM coordination team.

GEM data also shows that entrepreneurial activity still significantly varies according
to gender, with men more likely than women to be entrepreneurially engaged. These
differences are consistent across age groups and across most GEM countries. However,
particularly in the youngest age cohort (18-24 years) the differences (spread) in the ratio
of male to female entrepreneurial activity between countries are considerable. Thus in
Finland, Hungary and Portugal young women (18-24 years) are more entrepreneurially
involved than young men. On the contrary, in Norway and New Zealand young men
(18-24 years) are over five times more likely than young women to be involved in
entrepreneurial activity (Table 3). These figures appear to suggest the existence of socio-
cultural constraints, which tend to affect the participation rate of young women in
entrepreneurial activity.
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Table 3: TEA by age/gender of selected GEM countries (in percentage)

18-24 18-64

Country

Men Women Men Women
Finland 1.62 248 5.65 3N
Portugal 5.76 7.51 410 3.81
Hungary 1.45 1.62 5.13 3.48
Spain 2.51 2.29 7.38 2.91
Germany 6.94 3.49 7.00 3.08
Singapore 6.88 3.05 8.16 3.35
Jordan 14.80 6.46 22.56 13.29
Sweden 3.78 1.59 5.19 2.18
Ireland 12.27 5.07 10.40 5.00
Belgium 6.04 2.39 4.88 2.05
South Africa 5.60 210 5.73 5.07
Hong Kong 2.40 0.81 4.47 1.55
Iceland 11.73 3.88 17.51 9.52
Greece 8.99 2.89 8.65 2.90
Canada 14.05 3.33 11.53 6.14
Denmark 6.52 1.45 741 3147
Slovenia 418 0.90 3.59 1.59
Norway 8.59 1.62 10.32 3.54
New Zealand 12.95 2.29 17.23 12.09
Total (GEM 34 Countries) 8.60 5.16 9.35 5.16

Source: GEM (2005) - Figures kindly provided by GEM coordination team.

Enterprise start-up activity of young people

In the GEM Global Report, “start-ups” refers to businesses paying wages for less
than three months or not at all, and “new firms” refers to businesses that had first paid
wages more than three months ago but less than 42 months ago.

According to the GEM (2003) findings, about 16 per cent of the people reporting
start-ups are 18-24 years of age; 32 per cent are 24-34 years old. 27 per cent are 35-44
years old. 18 per cent are 45-54 years old, and 8 per cent are 55-64 years of age.*

Figure 4 shows a substantially higher proportion of start-ups reported by
younger people in the developing countries. Meanwhile it has to be noted that the
prevalence rate — the proportion of all men or women active in entrepreneurship — can
provide quite different results. A high proportion of younger people engaged in start-ups
in India. Uganda. Venezuela and Mexico might reflect a larger proportion of young
people in the population (and in the labour force) rather than a higher level of interest in
entrepreneurship.*® Vice versa, a low proportion of young people among the Japanese

* Those involved in entrepreneurship after they pass 65 years of age are too few to estimate with
accuracy with small samples (GEM, 2003, p. 29).

% As seen in Table 1, the highest youth labour force participation rates are reported by countries in
South-East Asia, Sub-Saharan Africa and Latin America.
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nascent entrepreneurs may reflect the small size of young cohort in the population itself
and not a lack of interest in entrepreneurial activity.*’

A look at the start-up participation rates of different age groups sheds more light on
this issue (Table 4).

Figure 4: Start-ups (TEA businesses) by nascent entrepreneur age (2000-2003)
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Source: GEM (2004).

Though start-up participation rate of young people (18-24 years) in Uganda (12.8
per cent) is comparatively high, the peak of start-up participation activity occurred not in
this age cohort, but in the 25-34 years age range, followed by all other older age groups.
Likewise in Jordan, New Zealand, Australia and Finland, start-up participation of young
people (18-24 years) is lower than in all other age groups (Table 4).

On the contrary, in Poland and Ireland, the peak of start-up participation activity

occurred within the youngest age cohort (18-24 years). These findings are widely
congruent with figures on total entrepreneurial activity (Table 2).

* GEM, 2003, p. 29.
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Table 4: Start-up participation rates (2004) by age and percentage (GEM country selection)

Countries 18-24 25-34 35-44 45-54 55-64 Total
Japan 0.00 1.23 0.24 0.24 0.27 0.45
Finland 0.33 3.72 4.04 2.75 1.62 2.66
Spain 1.20 2.83 2.76 1.59 1.19 2.08
Hong Kong 1.21 1.84 2.62 0.64 0.43 1.51
Hungary 1.53 4.39 2.76 3.15 0.80 2.73
Belgium 2.93 3.70 1.80 2.00 0.74 2.21
Portugal 2.93 3,52 2.80 0.00 1.29 2.18
South Africa 3.30 4,06 5.02 3.69 2.67 3.88
Germany 374 4.62 4.05 3.30 1.05 3.39
New Zealand 511 10.73 9.99 6.38 7.90 8.39
Australia 512 10.37 10.57 6.47 577 8.03
Brazil 513 4.99 6.39 417 2.73 4.98
Ireland 6.56 6.24 3.81 3.10 1.37 4.39
United States 6.72 13.62 6.06 6.02 4,06 147
Poland 6.73 3.61 4.88 2.68 1.71 3.92
Jordan 6.87 13.70 12.07 10.79 2.10 10.38
Argentina 9.94 12.86 6.90 9.15 4.37 9.15
Uganda 12.88 19.33 14.85 17.46 17.90 16.01
Ecuador 18.95 19.77 17.68 12.38 8.01 16.91
Peru 32.68 3547 34.01 23.87 22.31 31.36
Total (34) 4.49 5.32 4.75 3.34 1.89 4.07

Source: GEM (2004) - Figures kindly provided by GEM coordination team.

2.5 Potential for youth entrepreneurship

What can be said about the potential for youth entrepreneurship? What percentage of

young people could become or succeed as an entrepreneur?

In view of the rather broad definition of entrepreneurship, an investigation of the
potential for youth entreprencurial activity seems to be quite difficult. The various
influences on, and factors for, entrepreneurial engagement complicate accurate
assessments. While there are some surveys on actual entry and new business
establishment by young people, there are very few studies that consider entrepreneurial

potential.

However, first and foremost, it is clear and widely agreed that not all young persons

can succeed as entrepreneurs (XV Malente Symposium).*®

According to a fairly optimistic estimate done by Youth Business International
(YBI), at least 20 per cent of the approximately 300 million worldwide unemployed and
underemployed young people (aged 16 to 30 years) have the potential to become
entrepreneurs, but less than 5 per cent do. Research carried out by The Princes Scottish
Youth Business Trust by MORI in 1993 found that 20 per cent of 18-30 year olds had the
potential to become entrepreneurs. The experience of the 12 accredited YBI programmes
and partners working with young entrepreneurs has agreed this is an acceptable indicative

figure. However, further research is required to refine this figure.

* GTZ/YEN/Draeger Foundation, 2004.
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2.5.1 Latent entrepreneurship of young people

The results from national and international surveys on attitudes towards
entrepreneurial activity can also provide (at least) an indication of the potential for youth
entrepreneurship, in terms of the proportion of young people who indicate that they desire
or envisage to become an entrepreneur or self-employed (“latent entrepreneurship”).*’ Of
course, being self-employed is not synonymous with being an entrepreneur. Nonetheless,
surveys and statistics focussing on the proportion of people who are or want to become
self-employed are likely to be an indication for the potential of entrepreneurial activity.

Flash Eurobarometer Entrepreneurship

The Flash Eurobarometer survey on entrepreneurship is conducted on behalf of the
European Commission (DG “Enterprise”) on an annual basis. It compares European
opinions and attitudes towards entrepreneurship and self-employment with those of non-
European countries, especially the United States. The last survey (2004) covers for the
first time all 25 EU-Member States plus the USA, Iceland, Liechtenstein and Norway. A
total of 21,051 people were interviewed by telephone for this survey. As the survey data
are analysed by age, gender, education and other characteristics, they can be used for an
indication on the potential for youth entrepreneurship or latent youth entrepreneurship
respectively.

In response to the question “Suppose you could choose between different kinds of
jobs, which one would you prefer: being self-employed or being an employee?” the
majority of Europeans answered that they would prefer employee to self-employed status.
Compared to the EU average of 45 per cent, as much as 61 per cent of US citizens would
prefer to be self-employed (Figure 5). It is interesting to note how the preference for
self-employment varies according to the socio-demographic characteristics of citizens in
the European Union. A break down of the data by age cohorts reveals that younger
Europeans (15-24 years) are surprisingly much more tempted than older people by the
idea of becoming self-employed. A majority (55 per cent) of them would prefer to be
self-employed. This preference tends to diminish with age. Moreover, again 55 per cent
of younger Europeans (15-24 years) find it personally desirable to become self-employed
within the next five years, compared with only 41 per cent for people aged between 25
and 39. Likewise the assessed feasibility of becoming self-employed within the next five
years decreases strongly with age.

¥ “Latent entrepreneurship is measured by the probability of a declared preference for self-
employment over employment. Other than demographic variables such as gender, age and education
level, the set of explanatory variables includes country specific effects, the perception by
respondents of administrative complexities and of availability of financial support and a rough
measure of risk tolerance.” (Thurik; Grilo, 2005, p. 3).

%0 It has to be noted that the results differ considerably between Member-States. The preference rate
for self-employment ranges from 28 per cent in Finland to 62 per cent in Portugal. (Flash
Eurobarometer, 2004, p. 7).
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Figure 5: Europeans’ preference to become self-employed (by age and in percentage) 2000-2004

75%

70%

65%

60% S
\/‘\\ 15-24 years
55% —#—25-39 years

40-54 years

55 &+ years
—¥—EU-15

USA

50%

45% Se— —
\ /4\'

40%

35%

30%

2000 2001 2002 2003 2004

15-24 years 60% 57% 58% 57% 55%
—8—25-39 years 51% 49% 46% 47% 45%
40-54 years 50% 45% 44% 44% 42%

55 &+ years 49% 45% 38% 45% 41%
—¥—EU-15 51% 48% 45% 47% 45%
USA 69% 59% 67% 59% 61%

*The results by age cohorts in 2004 refer to people in the EU (25) instead of EU (15).
Source: Flash Eurobarometer (2000-2004).

The survey also suggests that younger people are more inclined than older people to
be thinking about setting up a business. The proportion varies from 6 per cent among
those “aged 55 and over” to 27 per cent in the “15-24” age group.

In a nutshell, evidence from the last five Eurobarometer surveys (2000-2004) shows
that the youngest European respondents seem to have a higher entrepreneurial preference
than older people (Figure 4). They are more tempted by the idea of becoming self-
employed and more interested in start-ups. With age this interest becomes less marked.
These results suggest that there is a considerable potential for youth entrepreneurship in
Europe.

Other surveys conducted in the US, Australia and New Zealand (and Africa)’' reveal
also very positive attitudes of young people towards self-employment and
entrepreneurship.

In 1999, Walstad and Kourilsky researched attitudes toward entreprencurship
amongst 14-19 year olds in the United States. They found nearly 70 per cent of their
respondents ““...want to control their own destinies by becoming entrepreneurs. Many of
the same teens say they know little about how to become their own boss. But, if given the

3! According to Chigunta et al. (2005) attitudes of young people in Africa towards self-employment
vary from country to country, mainly depending on economic, social, political and historical factors.
Fieldwork experiences in countries like South Africa and Zambia differ. Whereas many young
people in South Africa see self-employment as a “stop-gap” measure as they look for formal
employment, Chigunta (2003) revealed in a survey of Zambian youth that the majority of young
people (51.5 per cent) in the sample wanted to start their own business in the informal sector
(Chigunta et al., 2005, p. 161).
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choice, a majority of youth would rather be the owner of a small business than the
manager of a large corporation.”

In 2001, Sergeant and Crawford conducted a national youth entrepreneurship
attitude survey in Australia with 784 Australians aged 15 to 24 years. According to the
survey, around two thirds (68.2 per cent) of respondents indicated that they would like to
start their own business at some stage in the future.”

Furthermore, in 2004, Kalafaltelis and McMillen conducted a quantitative
benchmark survey on youth attitudes towards entrepreneurship in New Zealand. The
survey revealed that over three-quarters of young people (79 per cent) would like to ‘start
up’ or own their own business. Young peoples’ preference for setting up a business is
somewhat at odds with more wary and disinterested adult New Zealanders. In an earlier
BRC-research (2003), only 38 per cent of the general population said they had considered
starting up or buying an existing business.™

Survey results give an indication for a significant potential for youth
entrepreneurship in these countries. Moreover, it is interesting to observe that comparably
low levels of entrepreneurial activity (measured in TEA index) of younger people (18-24
years) — compared to higher levels/rates in all other age groups — in countries like
Australia or New Zealand do not necessarily reflect less interest in entrepreneurship
among youth.

Then what are the factors affecting youth entrepreneurship in these countries? What
are the influences encouraging or restraining young people from engaging in business?
These questions will be explored in the next chapter.

>2 Walstad; Kourilsky, 1999.
>3 Sergeant; Crawford, 2001.
> Kalafaltelis; McMillen, 2004.
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3. BARRIERS AND INCENTIVES TO
ENTERPRISE START-UPS BY YOUNG
PEOPLE

In this section, we examine a range of key constraints and barriers to youth
entrepreneurship in general and to enterprise start-ups by young people in particular. At
the same time, we present incentives, strategies and tools that make or could make
starting a business a more viable alternative and easier for youth. We take a particular
look at five crucial factors for entrepreneurial engagement that should be addressed by
appropriate programmes to foster youth entrepreneurship. This includes:

Social and cultural attitude towards youth entrepreneurship;
Entrepreneurship education;

Access to finance/Start-up financing;

Administrative and regulatory framework; and

Business assistance and support.

e

For each of these factors we outline the key deficiencies, constraints and
impediments for young people. Next we attempt to pool the major programmes,
initiatives and practices being used in different countries to overcome these barriers.
Some concrete examples (for these practices and initiatives) are presented in text boxes
and further examples are provided in Appendix 1.

Figure 6: Factors that influence youth entrepreneurship
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3.1

Social and cultural attitude towards youth
entrepreneurship

As cultural and social backgrounds influence an individuals’ approach to life, they
similarly influence entrepreneurial activity and enterprise culture.” Gibb (1988) defined
an enterprise culture as “set of attitudes, values and beliefs operating within a particular
community or environment that lead to both “enterprising” behaviour and aspiration
towards self-employment.”

Researchers have long realized that cultural attitudes influence the entrepreneurial
activities of a population, a country, region or ethnic group and that the interaction
between culture and entrepreneurship is stronger in the case of some groups than others.”®
Thus cultural differences between nations are increasingly understood as an important
determinant of a nation’s level of economic and entrepreneurial development.”” A cultural
environment in which entrepreneurship is respected and valued, and in which business
failure is treated as a useful learning experience rather than a source of stigma, will
generally be more conductive to entrepreneurship.”™

But what are the key cultural and social influences affecting entrepreneurship in
general and youth entrepreneurship in particular? What influences are encouraging or
restraining young people from engaging in business?

3.1.1 Social and cultural influences affecting (youth)

entrepreneurship

The role of religion, cultural values, beliefs and behaviours

Religion — as one cultural aspect — and enterprise have a complex interdependent
relation.” Religion, since it can shape the values and beliefs of a person, can have an
influence on entrepreneurial behaviour in general and the nature and the type of business
as well as women’s participation in business in particular. However, recent studies on the
influence of religion on business provide anecdotal evidence that faith does not exert as
important an influence as might be expected on entrepreneurial behaviour.*® Carswell and
Rolland (2004) show that there is no correlation between increasing ethnic diversity and
associated religious value systems and a reduction of business start-up rate. However,
there is still a general lack of in-depth research on the relation between religion and
economic and social entrepreneurship. In this context, an analysis of the relationship
between religion and social entrepreneurial activity would be particularly interesting.

> On 17 June 1998, the International Labour Conference adopted Recommendation No. 189
concerning the General Conditions to Stimulate Job Creation in Small and Medium-sized
Enterprises. An important issue of the Recommendation is recognition by the ILO member States
present in the ILC of the importance of social and cultural influences on entrepreneurship and the
formation of new enterprises.

*0 Birley, 1987; McGrath et al., 1992; Kreiser et al., 2001; Hofstede, 1980.
°7 McGrath et al., 1992; Mueller, Thomas, 2001; GEM, 2004.

** OECD, 1998.

% Carswell; Rolland, 2004.

% Basu, 2002.
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As already mentioned, culture is the system of collective values that distinguishes
the member of one group from another.”” Hofstede conducted perhaps the most
commonly employed approach to understand on how values in the workplace are
influenced by culture. He developed a model that isolates four primary dimensions to
differentiate cultures (“uncertainty avoidance”, “individualism”, “masculinity” and
“power distance”).”” These values again have an influence on individual’s needs and
motives (e.g. for achievement. affiliation or the pursuit of individual and social goals) and
their beliefs, behaviour and orientation (e.g. risk-taking. proactive-ness and self-
efficacy).” Therefore, differences in these values may have an influence on
entrepreneurial behaviour and the decision of whether or not to become an entrepreneur.

For example, uncertainty avoidance or acceptance in a culture is strongly linked to
the level of risk-taking and proactive-ness of an individual or an organization. Individuals
(like entrepreneurs) with a high need for achievement, such as those in uncertainty
accepting societies, will be more willing to take risks than individuals in uncertainty
avoiding societies.”* This can partly explain why, for example, Americans are more
entrepreneurial than Europeans. The Eurobarometer (2004) reveals that Americans
(young and old) show less risk aversion to engage in entrepreneurship than Europeans.
The survey shows that a regular income and job stability is more important for Europeans
than for Americans. The fear of failure also preoccupies Europeans. Half of the
interviewed Europeans agreed that you should not set up a business if it is likely to fail,
compared with only one-third of Americans. However, the figures vary widely among EU
Member States. Europeans also tend to be more worried by the possibility of bankruptcy
(45 per cent) or of losing their property (35 per cent) if their businesses fail. Americans
show far less fear for these dangers (36 per cent and 21 per cent, respectively).®®

“Masculinity”, “power distance” and “individualism” are also linked to
entrepreneurial behaviour. Different levels of individualism and power distance
(hierarchies) can partly explain the differences in entrepreneurial activity among Japan,
Europe and the USA. Hierarchies for example still remain far more important to the

! Hofstede, 1980; Mueller, Thomas, 2001.
62

0 Uncertainty avoidance measures the ability of a society to deal with the inherent ambiguities
and complexities of life. Cultures that are high in uncertainty avoidance rely heavily on written
rules and regulations, embrace formal structures as a way of coping with uncertainty, and have
very little tolerance for ambiguity and change.

o0 Individualism describes the relationship that exists between the individual and the collectivity
in a culture. Societies high in individualism value freedom and autonomy, view results as
coming from individual (and not group) achievements, and place the interests of the individual
over the interests of the group.

0 Masculinity is primarily concerned with the level of aggression and assertiveness present in a
culture. Highly masculine cultures place a high emphasis on assertive and ostentatious
behaviour, material goods and prestige are highly sought after, individuals tend to exhibit a
high need for achievement, and organizations are more willing to engage in industrial conflict.

0 Power distance is "a measure of the interpersonal power or influence between B (the boss) and
S (the subordinate) as perceived by the least powerful of the two S (the subordinate)"
(Hofstede, 1980, pp. 70-71). In high power distance cultures, there is an unequal distribution of
power, strong hierarchies and control mechanism are present, there is less communication
among organizational levels, and an emphasis is placed on subordinates being differential and
obedient to those in positions of power Kreiser et al., 2003).

% Hayton et al., 2002.
% Kreiser et al., 2003.

% European Commission, 2004a, pp. 1-2.
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Japanese culture than they are in the US or in Europe, whereas individualism has more of
tradition in Europe and particularly in the US than it has in Japan. This means that an
individual decision to start-up a business or simply to run a business differently might be
accepted more willingly in Europe and even more in the US.%

“Essential is a change of paradigm which will be difficult here in former communistic
country where people are still used to the fact that state will take care of them, meaning that
actually a small number of tax payers have to pay high taxes and costs of big number of non-
tax payers.” (Kristina Horbec, young entrepreneur from Croatia).

The social legitimacy and perception of entrepreneurship

Cultural values can have an important influence on entrepreneurial behaviour.
However, that does not imply that they are enough to cause or to inhibit the rise of
entrepreneurial activity. Social perceptions and perceived legitimacy of entrepreneurship
are also an important factor in helping of hindering entrepreneurial behaviour. According
to Wilken (1979), the degree of approval or disapproval of business activity will
influence its emergence and characteristics, being favoured by those environments in
which entrepreneurs enjoy greater legitimacy.

How young individuals perceive entrepreneurship depends particularly upon:

a) Their personal environment.

b) Their individual awareness and familiarity with the concept of entrepreneurship;
and

¢) The general reputation, acceptance and credibility of entrepreneurs in society.

“Generally, I didn’t feel extremely encouraged by my environment, and — having all the
doubts, preservations and fears in my mind — I would definitely use additional support.
Comments from people who found out about my business venture could mostly be classified
in 3 groups: (1) “Wow, she owns a business — she must be earning a lot of money!” — Their
other words and their faces are telling me how they are calculating my profits and budgeting
my money in their heads. (2) “She decided to run a business — I am wondering if she’ll make
it”. (3) “Good for you. I wish you success — may I be of any help?” — comments by very few
people I knew prior to starting a business, and by most of the people I met the first time
when promoting my products and services. That’s why I promote my business mostly to
people I don’t know, and about 80 per cent of those I know are still left in the dark about
what I do and how I am doing.” (Mirta Didara, Croatia).

a) The role of the personal environment (family,
parents, relatives and friends a.o.)

Parents, relatives and friends can have a crucial influence on young people’s
opinions about entrepreneurship, playing a strong role in imparting positive or negative
views of business. Family background, in particular, plays an important role in the
formation of a mindset open to self-employment and entrepreneurship. Some studies
suggest that overall family background seems to play a more important role in the
entrepregeurial attitude of students than general cultural variables associated with the
country.

% De, 2001.
87 Postigo et al., 2003.
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A national survey of young adults in the US found that there was a strong
relationship between having a role model in the form of a parent, family member, or
friend, and expecting to own a business in the future.®®

The Eurobarometer survey results (2004) confirm this observation. Interviewees
with self-employed parents are more entreprencurial minded (52 per cent) than those
whose parents are both employees (42 per cent).

“Accounting was a family business. My parents are both economists and it was natural that [
would enrol at the faculty of economics” (Young entrepreneur from Bosnia-Herzegovina).

A quantitative benchmark survey (conducted in 2004) on entrepreneurship culture
among young people in New Zealand also provides strong evidence that parents are a key
influencer. Well over three quarters of all interviewees (85 per cent) claimed that their
parents had influenced their opinions about business, and in most cases they claimed they
have been influenced positively (75 per cent). Noted also that approximately one-third of
young people (35 per cent) reported their parent/caregiver owned a business.”

Regarding these results, it becomes clear that a better part of young entrepreneurs
would not have started up their business without the backing and support of their family.

However, for some societies, entreprencurship remains undervalued compared to,
for example, a career in medicine, law, with a large corporation or with government. In
these societies, perceptions remain that family sacrifices made to help young people gain
a high level of education are not repaid if they become self-employed.”” Often
entrepreneurship may be seen as an inappropriate career choice whose risk and instability
may have social consequences. For example, anecdotal evidence from Sri Lanka suggests
that careers in government are favoured over entrepreneurship despite the lower wages
because the stability and prestige associated with a civil service job allows young men
and women to negotiate better terms of marriage.

“My closest friends and family gave me a strong support in my endeavour to start a private
business, but they have also been telling me constantly how risky it is to start any kind of
business today, and especially a business related to providing tourist services. I did not have
any support from society — if it is about support from the local community, although in
periods of crisis in my business I have addressed them for help.” (Ana Dukanovic, young
entrepreneur from Hungary).

b) Success, reputation and credibility of (young)
entrepreneurs in society (corruption,
competition, informal economy)

The image, reputation and credibility of entrepreneurs in a society can also have a
crucial influence on young people’s attitude to entrepreneurship and on their decision to
start up their own enterprise. The appreciation and assessment of entrepreneurs can range
from them being regarded as successful, honest, courageous, independent and innovative
people who create jobs (“the economic DNA”)"" and have a clear sense of social justice to
being perceived as ruthless, dishonest and selfish people who destroy more jobs than they
create through overt risk taking and who use their skills and abilities in ways that are not

% Development Associates, 1993.
% Kalafaltelis; McMillen, 2004.
0 Street; Sykes, 2003.

"' EU-Commissioner G. Verheugen, in European Commission (2004a).
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always or completely socially acceptable (lack of honesty or sense of social justice). It is
not by accident that young people in countries with a high level of opportunity
entrepreneurial activity, like Australia, Canada and the US entrepreneurs are generally
seen in more favourable light than for example in some transition countries in Eastern
Europe. High levels of ethical misconduct like corruption and favouritism often imperil
the acceptance of entrepreneurship in general and the reputation of entrepreneurs in
particular.”

“It seems to me that generally speaking business people are seen as shady
characters. This can be attributed to the fact that the general public does not believe that
meritocracy is the system at work here in Croatia. Consequently, all business people are
assumed to acquire business through dubious, if not “illegal networking...... The social
environment is such that small business ventures are still perceived as overly risky
activities where drawbacks outweigh its benefits.” (Young entrepreneur from Croatia).

“Regarding the opinion of young people that [ know about entrepreneurship, I have to say
that it is very negative. Because of the difficult material situation of citizens, both at local
and state levels, young people think that starting a private business is actually doomed.
Maybe that is a result of the fact that there is a very small number of young people who are
successful entrepreneurs, and that is also considered as unsuccessful way of doing business
or it is the consequence of comprehending the reality in all social and economic parts of
life.” (Ana Dukanovic, young entrepreneur from Hungary).

Young people, willing to engage in business, have additionally to cope with the
particular reputation and stereotypes given to young entrepreneurs in society and in the
business world. Due to their limited life and work experience, young entrepreneurs are
often not taken seriously by older colleagues or business contacts. According to a
Barclays Bank Survey in the UK, ‘not being taken seriously’ and ‘age discrimination by
suppliers or customers’ are two of the biggest problems experienced by young
entrepreneurs in the course of running a business. They are perceived as being a greater
problem than difficulties in attracting funding.

Table 5: Problems experienced by young entrepreneurs in the course of running a business (in percentage)

e  Not being taken seriously by colleagues or business contacts 44
e  Age discrimination by suppliers or customers 36
o Difficulties in attracting funding to the business 30
e  