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Abstract

The paper studies latent entrepreneurship across nations. There are three main
findings. Firg, large numbers of peoplein theindustrid countries say they would prefer
to be sdf-employed. Top of the internationd ranking of entrepreneurid spirit come
Poland (with 80% saying s0), Portugd and the USA; bottom of the table come
Norway (with 27% saying s0), Denmark and Russa.  Second, for individuas the
probability of preferring to be self-employed is strongly decreasing in age, while the
probability of being self-employed is strongly increasing in age. Third, we show that
sf-employed individuas have noticegbly higher job satisfaction than the employed, so
people’s expressed wish to run their business cannot easily be written off as mistaken.
We speculate on why there is so much hidden entrepreneurid spirit.



L atent Entrepreneurship Across Nations

David G Blanchflower, Andrew Oswad and Alois Stutzer

1. Introduction

It is sometimes argued that nations differ in their underlying entrepreneurid spirit. The United States, in
particular, is often sngled out as a country with an inherently large number of people who are keen to
dat firms. Europe, it is sometimes assarted, lacks entrepreneurid individuas. While some politicians
argue that Eastern Europeisin particular need of people who wish to run their own businesses, thereis
especidly little information about the potentia supply of entrepreneurs in that region of the world.

Few economists have attempted to measure entrepreneuria spirit across countries. We use newly
avallable data to create an internationd league table of what might be thought of as the Smplest measure
of entrepreneuria drive. There are obvious difficulties in attempting to measure something so subtle, but
the topic appears important.

We focus in the paper on sdlf-employment. Thisis the smplest form of entrepreneurid activity. Such
people have made a job for themsdves, and often for others. Medium-size companies tend to have
grown from a smal business organized by a sdf-employed man or woman. Sdlf-employment aso has
the advantage that it can be defined consstently across countries. Although there are people insde giant
corporations who may be entrepreneurial on certain definitions, it is not easy to know how to identify
them.

The paper is dso interested in microeconomic patterns. It examines the micro-econometric structure of
both the preference for, and the attainment of, self-employment across nations. Hence two kinds of
probit equations are estimated using data on individuas. Oneisfor being sef-employed; the other isfor
answering yes to a question asking people whether they would prefer to be sdf-employed. There are
gtrong differences in the age structure of the two equations.



Some measure of potentid or latent entrepreneurship is needed. The paper measures entrepreneuria
Spirit by using the question:

“ Quppose you were working and could choose between different kinds of jobs. Which would you
prefer:

being an employee

being sdlf-employed?”

It is possble to think of many objections to this wording (from an economist’s point of view it is vague
on the congraints under which people are assumed to make their hypothetica choice), but it has the
merit of amplicity. Moreover, because the wording is chosen deliberately to be consstent across
countries, and our concern is to produce international comparisons, some of the question’s drawbacks
are reduced. If there are biases in the question’s wording, those biases may be similar across nations

and thus il give useful cross-country information.

The question is asked in a newly released International Sociad Survey Programme data set. Information

on more than twenty countriesis available.

Individuds in ISSP are chosen randomly. They were interviewed face-to-face in a period spanning
1997 and 1998.

For the andysis reported here, the sample size is gpproximately 25,000 individuas across 23 nations.
Blanchflower (2000) and OECD (2000) look at related international self-employment datistics for
OECD countries. But information on sdf-employment preferences in the 1990s has until now been
sparse.

2. Means

Table 1 contains the mean responses by country.



To fix idess, it is clear that an economist would not expect to find a large proportion of people
answering in favour of sef-employment. The vast mgority of workers (dmaost nine out of ten, in most
nations) in the indugtrid countries are conventional employees. they draw a pay check from a firm that
someone else began. There is one smdl exception. In heavily agriculturd sectors, and nations, the
numbers of sdf-employed individuas tend to be higher; but the western democracies now have only tiny
percentages of their population in agriculture.

Moreover, the western nations have sophisticated banking systems, stock markets, and networks of
venture capitalists. On the face of it there are many opportunities to borrow to back a good idea for a
business gart-up. At the turn of the 21% century, therefore, an economist would not expect many of
those who covet a chance to be salf-employed to be thwarted in that wish.

However, the patterns in the answers are not what would have been predicted. There are apparently

many frustrated entrepreneurs.

Firg, Table 1 reveds that there is a drikingly large latent desire to be in charge of one's own business,
Even in countries at the bottom of the table, a quarter of the population say they would prefer to be sdif-
employed. This compares to an actua proportion of self-employed people in most countries of around
10%-15% of the labour force. It is interesting to wonder why so few individuas manage to trandate

their preferencesinto action.

Lack of gtart-up capitd may be one explanation, and we return to that possibility later.

Objections are certainly possble. These subjects are asked a hypothetica question, in an unredistic
setting, and their answers may therefore be unrepresentative of the truth in a practical or implementable
sense. The harshest of critics might argue that one could imagine a question ‘if you were working and

could choose between different kinds of jobs, would you prefer to be in your current job or be atop



tennis player?, and that the answers to this might aso be highly positive and yet not tdl us very much
except that people would like to earn as much as Pete Sampras.

There is probably something to this criticism. Nevertheless, our am is to capture the inherent leve of
entrepreneurid interest, not merdly the leve that is currently converted into activity. 1t would be extreme
to view these survey answers as containing no useful food for thought. Moreover, while winning
Wimbledon is beyond the scope of dmost anyone, it is not clear that the same can be said of being sdif-
employed. Almost anyone could be saf-employed if they wished (perhaps on alow income); thet is not
true of the tennis question. And as the same question is asked everywhere, the relative responses
should be meaningful.

The most compelling case, however, emerges from the structure of the answers. The numbersin Table
1 are 0 large, and information in the area sufficiently sparse, that we think it unwise to disregard
answers of this type. In the late 1990s, in these countries, the data suggest thet there is consderable
interest in the idea of being sdlf-employed.

Second, and intriguingly, there is marked variation by nation. The proportions of people who favour
sdf-employment vary from 80% to less than 30%.

Poland, Portuga and the USA top the league table. It appears that approximately three-quarters of
these nations citizens would like to manage their own business rather than work for a company as a

regular employee. These proportions seem extraordinarily large, but we smply report them.

Bottom of the league table of latent entrepreneurship come Russia, Denmark and Norway. In these
nations, roughly 30% of citizens say they are interested in being sdf-employed.

Three developing countries are in the data set but, because of their reliance on agriculture, we choose

not to include the numbers. They are Bangladesh, Cyprus and the Philippines. Sdf-employment and



expressed desire for it are both high in the three countries, but we are not confident that it is possble to
make vaid comparisons with the more heavily industrid nationsin the rest of the sample.

Emerging indudtria nations are interesting. The idea that Eastern Europe lacks potentia entrepreneurs -
- when compared to the advanced nations -- appears to be wrong. Not only, according to our data, is
Poland the country with the angle highest expressed levd of interest in sdf-employment, but Eastern
Europe is represented evenly throughout the ranking.

It isinteresting that Portugd, the US and Switzerland are so high in the table. They are famoudy among
the low-unemployment countries of the world. Politicians routindy assart that the supply of
entrepreneurid  individuas should be fostered because that raises prosperity and crestes jobs.
Disentangling cause and effect, however, is not possble in asmple andyss. Moreover, Netherlands,

for example, is near the bottom of Table 1 and yet has smdl levels of joblessness.

Japan is unexpectedly low, in the internationd ranking of desire for sdlf-employment, a number 16 in
our league table of entrepreneurid spirit. Britain ranks 14 out of the 23 nations.

For those who believe that the industridized nations need more entrepreneurs, the message of the paper
may be viewed as encouraging. Peoplein these sorts of countries have strong underlying interest in (one

form of) entrepreneuria behaviour.

3. Micro-econometric Patter ns

It is naturd to look alittle more closdy at the data. To set the scene, Table 2 presents the smplest kind
of sdf-employment probit equation. We report estimated derivatives from these modds that can be
interpreted as the effect on the probability of being sdf-employed of an infinitesma change in each
independent continuous variable and the discrete change in the probability for dummy varigbles. Table
2 takes asits sample al those in work (of any kind) in the ISSP data for 1997. Here the dependent



variable is st to one if the person reports themsalves as salf-employed and set to zero otherwise. The
sample size is approximately 16,000 people.

Country dummy variables are included in Table 2. The omitted base category is West Germany. The
dummies provide a sngpshot view of the internationd paitern of self-employment. Italy is near the top
of the ranking, for instance, while East Germany is near the bottom.

The probability of being sdf-employed is lower among highly educated workers. The tdatistic on
years of schooling is well-determined at 8.99 in the first column of Table 2. Compostiond variables on
ful-time/part-time metter.  As is known, a variable for being mae enters srongly positively in a sdf-
employment equation. Age aso enters positively, with asmal sandard error.

Table 3 contains information that would have been less eadily anticipated. It estimates for men and
women, from a sample of employees, the probability of an individud saying they would prefer to be
sdf-employed rather than work for somebody else.

Firg, age now enters Table 3's probit equation strongly negatively. In other words it has the opposte
sgn from that for age in the being-sdf-employed equation of Table 2. This means that, despite the fact
that older people are more likely to be self-employed, it is younger people who say they would prefer to
be sdf-employed.

A potentid explanation is a kind of dynamic one. As they age people smply flow into sdf-
employment. Hence those who say when young that thisis their am gradudly achieve that am. But this
cannot account for the much larger numbers asserting that salf-employment is desirable relative to the
smdl numbers who end up as sdf-employed.

Second, the structure of the country dummies is not identical to that for actud salf-employment in the
previoustable. Asin the raw cross-tabulaions of Table 1, Denmark and Norway are low in the implied

dummy-variable ranking of Table 3. Poland and Portugd are again high.



The notable feature is the contrast between age in Table 2 and in Table 3. Huge numbers of young
workers in these indudtrial countries would prefer self-employment (or at least claim that they would).
We know this from the fact that for the young the average numbers in Table 1 are an understatement --
as they are for the full sample and the age coefficient in the regression is negdtive -- of the amount of
desire to be entrepreneurial.

Our results cannot be definitive because they rely on what people say they want. Yet they seem
suggestive — leaving it naturd to think that in these nations there may be a currently unexploited supply of
entrepreneurid individuds.

Young people are apparently particularly condrained to be workers rather than run their own
busnesses. If age entered with a zero coefficient in Table 3, we could conclude that entrepreneurship
choice was uncongtrained by a person’'s age. A zero would sgnify that older workers preferred sdlf-
employment neither more nor less than the young. But that is not what the data show. As a person
becomes older it becomes easier to bresk into entrepreneurship.

4, Are People Simply Mistaken to Prefer the I dea of Self-Employment?

A traditiond economigt might reason in the following way. One possble explanation for the high
numbersin Table 1 isthat people are Smply mistaken. Perhaps they have an unredigticaly rosy view of
wha it is like to be running one's own business rather then have the comparative security of being an
employee. One reason economigts are often wary of subjective data is because people are sometimes

thought to be unable to judge what will be in their own interest.

But Table 4 provides counter evidence. It shows, using arecent sweep of the Eurobarometer Surveys,
that fedings of job satisfaction are higher among the sdf-employed. This is a rather robust finding

across the nations on which data are available.



Thisis not merdly aresult found in cross-tabulations of the typein Table 4. We have checked that job-
satisfaction regresson equations (not reported) confirm that a dummy for saf-employment enters

grongly postively.

5. OnePossible Interpretation

Why, then, are there so many frustrated entrepreneurs (especidly among the young) in economies of this

ort?

It is not easy to know what lies behind the paper's numbers, but recent research leads us to one
possibility. Economists have amassed considerable evidence that potential entrepreneurs are held back

by lack of capital.

Blanchflower and Oswad, 1998, for example, look at three kinds of evidence. Firg, the receipt of an
inheritance or gift seems to increase a typicd individua’s probability of being sdf-employed. This
emerges from British data drawn from the National Child Development Survey. NCDS traces from
birth a cohort of children born in 1958. These individuas have been followed for the whole of thar
lives. Blanchflower and Oswad find alarge association between sdf-employment and receiving money
early on. The inheritance effect is found at age 23 and 33. It is especidly large in the former and
younger group. Second, Blanchflower and Oswald (1998) report British Socia Attitudes Survey data.
Although this tells us only about one country, the survey responses were intriguing. Interviewing a
sample of those who did not become sdlf-employed but who considered it, the main explanation given

by people to the survey team was that they could not raise the art-up capital. Third, condgstent with



the tenor of these, Blanchflower and Oswald use data from the UK Nationd Survey of the Sdf-
Employed to conclude that

0] most smdl businesses are begun with own or family money,

(it) individua entrepreneurs said they had needed most help with finance, and

(i)  a the sart the Sngle biggest concern of potentia entrepreneurs was with where to obtain capitd.

Earlier work by Evans and Jovanovic (1989) and HoltzEakin, Joulfaian and Rosen (1994) drew smilar
conclusons udng different methods on US data They did not have direct evidence of capitd
congraints, but instead showed that large amounts of assets help in regressione equations to predict
trangtions into sdf-employment. Inasmilar spirit, the work of Black et d (1996) for the UK discovers
an apparently powerful role for housing prices (through its impact on equity withdrava — meaning that
those who have made capital gains by owning houses may use the capitd to art their own firms) in
affecting the supply of amdl new firms. Agan thisis suggestive of capitd condraints. Findly, Lindh and
Ohlsson (1994) adopt the Blanchflower-Oswad procedure to look for a natura experiment in which
some people receive windfdls. They focus on lottery winnings, and, by showing ta winners were

afterwards more likely to set up in business, provide complementary evidence for Sweden.

It is worth emphasizing thet this kind empirica work does not prove governments should be handing out
capitd to those who wish to go into business. The paper’ s findings are positive rather than normative.
Nevertheless, it suggests that if there is much latent entrepreneurship (and the earlier sections of the
paper imply that that is plausible), then one way to increase the numbers putting their preferences into

practice would be somehow to make it easier for such people to raise capita. The numbers in tables



like Table 1 are sufficiently high to make one doubt the view that the market is working completely

effidently here

6. Conclusions

This paper is an attempt to study entrepreneurid Spirit across nations.  Its gpproach is a smple one.
The paper uses the answers to a survey question asked of randomly sampled people in twenty-three
countries about their desire to be sdf-employed. Large dfferences are found across nations. Poland

tops the internationa ranking of latent entrepreneurid spirit. Norway is lowest.

The paper dso estimates separate probit equations for being self-employed and preferring to be self-
employed. They have interesting differences. In particular, age enters positively in the firgt equation and
negatively in the second. We show, too, that sdf-employed people have noticeably greater job
satisfaction than the employed, so Table 1's large expressed desire to be sdlf-employed cannot easily

be written off as individuas making misakes.

The latent supply of entrepreneurs thus gppears to be much larger than is commonly supposed. Our

hunch — it cannot be more than that at this juncture — is that lack of capita currently holds back millions

of potentidly entrepreneuria people in the industrid countries.
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Table 1.

Latent Entrepreneurship: An International League Table

Suppose you were working and could choose between different kinds of jobs. Which would you prefer:
being an employee

being self-employed?
% who would prefer
to be sdlf-employed N

Poland 79.9 922
Portugd 73.3 1616
USA 70.8 1071
Switzerland 64.5 2216
New Zealand 64.2 1046
West Germany 64.0 957
Ity 63.3 973
Sovenia 57.8 820
Canada 57.5 857
East Germany 56.6 389
Bulgaria 55.4 900
Hungary 49.8 1419
Israel 49.7 972
Grest Britain 451 953
France 41.8 918
Japan 40.9 1065
Span 38.9 1138
Sweden 38.8 1129
Czech Republic 36.8 961
Netherlands 36.0 2013
Russa 33.2 1409
Denmark 29.7 992
Norway 26.9 2021

N is the number of people interviewed in each nation. A sample of the whole adult population is
interviewed. The Isradl sample is for Isradi Jews only. Data for Cyprus, Bangladesh and Philippines
are omitted.

Source: 1997/8 ISSP Module on Work Orientations/ General Social Survey.
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Table 2.

All
Age .0037 (14.66)
Made 0718 (11.65)
Part-time main job .0300 (3.19)
Less than part-time .0150 (0.82)
Y ears schooling -.0079 (8.99)
Bulgaria .0495 (1.86)
Canada 1314 (4.66)
Czech Republic 0289 (1.14)
Denmark -.0479 (2.14)
East Germany -.0575 (1.83)
France -.0552 (2.41)
Great Britain 0767 (2.95)
Hungary 0762 (3.08)
Isradl - Arabs 2219 (5.59)
lsrael - Jews 1590 (5.54)
Ity 2647 (8.93)
Japan .2054 (7.65)
New Zedland 1663 (5.14)
Norway .0086 (0.42)
Poland .2601 (9.16)
Portugd 1451 (5.84)
Russa .0065 (0.29)
Sovenia .0257 (0.98)
Sweden -.0031 (0.14)
Switzerland .0356 (1.79)
USA .0806 (3.38)
N 16485
Chi® 2001.15
Log likelihood -6935.7
Pseudo R 0.1261

Source: Internationa Socid Survey Programme, 1997/8. Dummies were included, but are not reported,
for Bangladesh, Philippines and Cyprus. Excluded category West Germany.

Male

00439 (11.66)

n/a

0780 (4.25)
0064 (0.21)
.0099(7.71)
0816 (2.08)
1377 (3.36)
0329 (0.89)
0430 (1.25)
1001 (2.13)
0535 (1.52)
1427 (3.64)
0883 (2.47)
2905 (5.84)
2243 (5.55)
2454 (6.27)
1909 (5.21)
1398 (3.03)
0273 (0.90)
2978 (7.49)
1689 (4.79)
0183 (0.56)
0354 (0.92)
0270 (0.80)
0263 (0.93)
0971 (2.73)

9145
1068.48

-4386.11

0.1086

Probability of Being Self-Employed (Probit Equation)

Female
.0030 (9.02)
na
.0079 (0.83)
.0166 (0.82)
-.0055 (4.71)
.0097 (0.29)
1156 (3.12)
.0219 (0.68)
-.0481 (1.81
-.0126 (0.32)
-.0517 (1.89
.0153 (0.49)
.0569 (1.77)
-.0549 (0.81)
.0626 (1.70)
.3008 (6.51)
2169 (5.53)
.1852 (4.16)
-.0095 (0.37)
1971 (5.12)
.1095 (3.29)
-.0109 (0.39)
0123 (0.37)
-.0304 (1.15)
.0464 (1.70)
.0585 (1.94)

7336
764.93

-2501.68

0.1326

Notes. The dependent variableis 1 if self-employed and zero if employed. T-datiticsarein
parentheses. Sample conssts of workers only. Estimation procedure is dprobit in STATA.
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Table 3. Probability of Preferring to be Self-Employed (Probit Equation)

All Mde Femde
Age -.0041 (9.72) -.0043 (7.62) -.0039 (6.06)
Made 1321 (13.16) n/a n/a
Part-time main job .0204 (1.36) 0620 (2.12) .0150 (0.84)
Lessthan part-time .0619 (2.03) 1102 (2.21) .0307 (0.80)
Y ears schooling .0023 (1.52) .0038 (1.93) -.0001 (0.09)
Bulgaia .0172 (0.49) -.0456 (0.95) .0903 (1.73)
Canada -.0379 (1.08) -.1214 (2.51) 0525 (1.02)
Czech Republic -.1826 (5.50) -.2106 (4.69) -.1446 (2.95)
Denmark -.3353(11.33) -.3640 (8.74) -.2920 (7.00)
East Germany -.0252 (0.56) -.0319 (0.54) -.0123 (0.18)
France -.1697 (5.46) -.1876 (4.32) -.1349 (3.03)
Grest Britain -.1536 (4.58) -.1588 (3.34) -.1303 (2.76)
Hungary -.0374 (1.17) -.0814 (1.90) .0202 (0.43)
|sradl - Arabs -.0165 (0.32) -.1020 (1.67) .1639 (1.67)
lsrael - Jews -.1015 (2.82) -.1086 (2.21) -.0861 (1.64)
Italy .0210 (0.56) -.0314 (0.67) .1002 (1.64)
Japan -.1683 (5.00) -.2029 (4.55) -.1221 (2.40)
New Zedand 0478 (1.11) .0663 (1.13) .0356 (0.57)
Norway -.3329 (12.55) -.3330(9.13) -.3215 (8.48)
Poland 2363 (6.20) 1637 (3.13) 3148 (5.63)
Portugal 1936 (6.11) 1324 (3.12) - .2589 (5.42)
Russa -.2134(7.12) -.2668 (6.59) -.1477 (3.31)
Sovenia .0120 (0.34) -.0757 (1.59) 1137 (2.14)
Sweden -.2035 (6.61) -.2235 (5.26) -.1691 (3.81)
Switzerland 0482 (1.74) .0097 (0.27) .0955 (2.22)
USA .1390 (4.46) 1119 (2.58) 1759 (3.83)
N 11988 6359 5629
Chi? 1673.8 676.2 858.5
Log likelihood -7472.5 -4023.49 -3421.98
Pseudo R? 0.1007 0.0775 0.1115

Source: Internationa Sociad Survey Programme, 1997. Dummies were included but are not reported for
Bangladesh, Philippines and Cyprus. Excluded category West Germany.

Notes: The dependent variableis 1 if wantsto be saf-employed and zero if would prefer to be an
employee. T-gatigtics are in parentheses. Sample consists of employees only.
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Table4. Job Satisfaction of the Employed and Self-Employed (%).

Not at al Not very Fairly Very N
stisfied sidfied stisfied sisfied

a) Employees
Bdgium 0.97 597 51.58 41.48 775
Denmark 1.83 3.70 45.42 49.06 919
West Germany 4.68 10.97 52.40 31.95 889
Greece 6.37 25.22 55.59 12.82 526
Ity 512 18.31 56.95 19.62 727
Spain 4.04 16.76 56.65 22.55 757
France 4.69 13.81 61.01 20.49 862
Ireland 1.13 4.82 39.33 54.72 775
L uxembourg 241 5.75 56.62 35.22 418
Netherlands 1.42 7.24 46.92 44.41 962
Portugd 3.30 13.54 62.27 20.89 696
Gregt Britain 4.69 9.28 49.07 36.96 925
East Germany 2.05 8.57 56.61 32.77 927
Finland 1.55 5.18 62.75 30.52 903
Sweden 2.48 571 54.74 37.07 967
Audria 1.49 9.29 46.51 42.71 937
Euro 15 4.04 11.75 54.04 30.17 12965
b) Sdf-employed
Bdgium 0.39 4.56 40.92 54.13 233
Denmark 0.00 0.00 39.34 60.66 73
West Germany 1.69 10.81 38.90 48.60 135
Greece 13.09 33.64 43.55 9.73 476
Ity 1.76 6.81 52.81 38.62 301
Spain 3.02 13.65 57.55 25.78 239
France 8.03 11.80 51.96 28.21 126
Ireland 0.41 1.72 31.36 66.51 229
L uxembourg 1.49 1.92 34.23 62.36 71
Netherlands 1.13 0.79 39.48 58.60 101
Portugal 1.86 12.49 62.97 22.69 299
Gregt Britain 2.60 4.13 47.40 45.87 137
East Germany 2.02 8.17 48.50 41.31 119
Finland 224 10.10 55.81 31.84 150
Sweden 0.00 2.58 34.25 63.17 88
Audria 1.64 8.56 37.65 52.15 128
Euro 15 3.27 10.14 48.32 38.27 2905

Notes: sample conssts of those in work. All estimates are weighted. Source is Eurobarometer #44.2:
Working conditionsin the European Union, November 1995- January 1996.
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