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Preface

For many years, local elected officials and development practitioners have
tried to stimulate business activity in their areas. Retention and attraction of
businesses, especially industrial firms, have been popular approaches. In-
creased competition from off-shore locations and the smaller number of
large firms that relocate, however, have brought pressures to find other
strategies, especially in rural areas.

While starting and promoting small businesses has been recognized as an
important development strategy for more than a quarter century, in the past
decade more attention has been paid to creating a local climate that pro-
motes entrepreneurship. More research has been devoted to identifying
people, including youth, with entrepreneurship potential, creating a system
in which education and technical assistance is available to entrepreneurs at
all experience levels, and developing financing alternatives when traditional
sources are not available.

A huge literature on entrepreneurship topics has developed in recent
years as various disciplines have studied this issue. This literature is some-
times conflicting and confusing to practitioners and students alike. Schol-
ars and practitioners come to the issue from different perspectives and im-
mediate need for application that can widen the gap in discussions of
entrepreneurship.

This book is intended to assemble current thinking on important aspects
of entrepreneurship as it relates to use as a local economic development
strategy. Important concepts are presented initially followed by practical ex-
amples of places that have successfully applied the principles. We certainly
have not exhausted the important topics; rather, we have tried to organized
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the discussions in such a way that students and practitioners can evaluate
whether an entrepreneurship strategy is suitable in their community.
Many people have contributed to this project. Dr. Joseph Rallo, Provost
and Academic Vice-President, Western Illinois University, provided seed
money for the project and supported the endeavor throughout. Karen
Poncin, Illinois Institute for Rural Affairs (IIRA), handled the editing and
manuscript preparation tasks. Karin Spader, Lori A. Sutton, and other mem-
bers of the IIRA assisted with the process in many ways. Without the help
of these individuals and others, this project could not have been completed.

—Norman Walzer
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Introduction and Overview

Norman Walzer and Adee Athiyaman

Finding and implementing successful local economic development strate-
gies, especially in rural areas, has become more important in recent years as
local officials struggle to stimulate stagnant or declining economies and
stem population losses. Rural areas, in general, have experienced a signifi-
cant restructuring as higher paying manufacturing jobs are replaced by
lower-paying service jobs (Walzer 2003). While local development practi-
tioners are concerned about these changes, they all too often have neither
the staff nor expertise to mount a successful business recruiting campaign
and find it hard to compete with larger centers for relocation jobs.

High school graduates leave rural areas for better employment opportu-
nities and there are too few high-paying economic opportunities to bring
them back to their home areas later in life (Goetz and Rupasingha 2005).
While they realize that youth represent the future of rural communities and
their ability to prosper, or at least survive, rural community leaders and de-
velopment practitioners are often unsure how to change the local economic
climate and policies to successfully deal with this issue.

Rural communities often pursue policies or strategies that were success-
ful in the past, hoping that these efforts will succeed in the future. Indus-
trial attraction practices, based on offering low-cost sites and wages, at-
tracted many businesses and jobs in earlier times. However, this approach
is becoming less effective now because of even lower costs in offshore loca-
tions and increased competition among states to lure the relatively few large
businesses seeking to relocate.

Promoting small business start-ups and development has been recognized
as a strategy for many years following research showing that a majority of the
employment growth was in small companies. An aging population in rural

1



2 Norman Walzer and Adee Athiyaman

areas and smaller markets than in large regional centers can mean less inter-
est and fewer opportunities for business starts. Young families have migrated
to larger centers which, in and of itself, can mean a smaller pool of potential
people interested in starting businesses.

At the same time, an in-migration of early retirees with considerable
wealth and growing numbers of foreign-born populations can offer poten-
tial opportunities for new part-time business ventures either directly or
through financial investment. Hispanics and other groups with limited in-
comes may be survival entrepreneurs if they can access capital to start an en-
terprise.

The importance of small businesses in generating employment in rural
areas is well-known (Bruce et al. 2007). For many years, large corporations
have not grown at rates sufficient to propel national and local economies.
Birch and others documented the employment increases contributed by
small businesses laying the groundwork for supporting this group as a de-
velopment strategy since the 1980s (Birch 1987; Acs and Armington 2005;
Shaffer 2002, 2006).

The changing economic environment, combined with increased pres-
sures on rural areas to replace lost jobs or create additional jobs, forced lo-
cal development practitioners to seek alternative strategies. Entrepreneur-
ship as a development strategy is one such approach that has become
prominent especially in the past decade as practitioners recognize the lim-
ited number of firms relocating and the resulting competition for these
businesses.

BACKGROUND RESEARCH

The importance of entrepreneurship in business and regional development
can be traced to Schumpeter and others early in the twentieth century
(Schumpeter 1934; Wilkens 1979) but research on entrepreneurship has
grown rapidly in recent years (Low 2001; Schenkel 2006). For instance, a
survey of the Academy of Management Journal shows more articles published
on entrepreneurship since 2000 than in all previous periods combined (Ire-
land, Reutzel, and Webb 2005). The recent growth in entrepreneurship re-
search raises the question of “how the field got a start,” and “why the sud-
den interest in the study of entrepreneurship?” The next several pages
briefly summarize major research directions leading to the current interest.

Economic changes in the late eighteenth century to the mid-nineteenth
century with the growth of industry from agriculture to shop assembly fos-
tered the role of entrepreneurs in assembling capital and organizing pro-
duction processes (McDaniel 2005). Classical economists such as Ricardo
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and Malthus writing during this period analyzed economic growth through
a dynamic lens involving the effects of capital accumulation and popula-
tion growth (Harrod 1948). While this dynamic conceptualization of
economies left room to study efforts by entrepreneurs, for example, in pro-
ducing new products to satisfy the needs of a growing population, later
economists especially in the Marginal Utility School, posited little direct
role for entrepreneurs in the conditions for economic equilibrium (Dem-
setz 1997).

Schumpeter’s (1934) theory of economic development revived interest in
dynamic accounts of economic growth. In this view, economic develop-
ment starts endogenously with entrepreneurs who destroy the static eco-
nomic equilibrium by introducing innovations in the market place.

According to Soltow (1968), the first academic effort to study entrepre-
neurship began in the late 1920s with N. S. B. Gras pioneering the “busi-
ness history studies” at Harvard University. Although several valuable works
such as the study of Standard Oil emerged under Gras's leadership, the fo-
cus in the 1940s shifted from entrepreneurship to business policy studies
and management of individual firms.

The interest in entrepreneurship was revived again in 1948 with the cre-
ation of the Research Center in Entrepreneurial History at Harvard. Under
the direction of A. H. Cole, the Center approached the study of entrepre-
neurship from a multidisciplinary perspective with concepts drawn from
economics, sociology, and history. For instance, the sociological concepts of
social role and social sanction were used to understand the behavior of en-
trepreneurs guided by societal norms (Research Center in Entrepreneurial
History 1949).

Evans (1949) summarized the then seminal developments in the field by
highlighting the motives of an entrepreneur (for example, adventure) and
the actions resulting from the motives (for example, innovative products).
Specifically, the motivating forces include financial security (triggered by fear
of bankruptcy or fear of financial embarrassment), adventure (joy of creat-
ing), and power (being one’s own master; controlling one’s own destiny).

Generalizations about entrepreneurial behavior based on past research
can be organized into seven topics as follows:

1. Division of Labor. The owner of the stock (that is, an entrepreneur)
which employs a large number of laborers attempts, for personal gain,
to allocate employment so as to produce the largest quantity of work
possible.

2. Limits of Investment within a Given Field. Each entrepreneur makes
capital investments to push the business to the outer limit of prof-
itability.
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3. Combination of Factors of Production. Entrepreneurs deploy equipment
to gain the highest productivity and least cost per unit.

4. Shifting of Entrepreneurial Activity from One Industry to Another. An en-
trepreneur will shift into new businesses or industries to improve the
prospects for profit.

5. Attitudes toward the Supply of a Product. Entrepreneurs expand produc-
tion and supply more at higher prices in an attempt to maximize prof-
its.

6. Bases of Entrepreneurial Expectations. Entrepreneurs assume that the
most recently realized results will continue, except when there are def-
inite reasons to expect change.

7. Actions Associated with Different Phases of the Business Cycle. When busi-
ness is slack, entrepreneurs sell surplus goods outside of a specific
market at prices that little more than cover basic costs, while within
that market still try to sell at prices that nearly cover both basic and
supplementary costs.

In closing, Evans (1949) claims that entrepreneurial research focuses mini-
mally on the following domains with a view to generating rules that guide
entrepreneurial action: choice of products, methods of production, size and
location of plant, mobility of investments, relations with competitors, mar-
keting procedures, and relations with government. The following pages ex-
plore developments in these areas since the mid-twentieth century.

RECENT ENTREPRENEURSHIP THEMES

Economics is only one discipline in which entrepreneurship research is
conducted but even a cursory examination of research in the past several
decades shows the diversity of topics and issues studied (Low 2001). A lit-
erature search was conducted using EconLit: the American Economic Asso-
ciation database that references 750 publications (see www.econlit.org).
The period from January 1969 to January 2007 was chosen to provide a rep-
resentative sample of publications pertaining to the latter half of the twen-
tieth century. A simple keyword search using the term “entrepreneur” re-
sulted in 1,388 records (table 1.1). Since the interest is in generalizations
about entrepreneurial behavior, the search was limited to one macro key-
word (entrepreneurial orientation) and several micro or specific keywords
suggested by Evans (1949).

Of the 49 hits resulting from the keyword entrepreneurial orientation, 19
studies focused on entrepreneurial traits or culture. For entrepreneurs, the
stable traits include innovativeness, proactiveness, and risk-taking (Todor-
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Table 1.1. Terms Employed to Search for Entrepreneurship Papers

Keywords Justification No.of  Percent

“Hits”
Entrepreneurial This catchall phrase is expect- 49 94
orientation ed to uncover research related

to entrepreneurial innovations
in production processes, and
marketing activities. In fact, the
entire system of entrepreneurial
initiatives is expected to be the
outcome of this search.

Entrepreneur and size  Keyword abstracted from 0
and location of plant Evan’s (1949) paper on
entrepreneurial theory.

Entrepreneur and Keyword abstracted from 2 4
mobility of investments Evan’s (1949) paper on
entrepreneurial theory.

Entrepreneur Keyword abstracted from 0

and relations with Evan’s (1949) paper on

competitors entrepreneurial theory.

Entrepreneur and Keyword abstracted from 1 2

marketing procedures  Evan’s (1949) paper on
entrepreneurial theory.

Entrepreneur Keyword abstracted from 0
and relations with Evan’s (1949) paper on

government and other entrepreneurial theory.

institutions

ovic 2004). The higher the number of people with these traits in a popula-
tion, the greater the chance of success in entrepreneurial initiatives such as
starting firms and succeeding in business (Maritz and Nieman 2006;
Schlosser and Todorovic 2006; De Clercq, Sapienza, and Crijns 2005; Kyri-
akopoulos, Muelenberg, and Nilsson 2004).

The remaining papers are not easy to classify and range in topics from
corporate entrepreneurship (Grozdanic 2006) to university start-ups
(O’Shea et al. 2005). Low (2001) encountered the same problem in trying
to classify and analyze trends in entrepreneurial research. He described en-
trepreneurship research as a potpourri. While the subject areas covered by
entrepreneurship are broad, it is possible to abstract the scattered findings
into a few generalizations that can help lay the groundwork for practical ap-
plications in the following chapters.
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Community-Specific Generalizations

The existence of a population with specific environmental traits or char-
acteristics prone to entrepreneurship has a positive impact on the potential
for entrepreneurship-induced economic development in a region (Lump-
kin and Dess 2000). This is not to say that entrepreneurial ability cannot
be modified through education and experiences. Lyons, Lichenstein, and
Kutzhanova (chapter 6) examine these issues.

Likewise, the economic, political/legal, and social factors in the region
are important in promoting successful entrepreneurship (Lee and Peterson
2000; Ibeh 2003). Creating an environment that encourages risk-taking and
investment is key to success as discussed by Hustedde (chapter 3).

An entrepreneurial culture or environment involves the public sector di-
rectly because public policies can seriously affect investor attitudes and ap-
proaches. An entrepreneurial public sector creates a climate that encourages
and enhances the potential of business investors to succeed. This type of cli-
mate is also likely to attract innovators. The role of entrepreneurial strate-
gies in managing the public sector was recognized early by Osborne and
Gaebler (1993).

Firm-Specific Generalizations

An entrepreneurial culture when combined with market orientation, i.e.,
a strong customer focus, recognition of competitors’ sources of advantage,
and a strong cross-functional team approach to providing customer solu-
tions, results in higher start-up success rates (Schlosser and Todorovic 2006;
Bhuian and Habib 2004; Kyriakopoulos, Muelenberg, and Nilsson 2004).

Banks or financial institutions are less likely to finance new start-ups es-
pecially in industries with which they are unfamiliar. While entrepreneurs
typically provide much of the start-up capital from their own funds, they
need access to other avenues of support. Venture capital funds can finance
innovative and growth-oriented firms (Cosh, Cummings, and Hughes
2005; Lindsay 2004) but areas with a variety of financing sources more of-
ten succeed as discussed by Markley (chapter 7).

Public Policy

Successful entrepreneurship requires public policies that emphasize
greater competition, provide at least a level playing field, and actively pro-
mote entrepreneurial behavior (Parker 2002; Mody 1999). During the past
decade or so, entrepreneurship has become recognized in its own right as a
distinct development approach rather than as a minor part of other devel-
opment strategies. Practitioners realize that a mission-driven approach
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within an agency or unit to promote entrepreneurship and innovation suc-
ceeds more often than when it is included in a unit with many other as-
signed responsibilities. The result has been that many states now have en-
trepreneurial networks, centers, and other initiatives to stimulate job
creation using an entrepreneurship strategy (NGA 2004; Williams 2004).

The diversity of programs and approaches used by development agencies
in the name of entrepreneurship has made these strategies difficult to de-
fine precisely. Paramount to success is creating an environment in which in-
vestors take risks; function in a flexible environment allowing them to react
quickly to market changes; and adopt innovative problem-solving ap-
proaches. Fortunately, this type of environment can exist in both rural and
metro areas.

On the other hand, local development practitioners may see entrepre-
neurship as a specific or narrow development strategy focusing directly on
identifying potential business investors, helping them find ways to take ex-
isting business ventures to higher levels or identify new business opportu-
nities. These programs may be distinct from more traditional business at-
traction strategies or even Small Business Development Centers that help
potential investors with business plans and internal management issues.

The two approaches to entrepreneurship just described are somewhat
complementary, but successful communities or regions will adopt both. As
later discussions in this book show, the greatest success in stimulating en-
trepreneurship is likely in communities with a climate and a system of ed-
ucation and technical assistance that address the needs of entrepreneurs at
all levels. This environment promotes innovation and new ventures, inter-
actions among business investors, and includes population groups prone to
business investment.

PURPOSES OF THIS BOOK

Entrepreneurship is hard to define and two distinct groups have been en-
gaged in discussions of ways to promote the process. As noted previously,
researchers have spent considerable energy trying to identify common char-
acteristics of successful entrepreneurs and outlining the conditions that will
advance entrepreneurial efforts and maximize success.

Practitioners, on the other hand, have focused more on designing pro-
grams aimed at starting businesses such as business plan competitions, net-
working seminars among interested groups, and small grants to help launch
business ventures. In some instances these efforts are independent of other
technical assistance or education efforts.

Scholars and researchers may tend to dismiss some of these programs as
less effective because they are not grounded in theory or are not sufficiently
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supported by research. Practitioners, on the other hand, may find the schol-
arly literature of little direct application in daily operations since they must
deal with potential business investors interested in immediate results.

This volume tries to link both groups and bridge some gaps in the think-
ing about the role of entrepreneurship in community and economic devel-
opment. Presenting the current thinking about the importance of entrepre-
neurship approaches in local development strategies, especially in rural
areas, can help practitioners evaluate them as a community or economic de-
velopment strategy.

The entrepreneurship literature is huge and ranges from psychological
characteristics of entrepreneurs to a very practical issue of the best way to
help business entrepreneurs finance ventures. It would be naive to think
that the literature can be summarized in one volume; however, key compo-
nents of successful programs can be distilled to help guide practitioners in
their efforts.

The book is organized into two main sections to accommodate the needs
of both groups. The first section addresses conceptual issues that local de-
velopment practitioners should consider in evaluating entrepreneurship as
a strategy. These chapters review the academic and professional literature
and, in general, make a strong case for entrepreneurship initiatives. The sec-
ond section discusses the role of small businesses in local economic devel-
opment, specific needs for assistance, and successful programs that have
been initiated. The discussion concludes with questions that can guide
practitioners interested in launching a local entrepreneurship effort.

Because creating and implementing a successful entrepreneurship strat-
egy requires involvement and participation by many groups and agencies
within a community, this book contains several broad themes of interest to
local elected officials, volunteers, and community or economic develop-
ment practitioners. The discussions are designed to help community lead-
ers and professionals decide whether, and how, they might incorporate en-
trepreneurship practices into local development strategies.

The treatment in subsequent chapters runs from purely objective analy-
ses of entrepreneurial processes and environments to detailed examples of
how similar concepts have been used successfully in rural areas. The latter
examples have been selected to illustrate how basic principles have been in-
corporated and have led to success. They do not represent an objective eval-
uation of entrepreneurship as a strategy. Rather, they identify important
considerations underlying successes so that practitioners can more readily
implement these principles or practices.

The local development and job creation literature can be confusing in its
use of terms related to entrepreneurs, entrepreneurship, small businesses,
and microenterprises, so several definitions are especially important in this
volume.
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First, entrepreneurship does not relate only to business start-ups. Large
businesses can be just as entrepreneurial in approach, and managers of
these businesses can be considered entrepreneurs. Perhaps the deciding cri-
terion in defining entrepreneurship or an entrepreneurial approach, as dis-
cussed by Brian Dabson in chapter 2, is that an investor or manager takes
an innovative approach to addressing an issue and does something differ-
ently from past practices.

Also true is that small businesses can be started and can even succeed
without following especially entrepreneurial practices. The market may
adopt some businesses when the timing is right for a specific product or ser-
vice. While this differentiation may not seem important, it does mean that
practitioners must try to identify and foster potential business investors
who are willing to take risks, have an innovative approach, and who are
willing to do something markedly different and/or better than what previ-
ously was done. These entrepreneurs may already be in business or may be
launching a new venture.

Second, the terms small businesses and microenterprises are used fre-
quently in this volume. The Small Business Administration considers
small businesses those with 500 or fewer employees (Crain 2005). Devins
(1999) and Kangasharju (2001) use ten employees as a cut-off. The terms
microenterprise or microbusiness are used in subsequent discussions to de-
scribe very small businesses such as those in which the owner has no em-
ployees or has four employees or less according to the Association of En-
terprise Opportunity (AEO) (2006). Woods and Muske (chapter 10)
discuss the issue of business size in more detail and show how mi-
crobusinesses should be considered a subset of small businesses with spe-
cial needs for assistance.

BOOK THEMES

Discussions in this volume address several main themes of interest to local
practitioners considering an entrepreneurship development approach.
Clearly not all of the issues surrounding entrepreneurship are discussed
but, to the extent possible, those important for local practitioners are iden-
tified and applied in the best practices section.

Innate Ability versus Training

For many years, the prevailing view was that entrepreneurs are born
rather than trained. To some extent, this attitude may have slowed the ac-
ceptance of entrepreneurship as a development strategy because it implies
that relatively little could be done to promote or develop entrepreneurs.
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This view is now open to serious debate with solid research support on both
sides.

Lyons, Lichtenstein, and Kutzhanova (chapter 6) make a strong case that
local institutions can, in fact, provide entrepreneurs with the skills needed
to help them succeed, but this process requires an integrated approach by
service providers. A system must work with entrepreneurs at their levels of
development to provide training, finance, or other assistance in a timely
fashion based on the needs of entrepreneurs. Communities often already
have many, if not most, of the relevant service providers, but lack a system
that makes service providers function as a team responding to the needs of
entrepreneurs rather than focusing on programs required by funding agen-
cies.

Culture of Entrepreneurship

Creating a scenario to foster entrepreneurial activities in the private or
public sector is difficult because many factors, personalities, and circum-
stances are involved. Entrepreneurial activity requires motivation and op-
portunities and, in this respect, it involves both talent and skills. A climate
conducive to innovation and sharing among entrepreneurs may also lure
people with similar talents to an area and further enhance entrepreneurial
efforts. The concept of Open-Source Entrepreneurship where everyone
gains from more interaction and networking among entrepreneurs is the
basis of several successful programs.

Fairfield, Iowa (pop. 9,509), is a prime example of the evolution and de-
velopment of an entrepreneurial climate (Chojnowski 2006). The location
of Maharisi University in a relatively small midwestern community changed
the culture and ways of approaching issues. The result was the attraction of
people willing to start businesses or engage in other innovations not often
found in small rural communities. The immigrants and Fairfield residents
created a synergy that fosters innovation and creativity. The outcome is a
small community with an impressive list of innovations, inventions, diverse
new businesses, and philanthropy that would be the envy of most commu-
nities of similar size. Whether a similar experience and outcomes can be
easily replicated in other communities is unknown. What is clear is that an
entrepreneurial environment, however created, underlies these successes.

Hustedde (chapter 3) describes the importance of culture(s) within a
community and its role in fostering entrepreneurship. Designing and shap-
ing an environment in which people take risks, share resources, and other-
wise assist each other in fostering innovation is important, and public agen-
cies can have a major impact on building and shaping this environment.
Hustedde describes seven strategies used successfully to create an environ-
ment in which entrepreneurship can prosper. These strategies are based on
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a shared vision and a systems thinking approach. Examples of communities
or regions that have effectively used these strategies or practices are pro-
vided.

Focus on Youth

There is no disagreement about the importance of youth in the future of
rural areas but it is increasingly difficult to attract high school graduates and
young adults back to their home communities as differentials in wages and
economic opportunities between urban and rural areas widen. Successful
entrepreneurship strategies can be an effective strategy to retaining and/or
attracting youth.

Entrepreneurship development offers several opportunities to help slow
the loss of youth and integrate them more fully into the future of rural ar-
eas. If students become interested in starting businesses, they will invest in
their community and, at the same time, provide employment opportunities
for peers. This commitment enhances the likelihood that they will remain
in the community as adults.

Past studies have shown a strong interest among students in owning a
business (Gallup Organization and NCREE 1994). All too often, because of
other pressures on the curriculum and a shortage of resources, schools have
not focused on entrepreneurship or business ownership as a career choice;
instead, they prepare students for higher education and careers not readily
available in rural areas. Fortunately, programs that can prepare students for
entrepreneurship exist and there is considerable evidence of programs such
as REAL that have taken root with positive results.

Two chapters are devoted to the role that education plays in preparing en-
trepreneurs, especially youth, and successful ways in involving youth in en-
trepreneurship activities. Schroeder (chapter 8) describes ways communities
across the United States have fostered youth entrepreneurship. He also dis-
cusses the setting or climate in a community that encourages students to en-
gage and succeed in these efforts, followed by best practices to illustrate these
approaches. An important message is the need for an integrated youth entre-
preneurship development strategy that engages students, equips them to un-
dertake entrepreneurial efforts, and then supports their efforts and outcomes.

Since a major issue in designing local entrepreneurship development ini-
tiatives involves identifying potential entrepreneurs and motivating them,
Kayne (chapter 9) describes the basic practices and principles involved in
designing programs to attract youth. A main point is that students should
be introduced to entrepreneurship skills in their educational pursuits, as
early as in elementary school. This approach, rather than focusing on busi-
ness involvement per se, should recognize, foster, and reward student cre-
ativity in a variety of ways.
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Students who find satisfaction in their individualism and creativity dur-
ing the early years are more likely to pursue entrepreneurial ventures, in-
cluding businesses, when they reach adolescence and young adulthood.
Equally important is that entrepreneurship principles are best taught not as
an add-on to the school curriculum; rather, they should be incorporated
into other subjects. Kayne also describes resources available for schools to
use in incorporating entrepreneurship into the classroom.

Financial Support

Increasing residents’ interest in entrepreneurship, creating a positive
environment or culture to promote business start-ups, and working with
population segments such as youth is only part of the equation. New
business entrepreneurs must have access to financial capital, of which,
much or most, comes from their own savings and those of their families
and friends.

It is important for communities considering entrepreneurship as a devel-
opment strategy to empower and encourage local financial institutions to
actively support local efforts. This is true of all business starts, not only
those involving entrepreneurs in the sense used here. Financial institutions
in rural areas do not always have a staff with the resources or expertise to
evaluate business opportunities, especially in emerging markets. These in-
stitutions also follow more conservative lending strategies, requiring collat-
eral that is difficult for entrepreneurs to provide. Likewise, small financial
institutions with minimal staff may be less willing to participate in guaran-
teed loan programs available from the Small Business Administration or
other agencies.

Alternative funding arrangements such as angel investors or venture cap-
ital funds used by urban entrepreneurs typically are not as readily available
in rural areas. Markley (chapter 7) describes several options for rural areas
to consider in increasing the availability of start-up funds for prospective
entrepreneurs. The fact that local economic development agencies in most
communities have limited resources places a special burden on policymak-
ers to make a strong case for entrepreneurship initiatives.

Financing entrepreneurship programs often means reallocating resources
from other more established efforts such as industrial attraction. Adequate
funding may also require involvement by philanthropic organizations and
civic groups. As is true in starting any new endeavor, policymakers must
demonstrate the potential for positive impacts of entrepreneurship efforts
on a community. This justification can build on best practices in other com-
munities and on a serious assessment of the potential for local entrepre-
neurship efforts. Discussions in this volume can help community leaders
make a strong case for a variety of local entrepreneurship efforts.
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Potential and Role of Microenterprises in Local Development

The point was made earlier that entrepreneurship can exist in virtually
any size establishment as well as in the public sector. Small businesses,
however, are especially important in rural areas with small markets. For this
reason, special attention is paid to the importance of small businesses, en-
trepreneurial or otherwise, in local development.

Henderson, Low, and Weiler (chapter 5) examine the breadth (quantity
of entrepreneurs) and depth (value created) of self-employment in regional
economies across the United States. They also examine spatial variations in
the importance and effects of entrepreneurship in metro and nonmetro
counties, testing for the effects of human capital, amenities, financial capi-
tal, and infrastructure based on proprietor employment and income data.
The results from this national study demonstrate that entrepreneurship, as
measured by proprietors, is influenced by, among other factors, the con-
centration of foreign-born residents, amenities, financial capital, infrastruc-
ture, region of the United States, and whether a county is micro- or metro-
politan.

Small businesses, however measured, are a mainstay of many rural coun-
ties and often represent one-third or more of the total employment in rural
areas (Walzer, Athiyaman, and Hamm, chapter 4). Walzer, Athiyaman, and
Hamm examine microenterprises, when defined as those with either no
employees (other than the owner) or four employees or fewer. They study
the percentage of total nonfarm employment represented by these estab-
lishments in rural counties in six midwestern states and the rate of change
in the number of these businesses in recent years. The authors address sev-
eral issues such as identifying the likelihood of potential sources of entre-
preneurs. For instance, the impact of county business structure on attracting
entrepreneurial talents to the county is examined as is the effect of natural
amenities such as perceptions about quality of life on entrepreneurship.
While the midwestern and the national studies differ in approach and re-
gion, they both offer insights to practitioners regarding groups to target in
entrepreneurship initiatives, and shed light on the potential impact of suc-
cessful entrepreneurship programs on local economies. This information
can help find or reallocate resources to these initiatives along with other de-
velopment pursuits.

Once businesses start, owners and managers often need considerable as-
sistance with marketing and daily operations such as financing. This need
has been documented many times by the high closure rate of small busi-
nesses (Macke and Kayne 2001). Woods and Muske (chapter 10) examine
the reported needs of small business owners and managers along with op-
tions for providing assistance. The issues with which small business owners
require assistance often involve daily operations from such issues as health
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insurance and governmental regulations to identifying potential customer
bases and marketing products or services.

While many local sources of technical assistance on these issues may be
available, they often are not interconnected or, as mentioned previously, are
not provided in a systematic way. The research by Woods and Muske rein-
forces the view that successful entrepreneurship programs should involve
an integrated approach where entrepreneurship is part of an organized lo-
cal economic development strategy. This system must be community-wide
with full support from both public and private agencies.

Best Practices

Successful entrepreneurship efforts differ, depending on community size,
location, economic base, and population characteristics. Some use broad
development approaches while others target specific industries or popula-
tion groups. Regardless of approach, the important point in designing or
starting a local initiative is that many successful models can work in a com-
munity.

Best practices, including one statewide and one regional, are provided to
illustrate how the entrepreneurship concepts outlined previously have
been, or can be, incorporated into successful local initiatives. Macke (chap-
ter 11) describes several statewide initiatives, including HomeTown Com-
petitiveness (HTC). These programs have several common characteristics
that maximize the possibilities of success in launching a local effort.

The HTC, started in Nebraska in 2000, is especially useful because it is a
broad, community-wide effort that incorporates many, if not most, of the
principles for successful programs set forth earlier in this volume. It helps
communities raise local funds and support through community founda-
tions that foster an integrated approach to community development. The
program focuses on youth entrepreneurs as well as building leadership ca-
pacity in other groups to make economic development sustainable. The
HTC approach is only one of several successful statewide initiatives across
the United States that illustrate the types of efforts to consider in designing
a local strategy.

Not all successful entrepreneurship programs are organized statewide; in
some cases, it is more reasonable to consider a regional effort, building on
local assets such as used in Ohio. Holley (chapter 12) describes the Ap-
palachian Center for Economic Networks (ACEnet) which created a Re-
gional Innovation Economy in the rural Appalachian region of southern
Ohio. This highly acclaimed entrepreneurship program started with a com-
munity kitchen incubator where residents can experiment and develop lo-
cal recipes and market them to a regional and national markets.

The ACEnet strategy builds on local assets, namely specialty foods using
local agricultural inputs, and is aptly called Entrepreneurship with a Local
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Flavor. The initial approach is a model in design since it networks a broad
range of residents with special skills, helps arrange financing, and focuses
on building a sustainable initiative.

The kitchen incubator program has since broadened to a Regional
Innovation Economy that promotes a Regional Flavor for a relatively
rural area. Participating businesses serve a regional, rather than local, mar-
ket which is often essential to success in rural areas. Community
involvement has been high, and a successful “buy local” approach is key in
the successes. A regional innovation fund and support services have been
created to provide access to capital and technical assistance for start-ups and
expansions. The region is also marketed using a recognizable brand.

GETTING STARTED

The need for a community approach to entrepreneurship in rural areas and
basic principles or practices underlying successful approaches are docu-
mented throughout this volume. The relative importance of small busi-
nesses in rural economies was documented with a wealth of experience on
various facets of entrepreneurial approaches and best practices provided.

The final chapter helps local leaders determine whether a community is
ready for an entrepreneurial approach and ways to identify strengths or
gaps. Loveridge (chapter 13) incorporates discussions throughout this vol-
ume into a set of guidelines that practitioners can use in evaluating readi-
ness and ways to proceed.

Specifically, Loveridge focuses on three main topics: (1) Community and
Networks, (2) Finance and Regulations, and (3) Training and Mentoring.
These areas are crucial in designing an effective system, although each can
be addressed in many ways depending on unique local characteristics.
Community leaders can score their potential for a successful entrepreneur-
ship initiative and use these questions as guides to build capacity. The ques-
tions in this chapter are not meant to prescribe how a community should
proceed; instead, they help practitioners assess the directions that a com-
munity might take in formulating a program or initiative. An overriding
and compelling point is that the ultimate aim of undertaking a community-
based entrepreneurial initiative is to improve the quality of life and pros-
perity of residents rather than focusing solely on starting business ventures.

CONCLUDING OBSERVATIONS

Major economic transitions affecting rural areas have forced community lead-
ers and development practitioners to find alternative and innovative ways
to rebuild the economic base and improve the quality of life for residents.
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Industrial attraction models have been less successful in smaller and remote
areas than in the past, causing leaders to consider a stronger emphasis on
finding ways to start or expand businesses.

Entrepreneurship programs in rural areas have shown impressive results.
While certainly no panacea, they represent a solid economic development
strategy that can be used along with other approaches. Entrepreneurship of-
fers potential in both community and economic development but must be
community-wide with an integrated delivery system aimed at building a
sustainable initiative.

This book provides an overview of principles and practices that can help
local practitioners design a successful system. While an entrepreneurship
approach may not be the best alternative for all rural areas, the discussions
in this volume support that this approach can work and should at least be
considered by local development practitioners.
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Entrepreneurship as Rural
Economic Development Policy:
A Changing Paradigm

Brian Dabson

DEFINING ENTREPRENEURSHIP FOR POLICYMAKERS

Across the United States and indeed across the world, entrepreneurship has
become an article of faith, reflecting a confidence and certainty that its fa-
cilitation will lead to positive economic outcomes. Although scholars and
researchers worry about how to appropriately define the terms entrepreneur
and entrepreneurship, growing numbers of policymakers and grassroots com-
munity developers are exploring how entrepreneurship can transform local
and regional economies and provide solutions to poverty and inequitable
development.

An impetus for the interest in entrepreneurship is the recognition that,
for many communities and regions, traditional approaches to economic de-
velopment do not seem to be working, even though substantial resources
continue to be devoted to or set aside for recruiting corporations interested
in relocating or expanding. Increasingly, the conversation is about how lo-
cal assets can be engaged to create homegrown economic opportunities as
opposed to importing them from elsewhere.! Thus, the role of entrepre-
neurs as the catalyst that transforms assets into opportunity has become a
topic of intense practical interest.

Academic discussions about entrepreneurship usually begin by tracing
its roots back to Say, Schumpeter, Knight, Hayek, Drucker, and Baumol.?
These discussions focus on trying to determine what distinguishes entre-
preneurs and entrepreneurship from other economic actors and activities.
Economists, sociologists, anthropologists, psychologists, and political sci-
entists have weighed in with their disciplinary perspectives, and it is clear
that entrepreneurship has become a legitimate and fruitful area of scholarly

21
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inquiry (see Lyons, Lichtenstein, and Kutzhanova, chapter 6). These dis-
cussions are important to the policymaking process because they may even-
tually help to identify where public policy can best encourage and foster
entrepreneurship. As David Hart (2003) argues, “entrepreneurship ought
to be an explicit focus of policy design, choice, and implementation. Ana-
lysts can and should do a much better job of assisting policy-makers in
making it so” (4).

One of the main challenges for entrepreneurship policy is to be clear
about what is meant by entrepreneurship as distinct from small business de-
velopment. For most purposes, it is sufficient to apply a broad definition
such as “entrepreneurs are people who create and grow enterprises” (Dab-
son et al. 2003) or “entrepreneurship is any attempt to create a new busi-
ness enterprise or to expand an established business” (Zacharakis, Bygrave,
and Shepard 2000, 5) or “the processes of starting and continuing to ex-
pand new businesses” (Hart 2003, 5).

As Peter Drucker (1985) observes, however, not every new small business
is entrepreneurial or represents entrepreneurship—most repeat what has al-
ready been done before, creating “neither a new satisfaction nor new con-
sumer demand” (21). Entrepreneurs, he continues, “create something new,
something different; they change or transmute values” (22). Drucker also
helpfully points out that not every entrepreneurial venture is small; indeed,
large corporations can be and often are entrepreneurial. Further, he adds,
not every entrepreneurial venture is an economic institution, it can be a
university or a nonprofit agency; not all entrepreneurs are capitalists, some
are pursuing social causes; and not all entrepreneurs are employers, they
can also be employees.

What Drucker (1985) sees as the defining characteristic of an entrepre-
neur is not the venture size, nor its newness, nor its institutional form, but
the willingness and ability to innovate: “Innovation is the specific instru-
ment of entrepreneurship. It is the act that endows resources with a new ca-
pacity to create wealth” (30).

It would be a mistake for policy purposes, however, to narrow the defini-
tion to particular types of entrepreneurs—for instance, those which are
deemed innovative or are to be found in a specific high-technology sector.
It is impossible to identify in advance which entrepreneur will grow and
have a significant economic impact. The policy goal should be to mobilize
a diverse pool of people wanting to create new businesses from which a
steady stream of growth entrepreneurs will drive the local and regional
economy (Dabson 2003).

To amplify this assertion, it is necessary to turn to data about the nature
and characteristics of entrepreneurship and small business development. In
2000, there were about 21 million employer and nonemployer firms in the
United States, of which some 76 percent were nonemployer firms.3 In spite
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of their large numbers, these firms accounted for only 4 percent of total
business revenues, however. Small businesses with annual revenues of less
than $90,000 represent 95 percent of nonemployer firms and just 38 per-
cent of business revenues; whereas, small businesses account for 25 percent
of employer firms but less than 5 percent of business revenues. Similarly,
young businesses (less than four years old) represent just over 40 percent of
nonemployer businesses with some 37 percent of business revenues, and
about 35 percent of employer businesses accounting for less than 20 per-
cent of revenues.

Although their economic impact is relatively small compared with
longer-established employer businesses, Davis et al. (2005) claim that these
small and young enterprises are important because they are a critical part of
U.S. business dynamics. They support the notion that small nonemployers
are a seedbed for future employment growth because over a three-year time
frame, about 5 percent of nonemployer businesses (accounting for 10 per-
cent of nonemployer business revenues) became employer businesses or
were acquired by, or absorbed into, employer businesses. This equates to
750,000 businesses. Moreover, these newer firms that are transitioning to
employer businesses are the fastest growing in the economy.

As part of the Global Entrepreneurship Monitor (GEM) program, Autio
and Hancock (2005) analyzed what they termed High Expectation Entre-
preneurial Activity or HEE. They defined HEE as all start-ups and newly
formed businesses which expect to have at least 20 employees within
5 years. Their findings showed that these businesses represent just 9.8 per-
cent of the total pool (and that only 4.9 percent expected to employ more
than 50 people in that timeframe). Even so, they estimate that HEE will
be responsible for 75 percent of the jobs created by all start-ups and
newly formed businesses.

These studies make clear that the return in terms of jobs and wealth from
entrepreneurship development will come only from between 1 in 10 to 1
in 20 ventures. Although there have been many attempts to isolate predic-
tors of these high-flying entrepreneurs, including suggestions by Autio and
Hancock (2005), picking winners is inherently risky and not a recommended
basis for public policy. One factor to consider is that people creating enter-
prises have different motivations, which might limit or shape their aspira-
tions, or which may evolve over time with experience.

A typology used in a recent Kellogg Foundation/CFED report (Dabson et
al. 2003) on rural entrepreneurship identifies five types of entrepreneurs.
Aspiring entrepreneurs are those who are attracted to the idea of creating an
enterprise but have yet to launch a venture. Of those already in business,
survival entrepreneurs have resorted to creating enterprises either to sup-
plement existing, inadequate incomes or are those with few other options
for obtaining employment; and lifestyle entrepreneurs are those who create
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enterprises in order to pursue a certain lifestyle or live in a specific com-
munity.

It is generally assumed that although survival and lifestyle enterprises,
without doubt, make significant contributions to their local economies,
only a very small fraction will evolve into companies that will become eco-
nomic drivers based on some form of innovation. It would be a mistake,
however, to dismiss these enterprises as unimportant in policy terms—not
only because of their local economic impact, but also because they do still
provide a seedbed for potential economic drivers, and they contribute to an
overall entrepreneurial climate in their community and region.

There are two more types of entrepreneur: (1) growth entrepreneurs, who
are motivated to grasp opportunities and to develop and grow their busi-
nesses that create jobs and wealth, and (2) serial entrepreneurs, who make
a career out of creating businesses, often selling them once they are suc-
cessful, and sometimes assembling multienterprise holding companies.
Obviously, growth and serial entrepreneurs are of most interest to policy-
makers because they are likely to yield the highest return on investments—
ironically, it is these entrepreneurs who are the least likely to want or need
assistance from formal sources.

THE GLOBAL CONTEXT FOR ENTREPRENEURSHIP

A slightly different distinction is made by the GEM, which classifies entre-
preneurs both by their stage in the entrepreneurial life cycle and by two pri-
mary motivations (Minitti 2006). GEM is an annual cross-national assess-
ment of entrepreneurial activity, which for the 2005 edition had 35
participating countries. Its purpose is to measure differences in the level of
entrepreneurial activity between countries, to uncover factors determining
the levels of entrepreneurial activity, and to identify policies that may en-
hance the level of entrepreneurial activity.

Data is collected over the life cycle of the entrepreneurship process with
three critical points examined: (1) when an entrepreneur (ages 18 to 64)
commits resources or starts a business, termed a nascent entrepreneur; (2)
when she or he owns and manages a business that has paid salaries for
more than 3 months but less than 42 months, known as a new business
owner; and (3) when she or he owns and manages an established business
that has been in operation for more than 42 months, known as an estab-
lished business owner. Nascent entrepreneurs and new business owners can
be combined into a category of early-stage entrepreneurs. Established busi-
ness owners have survived the liability of newness at which point the focus
shifts from the individual to the businesses.
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The other distinction made by GEM is between early-stage entrepreneurs
who are either opportunity or necessity entrepreneurs. Opportunity entre-
preneurs are those who start businesses because they recognize an oppor-
tunity which they think they can turn into a business venture; necessity en-
trepreneurs, on the other hand, start businesses because of a lack of better
job alternatives—similar to the survival entrepreneurs referred to earlier.

GEM is especially useful in providing an indication of how the United
States compares with other countries, and the key measure here is entrepre-
neurial activity, expressed as a percentage of the population, ages 18 to 64
who are engaged in early stage entrepreneurship and established business
ownership (Minitti 2006). The argument is made that there is a systematic
relationship between the per capita GDP of a country, its economic growth,
and its level and type of entrepreneurial activity.

The United States ranks sixth in entrepreneurial activity in early-stage en-
trepreneurship with 12.4 percent of the population engaged—the average
across the 35 countries is 8.4 percent. For established business ownership,
the United States drops to 26th (4.7 percent), well below the average rate of
6.6 percent. The critical dynamic measurement is the survival rate expressed
as the ratio of established businesses to early-stage enterprises, however:
here, the United States ranks 31st of 35. Another important ratio is the one
that shows the proportion of opportunity entrepreneurs to necessity entre-
preneurs. The average ratio across the 35 countries is 5.9 to 1; the ratio for
the United States is 7.2 to 1, giving it a ranking of 8th.

The position of the United States with high levels of early-stage entrepre-
neurship and a low survival rate can perhaps be explained by two factors.
First, the United States’s opportunity-oriented culture and high incomes
spur entrepreneurship even if chances of success are relatively poor. This is
helped by the fact that failure is less stigmatized than in many countries.

Second, poorer regions across the United States have higher levels of ne-
cessity entrepreneurship—people without many viable alternatives start
businesses even though long-term prospects may not be too favorable.
From an entrepreneurship policy viewpoint, it seems clear that the issue is
less about encouraging more people to consider entrepreneurship, al-
though this undoubtedly has critical importance in certain parts of the
country, and more about how to increase the survival rate of businesses that
are created.

The comparative entrepreneurial performance of the United States has in-
creased relevance in considering the impacts of global competition.
Thomas Friedman's (2005) recent book, The World Is Flat, based largely on
visits to India and China, provided his assessment that the world has
changed almost beyond recognition in the past decade and that the days of
the United States having global economic supremacy are numbered. His
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analysis has been the subject of considerable debate, but there are some
useful specific contextual implications for U.S. entrepreneurship develop-
ment.

In considering how American workers and communities can prepare for
and withstand the impact of increasing global competition on their eco-
nomic opportunities, Friedman (2005) has identified three categories of
people who will be largely protected from outsourcing of their jobs and fu-
ture job prospects: (1) specialized workers are knowledge workers whose
skills are in high demand and hard to replicate; (2) anchored workers are
those who are tied to a specific location and who rely on face-to-face con-
tacts with customers, clients, and patients; and (3) adaptable workers, who
are able to change as jobs change and who accordingly acquire new skills.
This emphasis on knowledge and adaptability tracks well with entrepre-
neurial skills and underscores the point that entrepreneurship can be both
a strategy for survival in, and for grasping opportunities that may arise
from, the disturbances that are associated with a flattening world. An inter-
esting point about anchored workers is that Friedman seems to be ac-
knowledging that place does still have relevance and meaning in the global
economy.

Regional Competitiveness as Economic Driver

But how does place play out in entrepreneurship development policy? As
the debates have raged about the costs and benefits of global trade, it has
become apparent that the distribution of its consequences and opportuni-
ties is not evenly spread, and that approaches to economic development
must reflect this new reality. The essence of these new approaches is that
economic regions are now the basic unit of global competitiveness, that
competitiveness is founded on the identification and leverage of a unique
combination of regional assets, and that innovation and entrepreneurship
are the keys to translating these regional assets into global competitiveness.

An advisory committee appointed by the U.S. Secretary of Commerce re-
cently reported its findings on the federal role in economic development.
The committee’s review of the evolution of economic development during
the past half-century and of the forces that are currently shaping local and
national economies concluded that “In the 21st century, America’s com-
munities will derive economic strength by acting regionally to compete
globally. Innovation and entrepreneurship are the new engines for job cre-
ation, productivity, growth, economic prosperity, and healthy communi-
ties” (Strengthening America’s Communities Advisory Committee 2005, 8).

A 2001 Council on Competitiveness report prepared by Michael Porter
(2001) suggested that thinking on regional competitiveness was undergo-
ing a significant transition. In many regions, the emphasis still focused on
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holding down wages, reducing taxes, and recruiting new companies using
financial incentives. This emphasis, the Council argued, was self-defeating
because cheap labor and natural resources are widely (globally) available,
low wages do not yield competitiveness but hold down the standard of liv-
ing, and financial incentives are easily matched by competing regions and
only serve to undermine the tax base needed to invest in education and in-
frastructure.

If the aim is to increase regional prosperity, the focus must be on sus-
tained productivity growth, which is at the very heart of competitiveness.
The Council asserts that sustained productivity growth requires an under-
standing and adoption of several key principles.

Productivity does not depend on in which industries a region competes
but on how it competes—the challenge is not to pick winners but to up-
grade the sophistication and productivity of its industries. The most impor-
tant sources of productivity are created not inherited—competitiveness is
not the exploitation of location, natural resources, or low-cost workers;
rather, it is converting these assets into intellectual capital and added value.

Regional prosperity depends on the productivity of all its industries and
assets—even local services and infrastructure can have considerable impact
on the performance of exporting industries. There are no low-tech indus-
tries, only low-tech firms—innovation can drive productivity in any indus-
try so a sole focus on high-tech companies misses major opportunities to
increase regional competitiveness.

Richard Florida's (2005) work has suggested that the most successful re-
gional economies are those which have a combination of assets that attract
creative talent such as the presence of other creative people, access to tech-
nology and technological advances, and the tolerance of the community to
diversity and difference. He also argues that place matters, and those places
which offer a quality of life—both urban and outdoors—sought by creative
people will become the new centers of economic competitiveness.

Florida (2005) believes that the ascendancy of certain professions and oc-
cupations associated with the new economy has given rise to a Creative Class
that now drives the competitive economy. The core of this class includes the
fields of computers and math, architecture and engineering, the social sci-
ences, education, arts, design, entertainment, sports, and the media. He es-
timates that the Creative Class now numbers 38 million people and that
this class will grow by a further 10 million people in the next ten years.

At the same time, there are two other classes—one comprising those
working in the traditional manufacturing and agricultural industries that
will continue to decline in their relative share of the economy, and the
other being the Service Class, which is and will continue to be the largest
group by numbers of jobs, but which will only pay one-third of what jobs
in the Creative Class are paid. In other words, Florida sees a growing
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cleavage between the well-educated and well-paid with global opportuni-
ties on the one hand and the less-educated and poorly-paid with limited
prospects on the other.

Florida (2005) sees these trends playing out regionally and globally, with
successful regional economies having a combination of assets that attract
creative people, what he calls the three Ts—talent, technology, and toler-
ance. Metropolitan regions with concentrations of creative talent, access to
technology and technological advances, and which welcome diversity and
difference, he argues, will be the leaders in the global economy.

Entrepreneurship for Competitive Rural Regions

The key to rural competitiveness is to pursue entrepreneurship as the core
rural economic development strategy. There are several reasons for this.
First and foremost, the traditional reliance on recruiting companies to relo-
cate or expand into rural communities is just not working for most places,
and leaders are looking for viable alternatives. Second, there is a growing
awareness of the body of evidence, as referred to earlier, on the critical role
played by entrepreneurs and small businesses in driving local and national
economies. Third, the structure of rural economies is essentially composed
of small enterprises, which are responsible for job growth and innovation,
and which represent an appropriate scale of activity for rural places.

A recent review of entrepreneurship programs across rural America con-
cluded that there is “ample evidence of organizations, institutions, and
agencies pursuing all manner of programs and initiatives that are meant to
encourage greater entrepreneurship in rural America” (Dabson et al. 2003,
59). From all this experience, three important policy principles are begin-
ning to emerge that focus on regionalism, systems, and assets.

Principle 1. Regionalism

If Friedman and Florida are correct in their analyses, the future for large
parts of the United States, and especially for rural America, looks bleak. Al-
ready, the increasingly competitive global economy has forced major re-
structuring in rural regions and communities in many painful ways—from
volatile prices for farm commodities to the collapse of textile and carpet
manufacturing, to the structure of the retail sector.

Moreover, there have been dramatic changes on the rural landscape as
some regions experience continuing net population loss, while others are see-
ing substantial immigration, whether it is the healthy and wealthy moving to
high amenity areas or the poor and the aspiring looking for affordable living
conditions and opportunity. Still other regions are dealing with the warm em-
brace of metropolitan expansion and increasing suburbanization.
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The obvious point to stress is that America comprises multiple regions,
each with its own competitive strengths and weaknesses, and that economic
development policies must be crafted to appropriately reflect this diversity.
To underscore one of the Council on Competitiveness’s principles for sus-
tained productivity growth referred to earlier, regional prosperity depends
on the productivity of all its industries and assets, including capitalizing on
the connections and flows of people, goods, services, ideas, and informa-
tion within regions. Thus, policies to promote and sustain regional com-
petitiveness must include policies to promote and sustain the competitive-
ness of all the places, both urban and rural, within any given region.

In assessing rural regional competitiveness, Porter concluded, among
other things, that, “economic development in rural regions is often framed
as an activity inherently different from economic development more gener-
ally. This has created policies and institutions that are not well integrated
with regional development activities in metropolitan regions” (Porter 2004,
61).

Mark Drabenstott (2003), a leading proponent of regional approaches to
economic development, makes a related point:

Regional thinking is driven by the realization that competing successfully in
global markets requires a critical mass that single cities or counties cannot
muster on their own. Thinking regionally does not come naturally, though,
when regions are shot through with jurisdictional lines laid down a century
ago or more. When the lines separate cities, counties, or even states, they rarely
define new economic opportunities. (2)

In recent testimony to the House Committee on Agriculture, Drabenstott
(2006a) stressed the importance of rural regions being able to craft effective
competitiveness strategies across the public and private sectors. Such strate-
gies, he argued, would require preinvestments in leadership capacity to fa-
cilitate regional dialogue, the identification of new sources of competitive
advantage, and the building of a consensus vision in terms of better re-
gional economic information and new tools for regional governance.

This regional imperative has been given practical expression across rural
America. The Sierra Nevada is a 400-mile-long mountain range that spans
parts of 23 counties in California and Nevada. It faces huge increases in
population and growth driven by the climate, environment, and quality of
life, but its success threatens to undermine these very same factors. The
Sierra Business Council (2003), a unique alliance of business, property,
ranching, residents, and government interests, has created a regional com-
munity and economic development strategy. Central to this strategy is a
nurturing environment for entrepreneurs, supporting the belief that entre-
preneurship creates enduring economic growth, strengthens communities,
creates more high-paying jobs, and is especially effective in rural regions.
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Only by communities working together in a regional collaborative context
can this be realized.

Another mountain region, Appalachia, provides a second example of re-
gional framing for entrepreneurship. The Central Appalachian Network
(2005), an alliance of nonprofit, community-based organizations and aca-
demic institutions straddling four states, has developed a series of strategies
for what it calls sustainable entrepreneurship. Emerging clusters of entrepre-
neurial activity need regionally based expertise and infrastructure to en-
courage and support value-added production and services and to connect
individual businesses to regional markets. Many of these needs cannot be
met locally except through regional collaborations across public and private
sectors and through the efforts of regional catalysts and networks.

Principle 2. Systems

The second principle is that any strategy must be systems-based. In most
parts of rural America, there is no shortage of programs and agencies to sup-
port small business development. These initiatives provide advice, training,
technical assistance, and capital access but often are disconnected, categor-
ical, competing, underresourced, and altogether too confusing for entrepre-
neurs to bother to navigate. The most comprehensive critique of these pro-
grams has been provided by Lichtenstein and Lyons (2001) who note that
programs are generally funder-driven rather than client-driven, and focus
on the business activity or on offering specific products rather than on the
needs and circumstances of entrepreneurs (see chapter 6).

Lichtenstein and Lyons (2001) were pioneers in advocating a systems ap-
proach to entrepreneurship development based on tailoring services that
are both responsive to the various levels of skill, education, and motivation
to be found among entrepreneurs and aligned with the capacities and re-
sources of the service providers. A national competition sponsored by the
Kellogg Foundation in 2004, designed by CFED (Dabson 2005a), built on
this thinking and invested in a variety of approaches that would create or
enhance systems approaches to entrepreneurship development.

The desired programs were defined as a coordinated infrastructure of
public and private supports that facilitate entrepreneurship with an effective
system that integrates a wide range of programs and tailors products and
services to the diverse needs of entrepreneurs. These systems, it was deter-
mined, would be comprehensive, flexible, culturally sensitive, and inte-
grated, and should require providers to collaborate rather than operate in-
dependently or in isolation.

The resulting Kellogg-funded project, Entrepreneurship Development Sys-
tems in Rural Development (Dabson 2005a), looked for collaborative ef-
forts that would embrace entrepreneurship education, training and tech-
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nical assistance, capital access, networks, and entrepreneurial culture in
self-defined multicounty rural regions. There were 182 submissions from
rural regions in 47 states with more than 2,000 organizations directly in-
volved in the process as part of collaboratives.

Principle 3. Assets

The third principle is that entrepreneurship strategy must be assets-based.
Although Kretzman and McKnight (1993) published their groundbreaking
and widely adopted and adapted guide in the early 1990s to encourage
communities to stop thinking in terms of deficits and shortcomings and
start focusing on their assets and potentials, it still remains a challenge for
many rural regions to identify and accept that they may have real assets that
can yield entrepreneurial opportunities.

Nevertheless, the building blocks for competitive rural regions must be
their assets that can be leveraged for vitalization efforts. There are many dif-
ferent categorizations of such assets. For instance, Flora and Flora (2004 ) re-
fer to seven types of capital—cultural, social, human, political, natural, fi-
nancial, and built capital—which they define as a resource invested to
create new resources, and which can be identified in rural communities.
The policy challenge is which of these disparate assets can be translated into
entrepreneurial opportunities and what is the most effective means of do-
ing so.

For many scholars and observers, the main drivers of regional economies
are to be found primarily in large metropolitan centers or at least close to
centers of knowledge investment and creation. For instance, David Au-
dretsch (2005), a leading entrepreneurship theorist, suggests that entrepre-
neurship will be greater and will lead to higher levels of economic growth
in geographically delimited areas around sources of knowledge spillover
such as research universities and technology companies.

Much depends, however, on the extent to which these spillovers present
opportunities attractive to entrepreneurs and to the strength of the entre-
preneurial capital available. This approach supports Florida's (2005) ideas
mentioned earlier about the concentration of creativity around certain cen-
ters, but it does not necessarily preclude rural participation through land
grant universities and colleges or certain research institutions.

A new study that recasts the Florida (2005) Creative Class formulation
for rural America (McGranahan and Wojan 2006) supports the notion that
creativity in both urban and rural contexts is indeed a factor in economic
growth, and that certain rural characteristics can attract workers in creative
occupations. Amenity-based rural development strategies not only attract
tourists, vacation home residents, and retirees, but also creative workers
who see outdoor amenities as enhancing their quality of life.
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Local opportunities for outdoor recreation, such as biking, hiking, skiing,
water sports, hunting, or fishing, can be strong magnets for talent. In addi-
tion, Creative Class members in rural locations tend to be somewhat older
than their counterparts in metropolitan hubs and are interested in ensuring
good quality educational opportunities for their children. Nevertheless, the
evidence from the McGranahan and Wojan (2006) study also shows that it
is the higher density rural areas that are the most attractive because high lev-
els of social interaction and a degree of diversity are still important.

The implication appears to be that only some well-endowed rural regions
will benefit from entrepreneurial activity leading to economic growth and
competitiveness. There seems to be some basis for cautious optimism com-
ing from practical, on-the-ground experience, however, which over time
must be confirmed by rigorous research.

The Central Appalachian Network’s (2005) report on sustainable entre-
preneurship cited earlier focused much emphasis on Appalachia’s natural
assets and the heritage of the people and the place:

Natural capital entrepreneurship is based on the sustainable use of forests,
farmland, rivers, lakes and mountains of our region. Organic and niche crops,
ecotourism, wood products made from sustainable harvested timber, and non-
timber forest products such as ginseng are all products of entrepreneurship
based on natural capital. Placed-based entrepreneurship draws on the beauty
and heritage of our region through development of traditional crafts, music,
foods, and natural treasures such as historic bed and breakfasts. (31)

The report goes on to provide evidence of the income generation that
flows from these activities and to reinforce the point that these natural as-
sets are the region’s competitive advantage. Similar messages are contained
in an Association for Enterprise Opportunity report (Keiser and Herd
2003), which resulted from a two-year Rural Microenterprise Successful
Practices Project examining what improves effectiveness and impact. The
project focused on entrepreneurial development in the food, tourism, and
artisan sectors and concluded, among other things, that collaboration and
innovation go hand in hand in successful entrepreneurial rural communi-
ties. Again, the entrepreneurial opportunities arose from an understanding
and valuing of available rural assets.

Many ideas and approaches were generated by the previously mentioned
Kellogg Foundation project, including unusual partnerships among institu-
tions that rarely, if ever, work together. Nearly 40 collaboratives were led by
universities or community colleges reaching out to communities and other
agencies to offer the possibility of the transfer of skills and technologies
across rural regions. Some included major research and development facil-
ities such as NASA in New Mexico and the National Surface Warfare Center
in Indiana. Others focused on facilitating entrepreneurship and innovation
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in specific sectors such as sustainable agriculture, life sciences, or alternative
energy. Still others saw new technologies as central to connecting entrepre-
neurs and their ideas to markets.

In Kentucky, the Innovation Group, an initiative of the Kentucky Science
and Technology Corporation, manages a network of six Innovation and
Commercialization Centers housed in universities across the state (see Dab-
son 2005b). Three of these centers serve primarily rural regions and assist
entrepreneurs with refining business strategies and commercialization
plans, and they, in turn, are supported by seven regional Innovation Cen-
ters that provide initial assistance to entrepreneurs geared to the special
challenges faced by rural communities in the new economy.

By assisting with the application of appropriate technologies and provid-
ing access to a statewide network of capital, Web-based resources, and tech-
nical guidance, these centers are the first step in fostering entrepreneurial
opportunities. The Innovation Group manages a Rural Innovation Fund de-
signed to help small, rural firms convert their inventions and ideas into
investment-quality ventures and access private equity markets.

Research Agenda

Early in this chapter, reference was made to the importance of aligning en-
trepreneurship research to the policymaking process. From the various pub-
lications and research findings cited, it is possible to assert what is known
and/or agreed about entrepreneurship and what has yet to be evaluated.

There seems to be a large measure of agreement on the following:

e Entrepreneurs are diverse with different levels of education, skill, and
motivation. They can be identified in many different contexts, but the
critical defining characteristic is a willingness and ability to innovate.

e Innovation can be found in many different contexts and is not re-
stricted to high-technology sectors.

¢ Only one in ten entrepreneurs will succeed in creating enterprises that
will create significant numbers of jobs and wealth but even this small
proportion equates to 750,000 businesses a year.

e It would be unwise from a policy standpoint to attempt to identify
which entrepreneurs will eventually be these job creators, so a prudent
approach is to facilitate the creation of a large and diverse pool of as-
piring and early-stage entrepreneurs.

e The main challenge is to increase the conversion rate from early-stage
entrepreneurs to established business owners through appropriate
policies and supports.

e The broader economic context for entrepreneurship has changed dra-
matically through globalization and related threats and opportunities.
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People with entrepreneurial characteristics are more likely to be able to
grasp these opportunities. Globalization places a high premium on ef-
fective regional competitiveness and the ability of regions to make full
use of all their assets. For rural areas, the identification of competitive
assets and the recognition of interrelationships with metropolitan cen-
ters in a regional context are of paramount importance.

Some rural areas are better endowed than others in terms of sources of
innovation or climate for entrepreneurship, especially those with uni-
versities and research establishments and those with natural assets that
can be parlayed into entrepreneurship opportunities.

What policymakers still need is input from the research and evaluation
community in respect to the following assertions and emerging initiatives
and practices:

Entrepreneurship yields equivalent or greater returns to public invest-
ment than more conventional economic development approaches
such as recruitment and investment in infrastructure.

Regional frameworks that explore the connections between urban and
rural areas provide the necessary policy context for entrepreneurship
and economic development.

With appropriate investments in leadership capacity, tools to identify
competitive advantage, and regional consensus building, governments,
academic institutions, the private sector, and nongovernmental orga-
nizations can build lasting regional collaborations.

Given the dearth of financial and knowledge resources in many rural
areas, the focus should be on system-building to align available re-
sources and efforts to meet the differing needs and characteristics of
entrepreneurs.

Incentives for collaboration and system-building to facilitate entrepre-
neurship development are more effective than categorical programs.
The route to rural competitiveness is through the identification of as-
sets and that most, if not all, communities possess assets that entre-
preneurs can transform into economic opportunity. Creativity and in-
novation can be found and encouraged in all rural regions—even those
with few obvious endowments.

Entrepreneurship is by acclamation becoming the strategy of choice for a

growing number of regions and communities across rural America, but the
national, regional, and state policy contexts are still works in progress. Even
though the above assertions seem to have merit, one of the stumbling
blocks to their wider acceptance and action is the lack of hard evidence to
support them. To paraphrase David Hart (2003), analysts can and should
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do a much better job of assisting policymakers by testing these assertions
and by designing policy tools for effective implementation.

NOTES

1. For some examples, see Schweke and Dabson 1994; Henderson 2002; Na-
tional Commission for Entrepreneurship 2002; Sierra Business Council 2003; Cen-
tral Appalachian Network 2005; and Drabenstott 2006b.

2. A useful summary timeline is given on page 7 of Understanding Entrepreneur-
ship: A Research and Policy Report by the Ewing Marion Kauffman Foundation (2005).

3. The data presented in this section comes from the Integrated Longitudinal
Business Database as interpreted in Davis, Haltiwanger, and Jarmin (2005).
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What's Culture Got to Do with It?
Strategies for Strengthening an
Entrepreneurial Culture

Ron Hustedde

Think of a community or region as an entrepreneurial venture. Entrepre-
neurs transform ideas into something of value that people want or need.
They tend to be curious; they question the status quo; they listen to their
customers and find ways to satisfy them. They change behavior and thought
patterns to create new market opportunities. If a community or region can
be viewed as an entrepreneurial venture, one would expect to find similar
characteristics: behaviors and attitudes that are open to new ideas and op-
portunities with a supportive environment that encourages new ventures.
This is part of what is meant by an entrepreneurial culture.

This chapter addresses two major questions: (1) What does culture
have to do with entrepreneurship? and, (2) How does one foster an
entrepreneurial-friendly culture in a rural setting? Subsequent discussions
will define entrepreneurial culture and various types of entrepreneurs.
The chapter will explore seven major practices for building an entrepre-
neurial culture: (1) creating opportunities to learn, question, and think
about entrepreneurship; (2) welcoming fresh voices and embracing di-
versity; (3) mobilizing resources for entrepreneurs; (4) cultivating net-
works for entrepreneurs to thrive; (5) focusing on assets; (6) developing
a shared vision about entrepreneurship; and (7) creating entrepreneurial
advocates and leaders.

DEFINING AN ENTREPRENEURIAL CULTURE

There are cultures within a community that nurture, tolerate, or discour-
age the creation of new enterprises. Communities with cultures that value

39
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independence, innovation, diversity, and wealth creation can be viewed as
entrepreneurial-friendly while those that place higher values on conform-
ity and homogeneity or that tend to be overwhelmed by their deficits and
problems can be viewed as entrepreneurial tolerant or resistant.

Typically, a community has several cultures within a dominant culture.
These cultures can be ethnic, gender, or values-based clusters of people with
shared interests. For example, a group of Hispanic entrepreneurs, small
manufacturing firm owners, or pro-environment entrepreneurs may have
their own informal networks, values, and resources that are shared. They
don't necessarily oppose the dominant culture but operate within it on
their own terms.

There are also entrepreneurial countercultures within rural communities,
which can be expressed in a variety of ways. For example, when tourism-
based firms question the location of a potential polluter, they could be
viewed as counterculture. When a group of small business leaders create
their own organization apart from the local Chamber, that action could be
viewed as counterculture.

Indeed, culture shapes and molds the entrepreneurs that emerge in rural
spaces. Culture can be defined as a type of collective mind programming (Hof-
stede and Hofstede 2005, 4). It includes value judgments and social behav-
ior. A community’s culture defines what is acceptable and what is not. Cul-
ture isn't rigid and fixed; it evolves. It is shaped and reshaped by internal
and external forces, including entrepreneurs (Williams 1983). The closure
of a manufacturing plant, government regulations, the opening of a major
retail discount store, or the success of a youth entrepreneurship fair can con-
tribute to attitudes, values, and behavior about entrepreneurship.

Culture is also influenced by factors such as settlement patterns, religion,
and other historical conditions. For example, Appalachian coal towns have
typically been dominated by a single firm, which influenced thinking in
subtle and visceral ways that discouraged entrepreneurship and innovation.
In other Appalachian settings, such as Ivanhoe, Virginia, traditional indus-
trial recruitment has been replaced with an informal patchwork of income
sources, including nontraditional approaches such as bartering and finding
creative ways to meet local needs and to sell to external markets.

Entrepreneurial cultures can inspire entrepreneurs to emerge. This type of
culture is expressed through a can-do attitude that is manifested in symbols
and behavior that value entrepreneurship; it can include award ceremonies,
value statements, community-minded visions, local policy, investments,
and other approaches.

Culture is so pervasive that it tends to be forgotten as it fades into the
background as a part of economic development strategies. Some commu-
nities have cultures in which they feel victimized by external forces while
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others build on those forces and adapt them to create opportunities for new
enterprises (Shaffer, Deller, and Marcouiller 2004). A nonentrepreneurial
culture fails to recognize the forces that maintain the status quo such as en-
trepreneurs in Appalachia who believe there is a perceived negative attitude
toward success (Taylor, Dees, and Swanson 2003).

A community that only tolerates entrepreneurs and doesn’t welcome
them could be viewed as having a nonentrepreneurial culture. The focus on
the collective rather than individual success is one of several factors hin-
dering an entrepreneurial culture in aboriginal Canada along with inade-
quate access to financing and capital, lack of educational opportunities, and
limited access to external markets (Levitte 2004). This results in little ques-
tioning about current economic strategies and more focus on problems
rather than assets.

Some scholars assert that an entrepreneurial culture is about a framework
in which entrepreneurs have the potential to emerge and local economic re-
silience is promoted (Krueger 2003). Others argue that an entrepreneurial
community has three major characteristics: (1) a critical mass of entrepre-
neurs who are capturing new market opportunities; (2) a group of entrepre-
neurs with a distinct community within the community characterized by a
strong support network and mutual self-help; and (3) the community as a
whole is open to change (Lichtenstein, Lyons, and Kutzhanova 2004).
Richard Florida (2002) views entrepreneurial-friendly communities as places
that appeal to creative individuals. That is, they nurture the arts, promote a
healthy civic life, honor diversity, and celebrate their cultural uniqueness.

Thornton (1999) asserts that the entrepreneurship literature has placed
too much emphasis on the supply side perspective, with a focus on the in-
dividual characteristics of entrepreneurs. She points to the limitations of
studies about entrepreneurs as a class and suggests an examination of the
newer work on the demand side perspective—a focus on the context in
which entrepreneurship occurs.

In this view, demand is triggered by several factors such as the emergence
of generalist and dominant firms that create new market niches for special-
ist organizations and shocks in markets which trigger the founding of new
ventures. Thornton (1999) believes more research should be directed to-
wards a multilevel analysis about how, where, and why new ventures are
founded. That is, what are the unique institutions, environment, values,
and other aspects embedded within a specific setting that creates a demand
for entrepreneurs?

In essence, an entrepreneurial-friendly culture cannot be defined sim-
plistically; however, even this brief literature review suggests some clear pat-
terns that can help communities to broaden the supply and demand for en-
trepreneurs.
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ENTREPRENEURS AREN'T JUST SMALL BUSINESSES

Before further discussing an entrepreneurial culture, one must examine en-
trepreneurship more closely as is undertaken by Dabson in the previous
chapter. Although there isn't a universal definition for entrepreneurs, there
are some common threads in the literature. Entrepreneurs are innovators
who create new products, new services, or new markets which are mani-
fested in new organizations. Entrepreneurs are not high risk takers; rather,
they tend to share risks with investors. They bear the risks of failures but
also reap the rewards of success.

Entrepreneurs come in many forms. First, civic or social entrepreneurs
seek to strengthen the arts, recreation, health, environment, or other aspects
of public life and thus are crucial in forming and maintaining an entrepre-
neurial culture. These rural social entrepreneurs are innovators whose new
services, products, or markets are expressed in forms such as nonprofit,
civic, or governmental organizations or through informal networks. Like
business entrepreneurs, they are creative; however, they don’t necessarily fo-
cus on profit. Rather, they concentrate on public outcomes such as mini-
mizing poverty, educating children, or supporting entrepreneurs.

Rural social entrepreneurs are valued for four major reasons: (1) they im-
prove the quality of life in a region; (2) they are critical leaders within rural
places; (3) they engage in building entrepreneurial environments, which
are essential for business innovators; and (4) they may directly support
business entrepreneurs (Markley and Macke 2003).

Business entrepreneurs seek profits, but they can also be interested in so-
cial issues such as reducing pollution, providing more accessible health
care, or offering better recreation opportunities. As Dabson notes in the pre-
vious chapter, entrepreneurs can be classified in several ways, including as-
piring, start-ups, and growth-oriented (Dabson 2003). Aspiring entrepre-
neurs are actively considering going into business and are engaged in
researching a business idea. They may be motivated by a job loss or other
changes in their lives.

Start-up entrepreneurs have an idea, have formulated a plan, and have
made a decision to start a business or have already started one. Both aspir-
ing and start-ups tend to have a modest early impact. In some cases, start-
ups emerge because of a necessity; it is the only alternative to a job and in-
come loss. Those attracted to opportunities (versus necessities) are more
likely to grow.

Growth-oriented entrepreneurs tend to represent a relatively small group
of enterprises that are already successful and are motivated to grow. They
have the opportunity for high impact growth such as increasing the num-
ber of employees, market expansion, and profit growth. While some state
and regional strategies focus exclusively on high growth firms, one can ar-
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gue that this approach merely “skims the cream from the top” and ignores
other viable forms of entrepreneurship.

WHY ENTREPRENEURSHIP?

Community leaders must make a case for entrepreneurship before investing
time and energy in building an entrepreneurial environment. For the most
part, rural communities should pursue a broad-based approach to social
and business entrepreneurship—those with high growth potential as well
as those who can meet local needs.

Microenterprises, those that employ four people or less, should be con-
sidered part of a rural development strategy for three major reasons: (1)
they allow the disadvantaged to build assets and accumulate wealth; (2)
they create the bulk of new jobs; and (3) microenterprise entrepreneurs
tend to become more involved as leaders in their community (Dabson
2003).

Both social and business entrepreneurs are essential for the quality of
life in rural areas. They often offer essential services and products such as
grocery stores, automobile repair, and health care. They also make life
more vibrant and interesting for rural residents in fields such as recre-
ation, retail, and financial services. They often provide leadership to stim-
ulate social and business ventures and can create more philanthropic op-
portunities to strengthen local life. Rural entrepreneurs can also provide a
laboratory for business and social innovation; produce high-quality, lo-
cally controlled food and fiber resources; protect and restore the environ-
ment; and provide new opportunities for immigrants and the disadvan-
taged (Shuman 2006).

Social and business entrepreneurs provide other economic benefits as
well. They increase wealth in a community through external grants and in-
vestments and through links with external markets. Small enterprises ac-
count for half of the new jobs created (Headd, Ou, and Clark 2004). One
can argue that entrepreneurial organizations are more efficient and dy-
namic because they can respond more quickly to change than highly struc-
tured large organizations.

Entrepreneurship should be a centerpiece for rural economic develop-
ment. Large businesses often ignore local needs and create a sense of de-
pendency while local entrepreneurs are more closely tied to place, less re-
sistant to relocation, and have a tendency to be good neighbors (Shuman
2006).

While entrepreneurship is a logical economic development strategy for
rural communities, one should note that entrepreneurship tends to be a
long-term solution to economic issues rather than a panacea that easily
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translates into family-supporting wages and benefits. It can also be part of
a broader economic development strategy that includes increasing the re-
circulation of dollars in the community, such as though public services, and
community and regional facilities; expanding purchases by nonlocal peo-
ple; and recognizing the role of retirement benefits and unemployment
compensation as a flow of income into the community.

BUILDING AN ENTREPRENEURIAL CULTURE

What can a community do to encourage entrepreneurship or to strengthen
or build an entrepreneurial culture? The answer is multifaceted. An entre-
preneurial culture is based on two premises: (1) shared learning and (2) a
systems approach.

The first premise, shared learning, is about building a learning commu-
nity. Learning isn't simply the act of acquiring information; it is about de-
veloping the capacity to produce the results that are truly desired. A learn-
ing community can be defined by its ability to learn new knowledge,
discover new insights, share this knowledge with the community, and mod-
ify its behavior so as to reflect this learning (Gruidl and Hustedde 2003).

The second premise is about strengthening the entrepreneurial system. A
major shortcoming of local economic development is that it does not con-
sider which critical components are missing or how they operate in isola-
tion from each other (Lichtenstein, Lyons, and Kuthanova 2004). An entre-
preneurial culture cannot be imposed from the top down nor can it be
isolated from other aspects of community life, especially community goals
and visions or programs involving the arts, health care, or education.

Essentially, a human system can be characterized by three criteria: (1) the
whole is greater than the sum of its parts, (2) all parts are interdependent
and affect each other, and (3) a living system perpetuates itself by self-
adapting to its context (Moffitt 1999).

An abstract discussion about the core themes of shared learning and a
systems approach is likely to be a frustrating exercise for action-oriented
economic developers and community leaders who prefer visceral ap-
proaches. Consequently, the remainder of this chapter focuses on seven
practical strategies and examples for building an entrepreneurial climate:

1. Create opportunities to learn, question, and think differently about
entrepreneurship

Welcome fresh voices and embrace diversity

Mobilize resources for entrepreneurs

Cultivate networks for entrepreneurs to thrive

Focus on assets instead of deficits

AN ol
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6. Build a shared vision about entrepreneurship
7. Foster entrepreneurial leaders and advocates

Each strategy is rooted in theoretical and empirical research about building
an entrepreneurial culture.

STRATEGY 1. CREATE OPPORTUNITIES TO LEARN, QUESTION,
AND THINK DIFFERENTLY ABOUT ENTREPRENEURSHIP

Leaders can create opportunities for people to learn, to question, and to get
out of old ruts. Some scholars argue that an entrepreneurial culture places
a significant value on storytelling (Lounsbury and Glynn 2001). Stories
serve as an inspiration for aspiring entrepreneurs and also legitimize indi-
vidual entrepreneurs to investors, competitors, and others who make re-
source decisions based on their interpretation of the stories presented to
them. The stories about the ups and downs of entrepreneurship are espe-
cially valuable for understanding the complexities of finance, product de-
velopment, marketing, and management. When aspiring entrepreneurs tell
their stories, they get to the heart of the issues with which they are wrestling.
The metaphors associated with the entrepreneurial stories also provide in-
sights into the entrepreneurs’ own perspectives and aspirations and can in-
spire others in the community (Dodd 2002). The conventional American
metaphors of entrepreneurship as a journey, parenting, building, passion,
race, or war illustrate the multifaceted, even paradoxical, process. Story-
telling provides meaning to the entrepreneurial process; it can be mani-
fested in celebrations, awards, and testimonials.

The Fairfield (Iowa) Entrepreneurs Association (FEA) is a volunteer group
that “taps into the collective wisdom of other businesses” (Chojnowski
2005). A leader of the group asserted that “90 percent of what local entre-
preneurs learn is from other entrepreneurs” (Chojnowski 2005). The FEA
makes use of significant storytelling. Failure is often incorporated into the
entrepreneurial stories because failure is “the compost that supports the
startup of new companies or builds the second generation startups—those
who have had one business failure and started another” (Chojnowski
2005). It does not have the negative stigma one finds in other communities
(Chojnowski 2005).

Like other entrepreneurial-friendly communities, Fairfield celebrates en-
trepreneurs by recognizing success stories with awards ceremonies such as
Entrepreneur of the Year. These entrepreneurial stories and events have stim-
ulated a solid entrepreneurial culture. Since 1990, more than $250 million
has been invested in 50 new Fairfield firms in fields such as software devel-
opment, marketing, financial services, media, and telecommunications.
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This investment has provided Fairfield with 3,000 new jobs and nearly $1
billion in equity. Local residents view their community as the “Entrepre-
neurial Capital of ITowa.”

Self-assessment surveys can also trigger new conversations and reflections
about attitudes, capacity, and the climate for entrepreneurship. The RUPRI
Center for Rural Entrepreneurship (2006) has several surveys in its toolkit for
Energizing Entrepreneurs: Charting a Course for Rural Entrepreneurs. The Rural
Community Entrepreneurship Survey and other tools have been posed to
elected leaders, economic development professionals, and social and busi-
ness entrepreneurs to foster different perspectives about the entrepreneurial
capacities of the community. Even a simple question such as “Where has en-
trepreneurship succeeded in our area?” or “Are we entrepreneurial-friendly?”
have engaged communities in soul-searching conversations about attitudes,
technical and financial assistance, infrastructure, and a range of other issues
associated with an entrepreneurial culture.

STRATEGY 2. WELCOME FRESH VOICES
AND EMBRACE DIVERSITY

A systems approach to entrepreneurship includes symbolic diversity—a
community-level orientation that inspires communities to engage in con-
structive controversy. Rural communities provide settings in which people
see each other in a variety of roles; however, rural communities tend to sup-
press controversy such as the need for a new landfill to avoid feeling un-
comfortable when meeting the person concerned at church or the bowling
alley. Absence of controversy can be as dangerous for communities as con-
flict.

Communities can depersonalize politics where controversy is accepted:
people can still disagree with one another but still respect each other. Sym-
bolic diversity can be stimulated by a focus on process rather than on win-
ning. It calls for a broader definition of group identity which expands the
“we” with fewer “theys” and with more permeable group boundaries (Flora
and Flora 1993).

The Washington Policy Center is an example of symbolic diversity. It co-
operated with 60 organizations, including the Washington State Hispanic
Chamber of Commerce, the PNW Black Chamber of Commerce, and the
Latino Business Association, to bring 350 diverse small business leaders to-
gether to discuss how to improve the state’s business climate. Discussion
guidelines created a safe space for various perspectives to be heard and to
reach consensus about small business issues such as regulatory uncertainty,
lack of government accountability, and actual or perceived antibusiness at-
titudes. After a 2003 conference, 5 small business recommendations and 15
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other bills were signed into law that directly reflected conference outcomes
(U.S. Small Business Administration, Office of Advocacy 2005).

Symbolic diversity is also achieved by welcoming fresh voices, especially
those of the young, artisans, teachers, healthcare workers, and entrepre-
neurs. Some researchers argue that communities are likely to become more
prosperous if they welcome diverse viewpoints and become a haven for cre-
ative workers (Florida 2002). One study suggests that natural resource
amenities such as hiking trails, water sports, hunting, and fishing as well as
a cluster of arts, humanities, and educational opportunities provide the cre-
ative juices to attract entrepreneurs and other innovators (McGranahan and
Wojan 2006).

Welcoming fresh and diverse perspectives can be part of stimulating an
entrepreneurial culture. Take the case of Palestine, a small municipality in
southern Illinois. Their economic development dream includes encourag-
ing all residents to enjoy and experience the arts; stimulating cooperation
among artists, patrons, and enthusiasts; and promoting the development of
individual artists. The Palestine Artists Relocation Project (2006) is an at-
tempt to attract artists of all genres to the city. Those artists eligible for re-
location can benefit from commercial and historical sites, a co-op art
gallery, access to Websites, revolving loan funds, and other incentives. The
artist relocation initiative complements other economic development ap-
proaches.

STRATEGY 3. MOBILIZE RESOURCES
FOR ENTREPRENEURS

Resource mobilization is a key aspect of an entrepreneurial social infra-
structure. Rural America is faced with slow growing or decreasing real in-
comes and a decreasing tax base in some instances, and they are increas-
ingly being asked to rely on their own resources for rural development and
entrepreneurship. Entrepreneurship is facilitated when communities can
share some of the entrepreneurs’ risks in the form of money, space, com-
munications, and equipment. Entrepreneurial communities are willing to
commit funds, through additional taxes or reallocation, to provide the
physical or human capital resources for entrepreneurs to succeed.

The Douglas-Coffee County Chamber and Economic Development Au-
thority in Georgia created 240 additional jobs in 1 year through an entre-
preneurial initiative. They saw the region in an economic slump, ques-
tioned the Chamber of Commerce’s role, and made changes. First, they
worked with county leaders to start a new entrepreneur and small business
program. They prepared a How to Start and Grow a Business publication,
which was available electronically and in print. To make it clear that the
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county was serious about entrepreneurship, it offered tax abatements for
small business entrepreneurs and created an informal retail incubator
where potential retailers could lease space on a monthly basis to test their
ideas. Those businesses with a viable concept leased permanent space and
started operations. These and other efforts led to their designation as an
“entrepreneurial friendly community” by the Georgia Department of Com-
merce (Greenway 2005).

The IDEA Center Incubator in Tupelo, Mississippi, serves new business
entrepreneurs in manufacturing and professional services. It was developed
after lengthy negotiations and includes more than $1.5 million in funding
from 11 government agencies for construction and first-year operations.
The incubator provides 40 spaces for entrepreneurs with high-speed Inter-
net access, Voice-Over-Internet-Protocol phone service, faxing and copying
services, and customer parking. More importantly, it provides one-stop ser-
vices such as business counseling, training, and networking to help entre-
preneurs successfully launch businesses. The National Business Incubation
Association (NBIA) states that publicly supported incubators create jobs at
a cost of $1,000 each while other job creation incentives cost more than
$10,000 per job created (Averett 2005).

STRATEGY 4. CULTIVATE NETWORKS
FOR ENTREPRENEURS TO THRIVE

An entrepreneurial culture fosters networks for entrepreneurs to prosper.
Both formal and informal networks are essential for information flows and
key linkages (Flora and Flora 1993). It is essential that voices other than tra-
ditional elites be heard in these networks. Diverse leadership, including
men and women, different ethnic backgrounds, and different income lev-
els, must be nurtured during this process. While some people may find it
uncomfortable to be around others unlike themselves, an entrepreneurial
culture needs diversity.

Hispanic-owned businesses increased from 5 percent of the total number
of firms in 1995 to 7.4 percent in 2002 (Headd, Ou, and Clark 2004).
Those in the 55 to 64 age category also increased from 15.9 percent to 19.9
percent of businesses during this period. African Americans and Hispanic
Americans exhibited higher rates of opportunity-based entrepreneurship
than Asian Americans and white Americans. Women continue to represent
about 34 percent of the self-employed.

A community must reach out to these diverse constituencies and include
them in leadership networks to stimulate new social and business ventures.
A noteworthy example is the Rural Enterprise Assistance Project (REAP)
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Hispanic Rural Business Center in Nebraska. In its first year of operation,
the center helped more than 100 Hispanic entrepreneurs receive significant
technical assistance and training.

In addition, the pilot communities of Schuyler, South Sioux City, Crete,
and Madison formed REAP Rural Business Roundtable groups and completed
the five-session basic business training course in Spanish. These pilot com-
munities were chosen because of their high population Hispanics. REAP
plans to expand its outreach to Hispanic entrepreneurs and will continue to
research, develop, and build strategic partners (REAP Business Update 2006).

Entrepreneurial communities are able to grapple with difficult problems
and rephrase them in more inclusive ways that allow diverse voices to be
heard. They think about issues from a systems perspective rather than iso-
late entrepreneurship from the broader community.

Horizontal networks are also essential. Entrepreneurs tend to learn best
from those most like themselves, rather than experts. For example, small
business owners and civic leaders founded the Business Alliance for Local
Living Economies (BALLE) to create more humane and sustainable local
communities. Some BALLE groups train new social entrepreneurs while
others push for greater state commitment in renewable energy and health
care (Schuman 2006).

The Community Progress Initiative in the Wisconsin Rapids area involved
more than 130 individuals in industry clustering networks along with entre-
preneur mentoring teams and study tours. Because of these and other entre-
preneurial-friendly initiatives more than 1,000 jobs have been created or
retained (U.S. Small Business Administration, Office of Advocacy 2005).

Vertical networks encourage a two-way flow of information. Entrepre-
neurial communities cannot depend exclusively on local resources but need
to link with others outside the community for information and resources.
Vertical networks are created at different systems levels. The Northern Iowa
Area Community College Pappajohn Entrepreneurial Center cooperated
with the Iowa Department of Economic Development to identify informal
investors, angels, to create a community-based venture capital fund and to
develop an investor-entrepreneur network in northern lowa. Sixty-one in-
vestors from 16 communities started a $1.7 million for-profit venture cap-
ital fund (Zanios 2006).

This network has a stake in the entrepreneur’s success; they offer exper-
tise, not just money, and often become part of the entrepreneur’s board of
directors. The group has reviewed 81 business proposals, has assisted 51 of
those with technical and educational assistance, and has provided start-up
funds for 5 firms. This networking involves more than capital; it is a critical
connection between those with investment and business expertise and en-
trepreneurs in the region.
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Tupelo, Mississippi, is an example of a classical approach to internal and
external entrepreneur networks. Tupelo was the nation’s poorest county in
1940 (Grisham 1999); however, the local newspaper editor, George
McLean, believed that rich and poor alike could work to improve the qual-
ity of life in the community. This social entrepreneur viewed the rural area
around Tupelo as part of the community. His first initiative involved local
businessmen who bought one bull to inseminate dairy cows; that modest
action led to a cluster of small dairy businesses for poor farmers in the
county. In 1948, he persuaded 151 local business leaders to invest in the
Community Development Foundation, which provided the structure for
major changes to occur.

Tupelo’s success was linked to residents who were seen as responsible
for creating new alternatives. The surrounding rural areas were integrated
into the Tupelo initiative; new rural development councils were created
along with business incubators, worker training programs, and an up-
grade of the educational infrastructure. Tupelo’s leaders visited and
learned from other regions that diversified their economies. Equal access
was encouraged for all races prior to Civil Rights legislation, and other ef-
forts were made to find economic alternatives and enterprises that even-
tually led the county to become the second wealthiest county in Missis-
sippi (Grisham 1999).

In essence, an entrepreneurial culture cannot be viewed in isolation from
other parts of a community or region or as distinct from other initiatives.
Systems thinking involves quality networks in which entrepreneurs are
linked with each other as well as outsiders. It is a mind-set that can become
a habitual form of thought in a community.

STRATEGY 5. FOCUS ON ASSETS INSTEAD OF DEFICITS

There are two major approaches to economic development. One is known
as the deficit or needs-based model in which the community is viewed as a
collection of needs or crises (Wade 1989). Under this model, the commu-
nity concentrates on what it lacks and seeks external resources to correct
those needs. Unfortunately, the deficit approach can demoralize residents
because they can often feel overwhelmed with the task at hand.

The alternative approach is known as asset-based community develop-
ment (Kretzmann and McKnight 1993). It is also known as asset mapping
because a community’s assets are mapped, including individuals, organiza-
tions, and other community characteristics. In the asset approach, the pri-
mary building block for entrepreneurship or other community initiatives
includes those community assets most readily available, especially those re-
sources located in and controlled by residents.



What's Culture Got to Do with It? 51

Each community can map its individual assets, including skills, talents,
experiences, income, and individual and home-based businesses. There are
also organizational assets: business and citizen associations, religious
groups, and other informal networks. Secondary building blocks include
those assets which are within the community but controlled by outsiders.

An asset-based approach to entrepreneurship begins with a comprehen-
sive analysis of a community’s positive core and then links that knowledge
to the heart of any strategic change. It is a discovery of everything which
brings a system to life. An asset-based approach links people to the hidden
and obvious potentials in their community. They can see changes they
never thought possible, and people can be mobilized with enthusiasm,
confidence, and energy. It tends to bring out the best of “what is” and “what
can be.” For example, compare the following two questions. The deficit-
based approach question might ask, “Why don’t we have many entrepre-
neurs in our community?” In contrast, the asset-based approach question
might be, “What makes extraordinary entrepreneurship possible in our
community?” The former question encourages self-doubt while the latter
can trigger spontaneity, discovery, dreams, and innovation.

If Mora, New Mexico (pop. 5,000), was examined from a deficit perspec-
tive in the mid-1990s, one would see low-income rural families and a de-
clining textile industry. Mora’s leadership concentrated on local assets—the
natural beauty of their surroundings, a vibrant rural way of life in spite of
low income, a history of working in textiles for almost 300 years, people
wanting to stay in their ancestral homes, and the potential for an increase
in cultural tourism.

Tapetes de Lana was created in Mora in 1998 to revive the lost tradition
of weaving and to subsidize the incomes of low-income families. It started
with $20,000 and a newly formed nonprofit agency to offer job training
alternatives for families on welfare. History and tradition played an im-
portant role as residents learned to do hand spinning, natural dying, and
weaving. Weavers built looms with scrap materials. In contrast to initial ex-
pectations, many of the weavers are men. They produce wool quilts in tra-
ditional and contemporary designs. Customers are interested in hearing
stories about the product, which adds value to the quilts. As business grew,
Mora’s weavers have started specializing in alpaca wool and now work
with alpaca breeders to spin 2,000 to 4,000 pounds of wool per day. Other
spin-offs include an art center, a pottery studio, and a community-based
mill, and there are plans to expand into a theater and a rural development
center. By focusing on local assets, Mora has built a thriving cottage in-
dustry and improved the quality of life and hope for its people (Gomez
2005).

The asset-based approach fosters a “can do” attitude because a community
realizes that it has a range of assets over which they have some influence.
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Hawarden, Iowa, was ignored by its cable company in Denver when it wanted
to expand the local telecommunications network in 1994. The community
didn't take “no” for an answer.

Instead, they discovered their own assets by passing a $4.5 million rev-
enue bond and building a hybrid fiber/coaxial framework. It kept one of
the current employers in town and led to other economic opportunities
(Schultz 2004).

STRATEGY 6. BUILD A SHARED
VISION ABOUT ENTREPRENEURSHIP

A community-based vision is the big picture about where the community or
region is headed. A community vision about entrepreneurship cannot stand
alone; it must be fully integrated with other aspects of a broader vision
about community directions. Ideally, the process involves the key strategies
mentioned earlier such as creating opportunities to learn, question, and
think differently about entrepreneurship and focusing on community and
regional assets.

In many cases, the visioning effort is a work in progress. For example,
Owen County, Kentucky, has involved more than one-fourth of its residents
in developing a community-based vision (RUPRI 2006). The entrepreneur-
ship component is still being integrated into the broader community vi-
sion. Teams visit the county’s innovative entrepreneurs and learn more
about youth entrepreneurship as their dream matures.

In the case of Littleton, Colorado, several thousand people lost their jobs
from the closure of a manufacturing firm. Rather than focus on recruiting
jobs through industrial recruitment, a community vision emerged to grow
entrepreneurs from the inside—a concept called economic gardening (RUPRI
2006).

The Littleton vision for entrepreneurship focuses on high-growth firms.
Littleton provides free information such as marketing trends and Geo-
graphic Information Systems (GIS) software to map clients’ addresses. They
invest in an intellectual infrastructure such as great schools, training pro-
grams, and linking higher education with aspiring entrepreneurs to sharpen
the skills of entrepreneurs and to keep their businesses competitive.

Littleton is also creating opportunities for trade organizations to emerge
and for think tanks, including entrepreneurs and universities, to network
and pursue other forms of innovation. The payoff has been that from 1998
to the present, jobs in the city have increased from 14,000 to 29,000
(RUPRI 2006). During that time, the city has not offered incentives or tax
breaks to recruit businesses. The concepts behind economic gardening can
be applied toward a rural vision for entrepreneurship: grow your own tar-
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geted group of entrepreneurs then provide them with information and tech-
nical assistance, infrastructure, and connections.

St. Lawrence County in upstate New York began a visioning process by fo-
cusing on economic leaks in which goods and services were being imported
from outside the county. County leaders are working on opportunities to
train leak-plugging entrepreneurs in almost every sector of the economy, in-
cluding hydroponics, restaurants, alternative energy, uniforms, and sta-
tionery (Shuman 2006).

Regions can also develop a shared vision. Western North Carolina real-
ized that it had an invisible industry of craftspeople who work in shops and
galleries along back roads and highways in the Blue Ridge Mountains. This
led to the creation of a HandMade in America initiative, which leads visitors
to 500 sites along several road trails. It generates $120 million annually to
the economy—four times more than burley tobacco contributed when it
was the dominant crop (Shultz 2004).

Shared visions about entrepreneurship must be integrated within the
context of a community’s uniqueness, its values, and its people. It should
involve opportunities to learn, to question, and to think differently about
entrepreneurship. Fresh and diverse voices must be welcomed. The vision
should pay attention to the creation of more resources for entrepreneurs
and networks that will allow entrepreneurs to thrive. Typically, the visions
focus on assets rather than deficits. Increasingly, rural communities com-
bine their efforts to develop a shared vision for their region. The shared vi-
sion must also nurture leaders who can advocate for entrepreneurs and can
stimulate collective action and policy changes.

STRATEGY 7. FOSTER ENTREPRENEURIAL
LEADERS AND ADVOCATES

The seventh strategy for fostering an entrepreneurial culture involves lead-
ership. Low population density in rural areas suggests a lack of a critical
mass of leaders for concerted action. So, entrepreneurial leaders and advo-
cates must be nurtured through organizations such as the Cooperative Ex-
tension Service, the Chamber of Commerce, or civic organizations in order
to fill the human capital gap (Hustedde 1991).

An entrepreneurial culture is not characterized by decentralized or cen-
tralized leadership but by many interrelated centers of leadership—polycen-
tric leadership (Morse 1998). That is, an entrepreneurial community will
have a series of circles which represent elements in the community such as
finance, local government, social services, the arts, youth, and other groups.
Leaders from these groups will be able to make decisions that are guided by
shared visions.
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The circles of leadership overlap when they are dealing with shared vi-
sions about entrepreneurship. For example, in Carter County, Kentucky, so-
cial services work hand in hand with educators who nurture and teach en-
trepreneurship to women with limited incomes. A youth entrepreneurship
initiative in Grant County, Kentucky, involves a polycentric leadership of
teachers, entrepreneurs, business leaders, and technical assistance and ex-
ternal groups such as the Kauffman Foundation and several universities.

Polycentric leadership works well if it moves beyond the superficial ele-
ments of team building (e.g., communications, courteous behavior, and
strong relationships) to team learning. Leaders can learn to collectively
think together about entrepreneurship and to move in a coordinated way;,
just as a flock of birds moves in coordinated patterns.

Opportunities must be created for team learning about entrepreneurship
in which questions are asked about systems and assets as well as reflecting
on some of the tough questions: What do we know about entrepreneur-
ship? What do we need to know? How does entrepreneurship complement
or challenge our values? Do we have a shared vision about entrepreneur-
ship, and how should we act on that vision? and What kinds of policies
need to be changed to foster entrepreneurship?

Venues such as conferences, workshops, roundtables, and think tank set-
tings can create a climate for entrepreneurial leaders to emerge. The Geor-
gia Department of Economic Development (2006) has created an initiative
that provides a structure for grooming community-based entrepreneurial
leaders. In order for a Georgia community to be officially designated as
entrepreneurial-friendly, a community must take several key steps: (1) iden-
tifying a local organization and champion to lead a community-based en-
trepreneurship strategy; (2) increasing community awareness about the
needs, resources, and benefits of home-grown businesses; (3) enhancing
relationships with state and federal resource providers and others in educa-
tional sessions to help local leaders learn how entrepreneurs can be sup-
ported; (4) identifying potential, existing, and growth-oriented entrepre-
neurs; (5) identifying unique local assets that can support and foster
entrepreneurship such as historic features, nature-based venues, and educa-
tional strengths; and (6) visiting and interviewing local entrepreneurs.

Communities that meet these and other criteria become members of the
state of Georgia’s entrepreneur-friendly team and are provided opportunities
such as professional development, conferences, and a sharing of best prac-
tices (Georgia Department of Economic Development 2006). Although the
Georgia Entrepreneur Friendly Initiative is not advertised as a formal leader-
ship program, one can argue that the process itself fosters overlapping circles
of community leaders who listen to entrepreneurs, understand local assets
and entrepreneurial resources, and become involved in network building.

Another example of polycentric leadership for building an entrepreneurial
culture is found in the Kentucky Entrepreneurial Coaches Institute. This
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unique leadership program was designed to foster a strong entrepreneurial
culture by building a regional network of entrepreneurial leaders, advo-
cates, and entrepreneurial coaches in tobacco dependent counties. The
$1.28 million leadership program was funded by the Kentucky Agricultural
Development Board and is being implemented by the University of Ken-
tucky Cooperative Extension Service as the region makes the painful transi-
tion from a tobacco dependent economy.

Those chosen for the institute’s competitive fellowships reflect the gen-
der, age, ethnic, geographical, and career backgrounds in the region. They
meet with entrepreneurial leaders and scholars, and visit entrepreneurs and
entrepreneurial-friendly communities in nine seminars over a 15-month
period. The seminars teach leadership and coaching skills, broaden creativ-
ity, and actively engage participants in the community and the region.

One institute goal is to form a regional identity by putting fellows to-
gether in cross-county teams to develop and carry out mini-grant proposals.
Team projects have included technical and high school entrepreneurial ini-
tiatives, an entrepreneurial contest for ways to use a wood waste product, a
seven-county agritourism initiative, and an entrepreneurial awareness pro-
gram. A seminar in rural Scotland included visits with isolated entrepre-
neurs who linked into global markets and meetings with those involved in
youth entrepreneurship programs and rural entrepreneurship policies.
While there were many educational benefits from this trip, the shared ex-
perience built an incredibly strong support network among this diverse
group of leaders (Hustedde 2006).

The first-year evaluation report showed that the 28 fellows in the 2005
class had more than a 1,000 contacts with entrepreneurs and service
providers; they actually coached 115 entrepreneurs. They also made 416 in-
formal presentations and 88 formal presentations. Five fellows ran for po-
litical office on pro-entrepreneurship platforms (Markley et al. 2006). In
their campaigns, they asked difficult questions about investments in indus-
trial parks and industrial recruitment: “Are we putting too many eggs in one
basket (industrial recruitment)?” and “Do we need to balance our commu-
nity’s economic development portfolio?” These questions and other chal-
lenges raised entrepreneurship on the community’s and region’s radar
screen.

The Georgia and Kentucky examples of polycentric leadership are likely to
have significant impact; however, it may take five years or more to see a sig-
nificant payoff or to measure their impact appropriately.

CONCLUSION

Rural communities can be viewed as entrepreneurial ventures. They may
display a wide spectrum of cultures that can be antagonistic, tolerant, or
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welcoming for entrepreneurs. Culture is more than an attitude. It is about a
collective mind-set that influences behavior and actions; it shapes what is
acceptable and what is not.

An entrepreneurial culture is rooted in two premises: (1) shared learning
and (2) systems thinking. Shared learning is the ability to learn new knowl-
edge and insights and how to share this knowledge with the community to
influence change. Systems thinking is a way of viewing the community as a
type of ecosystem in which entrepreneurship is linked to other aspects of
community life. This living system perpetuates itself by adapting to the
changing context of entrepreneurship.

The concepts of shared learning and systems thinking are embedded
within seven major strategies for building an entrepreneurial culture: (1)
create opportunities to learn, question, and think differently about en-
trepreneurship; (2) welcome fresh voices and embrace diversity; (3) mo-
bilize resources for entrepreneurs; (4) cultivate networks for entrepre-
neurs to thrive; (5) focus on assets instead of deficits or problems; (6)
build a shared vision for entrepreneurship; and (7) foster entrepreneur-
ial leaders.

These seven strategies are ways to transform a community’s culture into
something that reflects the strengths of social and business entrepreneurs.
The strategies should not be viewed as mechanical but as living and flexible
approaches in which social and business entrepreneurs can prosper.
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Entrepreneurship and Small
Business Growth

Norman Walzer, Adee Athiyaman, and Gisele E. Hamm

The importance of small businesses in generating local employment, espe-
cially in rural areas has been recognized by policymakers and many pro-
grams are available to help start and promote these businesses. However the
specific roles of entrepreneurship in fostering business start-ups, and there-
fore expanding regional growth, have not always been recognized.

While new firms can be any size, business start-ups in rural areas often
are small with relatively few employees. Nevertheless, these businesses fre-
quently are the fastest growing and may account for much of the job cre-
ation in rural areas. This chapter examines the importance of small busi-
nesses in regional economic growth and presents a conceptual model to
understand factors affecting both the formation and growth in number of
microenterprises in midwestern counties. Specifically, the relevance of local
economic climate, business structure, natural amenities, and potential en-
trepreneurs in the region in explaining changes in the number of microen-
terprises in the county is examined.

BACKGROUND

Entrepreneurship was not a major factor in neo-classical economics (Baumol
1968; Kirzner 1997). While production functions enable managers to opti-
mize outputs given a set of inputs, the theory of the firm does not recognize
the gap-filling and input-completing functions of entrepreneurs that lead to or-
ganizational efficiency, and more importantly, new firm starts (Leibenstein
1968; Beugelsdijk and Noorderhaven 2004). In practice, an entrepreneur rec-
ognizes gaps for goods/services in the market place, assembles necessary
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resources to complete the inputs needed in the production process(s), and op-
timizes the production process(s).

Thus, an entrepreneur’s role includes more than managing an operation;
it also involves recognizing and taking advantage of business opportunities.
The new firm creation role of entrepreneurs has been studied from a vari-
ety of disciplines including social psychology and economics (Labriandis
2006) to identify common characteristics of entrepreneurs and to find ways
to promote entrepreneurial behavior.

An endogenous growth theory is often used to justify the inclusion of en-
trepreneurial concepts in regional development (Pack 1994; Audretsch and
Keilbach 2005). This theory uses two concepts to link entrepreneurship and
economic growth: diversity and selection. Diversity is defined as knowledge
created by firms’ investments in research and development (R&D). Selec-
tion refers to the entrepreneurial activity of creating economic value from
the knowledge created by R&D activities. According to Audretsch and Keil-
bach (20043, 607):

(individuals) placing a high value on knowledge that is not valued as highly by
the hierarchical decision making organizations in incumbent firms will face an
incentive to become entrepreneurs and start a new firm in order to appropri-
ate the value of that knowledge.

Empirical tests show that statistically significant variations in economic
growth among nations can be attributed to these entrepreneurial concepts
(Beugelsdijk 20006).

At least two implications flow from discussions of the two entrepreneur-
ship concepts. First, new firm starts indicate entrepreneurship. Second, en-
vironmental factors such as the socioeconomic-spatial characteristics of a
community (e.g., population density, unemployment rate, distance from
major cities, etc.) can facilitate or hinder entrepreneurship (Labrianidis
2006).

Four categories of environmental factors are examined in this chapter: (1)
economic climate; (2) business structure; (3) natural amenities; and (4) po-
tential for entrepreneurship in the county. A structural equation that per-
mits the modeling of complex sequences of causal relationships, assess-
ment of errors in measurement, and the identification of both direct and
indirect effects within a system of equations is then applied to data on mi-
croenterprises in six midwestern states.

Microenterprises are important in the overall rural midwestern economy.
The Association for Enterprise Opportunity (AEO) provides county-level
data for two business groupings: (1) owner-operated businesses with no
employees and (2) those with one to four employees. These businesses are
a subset of rural businesses and include other enterprises besides start-ups
or entrepreneurs. In the six midwestern states (Illinois, Indiana, Iowa, Ken-
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tucky, Missouri, and Wisconsin), 82 rural counties (17.8 percent) had 30
percent or more of their employment in these businesses, and 187 counties
(40.7 percent) had 25 percent (AEO 2006).

Microenterprises in these states grew during the early 2000s with 85.2
percent of the counties reporting increases in number of establishments
and 77.8 percent of the counties reporting increases in employment in
these businesses. Rural counties adjacent to urban areas differed very little
from remote counties in increases in numbers of businesses (86.3 percent
versus 84.2 percent), but fewer remote counties reported employment
growth in microenterprises (81.1 percent versus 75.0 percent).

CONCEPTUAL FRAMEWORK

Successful entrepreneurship strategies lead to small business growth and
determinants of small business employment patterns in the United States
and other countries have been studied many times (Bruce et al. 2007). An
extensive review of the literature on microenterprise business growth was
reported by Doub and Edgcomb (2005) with some studies examining busi-
ness start-ups and others focusing on established businesses. Three empiri-
cal studies summarized next provide a basis for formulating hypotheses
about business formation rates at the microlevel and employment changes
in a region.

Acs and Armington

In 2005, Acs and Armington provided an extensive examination of new
firm formation rates using Business Information Tracking Series (BITS) data
for 384 labor market areas from 1991 to 1998 (2006). Differences in firm
formation are associated with regional differences in human capital, growth
in local population and income, and industry specialization. The re-
searchers studied formation rates in six industry sectors, including business
services, distribution, extractive, local marketing, manufacturing, and retail
industries by year during the period of examination.

The findings differ by industry sector and year, but, in general, significant
relationships were reported between formation rates and human capital
measures such as proportion of college graduates and share of high school
dropouts compared with the noncollege adult population.

The researchers also report significant relationships between intensity of
service businesses and all establishments in the labor market area. Areas
strong in service businesses had higher formation rates, and average size of
establishment in the region was statistically related to formation rates. The
unemployment rate was statistically significant in specific years, but seems
to vary with the business cycle.
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The analyses by Acs and Armington (2005) further demonstrated that
firm birth rate is important in five industry sectors but not in manufactur-
ing. The share of proprietors’ income in a Labor Market Area (LMA) is pos-
itively related to overall firm formation rates showing that those areas with
a strong presence of proprietors usually have a more favorable climate for
entrepreneurs. This relationship, however, does not hold for all industry
sectors.

The authors also report a positive relationship between percent of adults
with a secondary school degree and firm formation rates; however, the pro-
portion of adults with college degrees is not significantly related to forma-
tion rates. These results suggest that broad-based educational levels in the
region may lead to more entrepreneurship than a high percentage of resi-
dents with higher education degrees.

Finally, Acs and Armington report a strong positive relationship between
entrepreneurship and overall economic development. This finding is not
unexpected and may be even more important in rural areas that lost large
manufacturing industries and, thus, now rely more heavily on small busi-
nesses serving local as well as regional markets.

Innovation and Information Consultants, Inc. (IIC, Inc.) Study

The Small Business Administration (SBA), Office of Advocacy, commis-
sioned the Innovation and Information Consultants (2006) to examine factors
affecting the growth and profitability of small businesses. This project studied
changes in business employment at the national level using pooled data for
1997-1999 and 2000-2002, followed by verification with case studies in Ken-
tucky, Maine, Nebraska, Nevada, North Carolina, and Utah, to identify im-
portant characteristics and policies leading to small business growth and prof-
itability. Explanatory variables vary in their relationship to births compared
with deaths and between periods of expansion and recession.

Results from an analysis of rural establishment growth show that rural
population growth and urban-rural wage gap are positively related. The
rural amenity index, urban small business growth, and a Rocky Moun-
tain regional variable were also positively related but only during the re-
cessionary period, while the urban amenity index, urban population, ur-
ban jobs, and Southeast regional variable were negatively related. During
a period of economic expansion (1997-1999), rural small business prof-
itability (measured by average nonfarm proprietors’ income) and urban
small business growth were negatively correlated with rural establish-
ment growth.

Since one aim of the IIC, Inc. project was to determine the importance of
local economic development for rural business prosperity, the authors ex-
amined small business performance from several angles. Changes in num-
ber of rural small businesses were related to population, per capita income,
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diploma recipients per 1,000 residents, real wages, share of nonfarm pro-
prietors’ income, density of urban establishments, urban jobs per 1,000 res-
idents, and region of the country.

Profitability of rural small businesses was related to number of firm births
adjusted for population, real farm proprietors’ income, per capita income, av-
erage urban nonfarm proprietors’ income, real wages in urban areas, real
Gross State Product, and two regional variables (Great Lakes and Southeast).

Papadaki and Chami

A somewhat related study of determinants of microbusiness growth pat-
terns in Canada, using Micro-Enterprises 2000 Survey data, examined
owner-founders of microbusinesses involving females, people employed in
agriculture, and Hispanics in seven nonmanufacturing industries with be-
tween one and four employees in 1995 and still operating in 1999 (Pa-
padaki and Chami 2002). The study divides determinants of business
growth into three main factors: (1) owner-manager characteristics, (2)
growth motivation, and (3) management know-how.

Several results have implications for the present study even though the
Canadian study is a microstudy of businesses rather than a county-level
analysis. Businesses whose owners had not completed high school reported
slower growth. Gender, age, and immigrant status of owners did not affect
business growth significantly.

Propensity of an owner to take risks was significantly related to growth,
while the rate of growth in the businesses was less when the owner was cur-
rently employed outside of the business venture. This situation may reflect
a lifestyle entrepreneur status and a relative shortage of time to devote to
the business venture. Expressed desire or commitment to being one’s own
boss did not seem related to rate of growth.

Significant variables in the management know-how category included
use of informal networks and the fact that the business venture was co-
owned with a partner. The partnership relationship was important in busi-
ness formation or later stages. Willingness of a business owner to share con-
trol and incorporate the specific talents and abilities of the partner may be
especially important in small business success.

A business having been started by a family member or the owner having
previous experience with the business was not associated with growth. Also
surprising was that neither previous ownership nor prior involvement with
a business of the same type was associated with business growth.

Christofides, Behr, and Neelakantan

The importance of creating an entrepreneurial climate including the
role of public agencies has been discussed extensively in the academic and



64 Norman Walzer, Adee Athiyaman, and Gisele F. Hamm

Business
Density

RUCC | |Growth in Large Businesses

fax Housing [ | Wage | [ Unemployment| | Poverty Papulation

N Microenterpriscs|
Effort Value Rate Density -0 "

in County

Potential for

Natural 558
- Entreprencurs

Py >
Amenities Cl

80

/\.‘glicllllulc
Employment Skills
Notes: " =19.32; d.f. =105, p> .5

"The model’s error paramcters can be obtained from Athiyaman and Walzer (2007).

Natural
Amenity Scale

National
Amenity Rank

Figure 4.1. The Effects of Contextual Factors on Entrepreneurship: Parameter Estimates

professional literature as well as in this volume (Dabson, et al. 2003;
Hustedde [chapter 3]; National Commission on Entrepreneurship 2002).
Christofides, Behr, and Neelakantan (2001), using 1987-1999 data, iden-
tified determinants of county employment levels. This study did not fo-
cus directly on small business creation or success; rather, it examined the
types of state programs contributing to gains in employment, income,
and number of business establishments in urban and rural Pennsylvania.
The results are interesting since they offer insights into the types of pro-
grams, as measured by state spending, associated with various countywide
economic indices. Since the project does not examine small business
growth patterns directly, it is not discussed in detail here.

In summary, the existing literature on entrepreneurship suggests the fol-
lowing causal sequence among variables. Entrepreneurship is affected by
business structure in a region and the potential for entrepreneurship in the
region (Acs and Armington 2005; IIC 2006). Business structure, however,
results largely from the overall economic condition of the region
(Christofides, Behr, and Neelakantan 2001). Similarly, the potential for en-
trepreneurship is determined by the natural amenities in the region (IIC
2006). Figure 4.1 is a schematic representation of the hypotheses and shows
the strength of the relationship.

The Hypotheses

The link between economic climate and business structure is based on the
following:
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1. Prosperous economic conditions have a direct positive influence on
business structure.

2. The link between natural amenities in the county and potential entrepre-
neurship suggests natural amenities are positively related to potential
entrepreneurship.

3. The direct positive influence of economic conditions on business
structure means that enhancements or improvements in business
structure result in increases in microbusinesses.

4. County business structure results in significant increases in potential
for entrepreneurship in a region.

5. The direct positive influence of natural amenities on entrepreneurship
potential in the region suggests that increases in amenities bring in-
creases in microbusinesses.

The measures associated with the conceptual framework are defined in
table 4.1 and their relevance to the analyses described in subsequent

pages.

ECONOMIC CONDITIONS

Six measures describe economic conditions in a county and where possible,
the relevance of each measure to the study of entrepreneurship is high-
lighted.

Unemployment Rate

Residents in counties with higher unemployment are pressured to seek
alternative employment opportunities and, in some cases, may start a busi-
ness. Likewise, small counties that have lost manufacturing or another large
industry are expected to have a higher proportion of their nonfarm em-
ployment in small businesses. Information on the average age of unem-
ployed is not readily available however. Age of residents can also play an
important role in business formation when older displaced workers have
wealth to invest in a business venture.

Poverty Rate

Median family income and per capita income are proxies for wealth. Per-
centage in poverty has been used in other studies and is included here, ar-
guing that relatively high percentages of residents in poverty are unlikely to
have access to wealth and conventional loans.



Table 4.1. Definitions of Variables Used in Analysis

Name
Economic Climate

Tax Effort

Housing Value
Wage rate
Unemployment
Poverty
Population Density

Natural Amenities

Natural Amenity Scale

Natural Amenity Rank

Business Structure

RUCC

Growth in Large
Businesses

Business Density

Potential for
Entrepreneurs in County

Hispanic

Agriculture
Employment

Human Skills

Entrepreneurship

Microenterprises in
County

Description

The theoretical construct is represented by
six observable indicators (see Figure 1 and
descriptions about variables below).

Per capita taxes paid as a proportion of income per
capita

Median housing value in the county
Average wages in the county
Percentage unemployed in the county
Poverty rate in the county

Population per square mile in the county

Latent variable: Natural amenities. The construct
relates to quality of life perceptions. It is captured by
two indicators (see descriptions about variables V7
and V8 below).

Natural Amenity Scale: A linear composite based
on six indices such as winter sun (see www.sba.
gov/advo/research/rs270tot.pdf)

Arank ordering of the counties based on quality of
life index.

This theoretical factor denotes business activities in
the county. The construct is measured using three
observable variables (V9 to V11).

Rural-Urban Continuum Codes. Assesses the
county’s proximity to metro areas.

Growth rate of enterprises with between five and 15
employees.

Number of enterprises per 10,000 residents.

Potential for entrepreneurship in the county. Three
observable variables capture the construct (see V12
to V14 below).

Percentage of Hispanic residents in the county

Percentage of county residents employed in
agriculture

Percentage males, ages 25-34, with bachelor’s
degrees

Defined as new firm starts in a region

Changes to number of microenterprises in the
county
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Population Density

With limited resources for marketing, small businesses often serve
mainly local areas and may be more successful in areas with higher popu-
lation density as noted by Audretsch and Keilbach (2004b). More densely
populated areas may also involve greater interactions among small business
owners and operators. Business density is included separate from popula-
tion density to distinguish these effects (see the discussions pertaining to
the business structure factor).

Median Housing Values

Persons interested in starting businesses or in expanding existing ventures
require access to capital. By definition, microenterprises in this study did
not have access to traditional lending sources, a common phenomenon in
rural areas with a limited number of banks or financial institutions. Previ-
ous research has documented that personal savings and family resources of-
ten provide much of the start-up capital for small businesses (Blade Con-
sulting Corporation 2003). Median housing value is included as a proxy for
wealth or access to capital recognizing that housing may be protected in
bankruptcy proceedings.

Tax Effort

The local economic climate for business development and prosperity is also
measured by tax effort defined as per capita taxes paid relative to income per
capita. While taxes are usually not a deciding factor in selecting a business lo-
cation for a small business (Area Development Online 2005), when not
passed on to consumers, they can reduce the overall profitability of a business.

Average Wages

Personnel costs are likely to be a more serious cost consideration in larger
businesses, but these costs may still be important in microenterprises with
employees. Thus, the average wage in a county was included to capture dif-
ferences in personnel costs.

NATURAL AMENITIES

Since the work of Johnson and Beale (2002) showing that retirement and
tourism opportunities differentiated counties with respect to growth during
the 1990s, there has been increased interest in amenities and quality of life
considerations in potential economic development (Johnson and Beale
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2002; Florida 2002; IIC 2006). Thus, we included two natural amenities
variables to capture the scenic factor in counties. The theory is that entre-
preneurs or those interested in starting businesses will be lured to these ar-
eas. The measures are composites of objective indicators such as: (1) warm
winter, (2) winter sun, (3) temperate summer, (4) low summer humidity,
(5) topographic variation, and (6) water area.

BUSINESS STRUCTURE

Microbusinesses are often linked to larger businesses and, in some
instances, are offshoots of these organizations, so business structure in a
county can affect or determine prosperity. Note that this approach supports
arguments in the endogenous growth theory that the concepts of diversity
and selection determine entrepreneurship. Thus, three measures of business
structure are included in subsequent analyses.

Business Density

The density of businesses not only signifies markets available but also in-
dicates opportunities for microbusiness owners to interact and share
knowledge and/or expertise. The number of microenterprises per 10,000
residents is included to reflect business structure in a county.

Rural-Urban Continuum Codes (RUCC)

Proximity to population (markets) and businesses is important to most
enterprises serving a local or regional market but especially to microenter-
prises with limited marketing budgets. The Rural-Urban Continuum Codes
(RUCC), also known as Beale Codes, are included to capture proximity to
metro areas (Butler and Beale 1994).

Growth in Larger Businesses

As noted previously, a limitation of the microenterprise data is that busi-
nesses can expand and grow into the next larger size category. To adjust for
these experiences, the growth rate of enterprises with between 5 and 15 em-
ployees is included in the business structure category.

POTENTIAL ENTREPRENEURSHIP FACTORS

Papadaki and Chami (2002) argue that specific population subgroups in
rural areas more often engage in entrepreneurship. Three groups—(1) agri-
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culture-based, (2) young male with bachelor degrees, and (3) immigrants—
are included to reflect potential entrepreneurs.

Employed in Agriculture

Businesses often start on a part-time basis and a flexible schedule can
provide the time to manage and/or operate a new venture. In some cases,
lifestyle entrepreneurs may include farm owners-operators or their families
who start a business to maintain a lifestyle or perhaps even to survive eco-
nomically. Two or more farm families may join in an operation; previous
research identified partnerships as influencing success (Blade Consulting
Corporation 2003). Agricultural employment in the Midwest is seasonal
which can permit farm operators and employees to pursue off-farm em-
ployment or other business activities.

Likewise, farm owners and operators may have access to resources such as
land and capital important in business formation. Farm owners-operators
are already in business, so they may have skills and experiences needed
to manage an operation. Some of their skills and knowledge are not di-
rectly transferable to new ventures; however, they are still familiar with
basic management practices. In any event, the percentage of county resi-
dents employed in agriculture is included as a proxy for potential entre-
preneurship.

Percent Hispanic

Hispanics are one of the most rapidly growing segments of the popula-
tion in the Midwest, even though the population base is still relatively
small. In some counties, the main population growth during the past
decade has involved Hispanics and, without this growth, these counties
would have declined in population (Lasley and Hanson 2003).

Immigrants offer several advantages for starting and expanding busi-
nesses. First, they have access to established markets in other locations be-
cause they represent cultures and societies with perspectives and consump-
tion habits different from the locale in which they relocated.

Second, arrival in a new location may create substantial pressure
to generate incomes, which could mean starting a small business. Thus,
percentage of Hispanic residents in a county is included to indicate poten-
tial entrepreneurship.

Percent Males, Ages 25-34, with Bachelor’s Degrees

Previous studies have debated the importance of young, educated males
in entrepreneurial efforts (Autio 2005). This group is launching their careers,
and an economy that focuses on information technology and computers
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offers many opportunities. Thus, microenterprises might be expected to be
higher in counties with concentrations of these residents.

Entrepreneurship Factor

As noted previously, entrepreneurship is a dynamic concept. It involves
innovations in meeting new markets (e.g., new products), and managing or
optimizing the production process. This all-inclusive concept is measured
using microenterprises as a general proxy for entrepreneurship. Specifically,
changes in the number of microenterprises in the counties are included in
the empirical model.

EMPIRICAL FINDINGS

As previously mentioned, the Midwest is an especially appropriate region in
which to study the importance of the relationship of entrepreneurship,
small business development, and employment growth because it offers a
variety of urban and rural settings with a diversified economy, including
agriculture, manufacturing, and service jobs, many of which have under-
gone a major transition in the past decade or more (Walzer 2003).

Regions in the Midwest also differ widely in socioeconomic conditions
such as income, age, and educational attainment. The fact that large metro
centers are surrounded by rural counties offers opportunities to test propo-
sitions about the interrelationships between microenterprises located in ru-
ral counties and large businesses in adjoining urban centers.

The six midwestern states included in this study have a strong agricultural
sector and a large rural population base. At the same time, each state has
numerous relatively small rural communities that have undergone popula-
tion shifts in recent years. The sample states have a total of 460 rural coun-
ties with a combined population of 10.7 million residents and an age dis-
tribution not unlike the United States (table 4.2). In 2000, the
unemployment rate in the sample rural midwestern counties was 5.3 per-
cent, slightly less than the 5.8 percent for the nation. Agriculture and related
industries in the counties represent 5.3 percent of employment compared
with 1.9 percent for the United States, and manufacturing represented 21.8
percent compared with 14.1 percent nationally. Per capita income in the
sample counties averaged $17,198—substantially below the $21,587 for
the United States. No difference is found in the percentage of residents in
poverty, however (12.4 percent for both the sample and the United States).

The results of the model estimated to quantify relationships among
the various factors contributing to entrepreneurship and regional devel-
opment are shown in figure 4.1. Five theoretical constructs—Economic



Table 4.2. Socioeconomic Characteristics, 2000

Characteristic Sample* Pg;c;::eof United States F;ir'j?sn_ t
Population 10,737,998 281,421,906

Gender

Males 5,309,493 49.4% 137,916,186 49.0%
Females 5,428,505 50.6% 143,505,720 51.0%
Hispanic 186,612 1.7% 35,238,481 12.5%
Age Structure

0-17 2,659,996 24.8% 72,142,757 25.6%
18-24 999,662 9.3% 27,067,510 9.6%
25-34 1,297,482 12.1% 39,577,357 14.1%
35-44 1,656,416 15.4% 45,905,471 16.3%
45-64 2,483,901 23.1% 61,749,839 21.9%
65 and Over 1,640,541 15.3% 34,978,972 12.4%
Civilian Labor Force

(Population 16 Years and Over)

Employed 4,938,393 129,721,512
Unemployed 275,869 7,947,286
Unemployment Rate 5.3% 5.8%

Industry Employment

Agriculture, Forestry, Fishing,

Hunting, and Mining 264,094 5.3% 2,426,053 1.9%
Manufacturing 1,078,002 21.8% 18,286,005 14.1%
Wholesale and Retail
Trade 733,165 14.8% 19,888,473 15.3%
Finance, Insurance,

Real Estate 205,606 4.2% 8,934,972 6.9%
Services 1,756,242 35.6% 54,435,821 42.0%
Public Administration 213,710 4.3% 6,212,015 4.8%
Other** 687,574 13.9% 19,538,173 15.1%
Per Capita Income $17,198 $21,587
Poverty Status
Percent Total Persons in Poverty 12.4% 12.4%

*Sample includes rural counties in lllinois, lowa, Kentucky, Missouri, Indiana, and

Wisconsin.

**Other consists of construction, transportation and warehousing, utilities, and information.

Source: U.S. Bureau of the Census 1990 and 2000
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Climate, Business Structure, Natural Amenities, Potential for Entrepre-
neurs in a County, and Entrepreneurship—affect individual observed
variables such as Tax Effort, Housing Value, and other factors. The ob-
served variables cannot be measured precisely and therefore are also af-
fected by other factors not included in the estimated model. Choosing
the right number of measures for each theoretical variable is an art rather
than a precise process (Bentler 1993). While theory was used as a basis
for developing the model, we readily acknowledge that other indicators
might work as well.

Of main interest to the current discussions are the paths or linkages
among the theoretical constructs such as between Economic Climate and
Business Structure or between Natural Amenities and Potential for Entre-
preneurs in a County. Four of the five hypothesized relationships outlined
earlier in this chapter were verified in the causal analysis.! The only in-
significant causal path was the Business Structure to Potential for Entrepre-
neurs in a County linkage.

Thus, simply stated, the empirical analysis shows that Economic Climate
is related to Business Structure in a county as shown by a path coefficient of
.229. Likewise, Natural Amenities affect the Potential for Entrepreneurs in a
County (.558). The Business Structure then influences the level of Entre-
preneurship (.478) as does the Potential for Entrepreneurs in a County
(.236). The outcome then is an increase in the number of Microenterprises
in a County.

An individual- or firm-level analysis would be required to fully assess the
selection concept discussed earlier. In other words, in light of the theory
that individual employees in large firms also engage in start-ups, the inten-
tion of those employees to start businesses would need to be assessed. Since
the current analysis was limited to aggregate data (for instance, Business
Density), a relatively weak relationship between the aggregate indicators of
Business Structure and potential Entrepreneurship can be expected.

Also important to note is that county Business Structure has approxi-
mately twice the impact on growth in Entrepreneurship (.478 versus .236)
as Potential for Entrepreneurs in a County. Each of the four significant
causal linkages is discussed next in terms of ways to promote local entre-
preneurship.

Economic Conditions to Business Structure

Economic base theory (Richardson 1969) categorizes business activities
in a region into basic or nonbasic. Conceptually, basic activities promote
growth and development in a region by generating income from outside the
region whereas nonbasic activities mainly serve the domestic population.
Since nonbasic activities reflect the level of income and demand in the re-
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gion (economic conditions), it is logical to expect economic conditions to
influence business structure.

The statistical analysis in this chapter supports the economic base theory
in that the economic conditions in a county positively influence a region’s
business structure. Wealthier counties, measured by median value of owner-
occupied housing, had higher business density. In addition, a significant in-
crease in business activity occurred in counties with lower tax rates. In all,
approximately 60 percent of the variability in county business structure is
attributed to sound economic conditions.

Of the six variables used to measure economic climate, percentage un-
employed in the county is the most accurate indicator according to the sta-
tistical analysis. Population density had the worst performance. Similarly,
business density is the least error-prone indicator of business structure in
the county.

Natural Amenities to Potential Entrepreneurship

Rural lifestyles are perceived as offering beneficial aspects of well-being
such as clean air, open spaces, gardens, and nature-based recreational op-
portunities (Cloke 1995). The causal model in this chapter shows that
changes in natural amenities are positively related to changes in the poten-
tial pool of entrepreneurs. Put another way, one unit increase in quality of
life perceptions about a county results in a .56 standard deviation increase
in the potential pool of entrepreneurs. This relationship is significant in the
sense that perceptions about quality of life predict the potential pool of en-
trepreneurship in a majority of instances (R? = 70 percent). Specific strate-
gies to enhance quality of life perceptions at the county level are available
in Athiyaman (2007).

Business Structure to Entrepreneurship

Business structure in a county affects local entrepreneurship in several
ways. For instance, denser economic activity leads to specialization (ag-
glomeration effect) and thus firm starts. In addition, when for technologies
with constant returns, proximity to markets often brings higher returns be-
cause of lower transportation costs. This situation, in turn, can attract en-
trepreneurial ventures. Finally, the higher density of human and physical
capital could bring knowledge spillovers and hence entrepreneurship.

Business structure has a positive influence on local entrepreneurship with
a standardized path coefficient of .478 indicating that business structure en-
hancements increase entrepreneurship. In fact, of all the variables used to
analyze the causes of entrepreneurship, business structure has the most pos-
itive influence on new firm starts.
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Potential Entrepreneurs to Entrepreneurship

How do start-ups arise? According to Schumpeter (Baldwin 1954; te Velde
2001), the economy starts at a stationary state as posited by neo-classical
theorists. Potentially profitable opportunities exist but these opportunities
are recognized by only a few individuals with foresight (entrepreneurs). The
entrepreneurs secure the necessary productive means through financial in-
stitutions and other sources. The entrepreneurs are soon followed by others
who want to take a share of the market and the ensuing profits. Soon, the
market becomes saturated with little or no room for potential new entrants.
The market then returns to equilibrium conditions.

This explanation supports the concepts of diversity and selection out-
lined previously but what makes it especially interesting is the implicit as-
sumption that a conducive business structure spawns entrepreneurs such as
when financial institutions support entrepreneurial ventures. Without this
support, the potential pool of entrepreneurs is only a weak predictor of new
firm starts (the path coefficient is .23). However, when combined with busi-
ness structure, the potential pool of entrepreneurs variable accounts for as
much as 80 percent of the variability in entrepreneurship.

SUMMARY AND CONCLUSION

Natural amenities are positively associated with potential entrepreneur-
ship indicating that more attractive living environments attract entrepre-
neurs as suggested by Florida (2004) and others. Wealthier counties, mea-
sured by median value of owner-occupied housing, had higher business
density and growth rates. Not surprisingly, counties with a positive busi-
ness climate, such as those with growth in establishments of 5 to 19 em-
ployees, reported higher growth in microenterprises. These findings add
validity to the claim that knowledge spillovers are a necessary condition
for entrepreneurship.

Rural midwestern counties vary widely in the relative importance of mi-
croenterprises, with some counties having as much as one-third of the em-
ployment in these businesses. The analyses in this chapter offer several find-
ings that can be useful in designing local development strategies involving
entrepreneurship.

Specifically, the number of microenterprises grew more rapidly in coun-
ties with higher median housing value, natural amenities, lower average
wages, and growth in enterprises with 5 to 19 employees.

To the extent that entrepreneurs start small with microenterprises,
practitioners might target certain groups for special training and techni-
cal assistance efforts. Even if not all such groups are true entrepreneurs
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in the innovation sense, they are associated with microenterprise growth
in the counties and, for this reason, can add to rural economic develop-
ment.

There have been major changes in approaches to local economic de-
velopment with much more attention now paid to seeking out local
businesses with the potential to expand with technical support. Identify-
ing new markets or helping small businesses stay current on technologi-
cal advances is at the heart of the widely recognized Economic Garden-
ing concept pioneered by Christian Gibbons in Littleton, Colorado, for
example (City of Littleton 2006). This shift away from an industrial at-
traction focus and more focus on assessing the potential for local firms
to prosper with management or marketing assistance will probably in-
crease in the future. The analysis suggest that business structure is im-
portant for successful entrepreneurship activity although it may not
be widely recognized by incoming entrepreneurs before they a start a
business.

In the past, microenterprises have been an important component in the
economies of many, if not most, small rural counties. There is every indica-
tion that these businesses will become even more important in the future,
and more research is needed regarding factors that create the most suitable
climate for these businesses to prosper. Identifying potential entrepreneurs
interested in starting microenterprises and creating a supportive environ-
ment may well be one of those elements.

APPENDIX: THE STRUCTURAL EQUATION MODEL

Structural equation models enable one to specify theoretical frameworks
and test causal relationships. Consider the construct economic climate of a
region. It can be measured using a variety of indicators such as per capita
income, unemployment rate, etc. Since these indicators are often measured
with error, linking these indicators with other variables such as new firm
starts is bound to yield statistical estimates of association that involve mea-
surement error. Structural equation models can overcome this limitation
because relationships among variables can be estimated after adjusting for
measurement errors.

The causal model in figure 4.1 uses two sets of equations: (1) measurement
equations, and (2) structural equations. The first set of equation specifies the
observed variables used to measure concepts. Specifically, it describes the
reliabilities of the observed variables—the degree of correspondence be-
tween the theoretical constructs and their indicators of measurement. If
reliability is less than one in magnitude, then the indicator contains mea-
surement errors.
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The second set of equations—the structural equations, highlights the hy-
pothesized causal relationships among the theoretical concepts. In matrix
notation, the structural equations for the model can be represented as

Structural Equations

F3 r1 0 0 0
F4 = [0 2 3 0
F5 0 0 r4 r5

Similarly, the measurement model is written as:

Measurement Equations
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In order to estimate the model, 15 measured variables are used. In all,
these 15 variables contain 120 measured variances and covariances. In line
with Bentler (1993), one path is fixed from each theoretical contruct to a
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measured variable. This provides ten unknown factor weights. In addition,
15 error variances (E,), two residual error of prediction variances (Di), three
variances/covariances of the independent latent variables (F1, and F2), and
five direct latent variable effects were estimated: that is the paths from F1 to
F3, F2 to F4, F3 to F4, F3 to F5, and F4 to F5. With 35 parameters to be es-
timated, there are 85 degrees of freedom. Finally, since the model contains
variables measured in different units, for instance, percentages, and mone-
tary values, standardized values are reported to facilitate comparison of the
effects of the variables included in the model.

Figure 4.1 shows the parameter estimates of the model. The structural
equation programs developed by Bentler (1993) were employed to calibrate
the model. Further information about the model is available in Athiyaman
and Walzer (2007).

NOTE

1. Bentler’s (1993) structural equation algorithm was applied to the data in Ap-
pendix 1. More information about this model can be found in Athiyaman and
Walzer (2007).
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The Drivers of Regional
Entrepreneurship in Rural
and Metro Areas

Jason Henderson, Sarah A. Low, and Stephan Weiler!

In a rapidly globalizing economy, traditional rural assets such as cheap land
and labor can no longer ensure regional prosperity. New mixes of assets,
such as those leveraging local strengths in workforce, innovation, lifestyle,
finance, and information, will shape economic prospects for both rural and
metro areas in this globalizing environment. Entrepreneurship in particular
is already an important component of rural prosperity, with its role in rural
economic success becoming even more essential in the new millennium.

Entrepreneurs have been shown to be a critical mechanism for new ideas
and innovations to take root in the marketplace (Small Business Adminis-
tration 2005). Entrepreneurs create local jobs, wealth and growth, and are
themselves innovative users of other assets and resources. Research has
found a strong correlation between entrepreneurship and long-term em-
ployment growth at the regional level (Acs and Armington 2003). Fostering
local entrepreneurship and innovation is becoming a favorite strategy in
aiding economic development (Pages 2004). Yet few measures exist for ru-
ral regions to gauge their entrepreneurial assets.

This chapter outlines new indicators of entrepreneurship and uses these
metrics to understand the reasons for the wide spatial variation in entre-
preneurship. The first section explores why entrepreneurs are vital compo-
nents of regional economic development. The second section constructs
measures of the local quantity of entrepreneurs and the value they generate.
The third section compares trends between metropolitan and nonmetro-
politan counties to provide insight into rural America’s entrepreneurial
base. The fourth section examines the county characteristics that drive spa-
tial variations in entrepreneurship quantity and value. In particular, the
analysis seeks to understand whether differences exist between rural and
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metropolitan entrepreneurship, and which regional drivers are affected by
such differences. The final section sketches potential policy implications of
the findings.

IDENTIFYING AN ENTREPRENEUR

The first fundamental challenge in building an entrepreneurship indicator
is defining an entrepreneur. Despite decades of research focused on defin-
ing entrepreneurship, a commonly accepted definition has failed to emerge
(Gartner 1988); however, the role of entrepreneurs as owners-managers
does differentiate them from other economic participants. As owners, en-
trepreneurs are risk-bearers. They reap the rewards for innovative, entrepre-
neurial success and bear the consequences of innovative, entrepreneurial
failure. While the prospect for huge profits from a successful firm motivates
entrepreneurs, the risk of bankruptcy can make the leap into entrepreneur-
ship daunting.

In addition to their role as owners, entrepreneurs are also managers. As
managers, entrepreneurs are decisionmakers with management control
over the firm. Entrepreneurs decide when to be innovative, what innova-
tions to adopt, and how far to push the innovative changes in the firm. A
further key element of entrepreneurs’ management role is the resource de-
cisions they make. Each must decide how to acquire and bundle resources
together to build competitive advantages in the marketplace.

Entrepreneurs are indeed unique economic players (figure 5.1). Entre-
preneurs are distinguished from corporate managers and career profession-
als because while the latter have decisionmaking roles in the organization,
career managers in general are not the risk-bearers or owners of the com-
pany. While stockholders are corporate owners, they are not entrepreneurs
because they, in general, transfer decisionmaking responsibilities to corpo-
rate management.?2 Entrepreneurs develop from many sources—the unem-
ployed, private workers, and corporate managers. Many begin as part-time
entrepreneurs.

Self-employment is the simplest type of entrepreneurship (Blanchflower
and Oswald 1998). Entrepreneurs in this study are defined as those people
who are self-employed because they satisfy the basic characteristic of entre-
preneurs: owner-management. By owning their business, they exert man-
agement control in the business and they have the right to extract business
profits.? They also assume the risks associated with the loss of their busi-
ness.

Not all entrepreneurs are alike in their impact on local economies (Hen-
derson 2002). Some entrepreneurs start their business to fulfill a dream or
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Figure 5.1 Owner-Manager Matrix of Entrepreneurs

to follow a chosen lifestyle. They may open a coffee shop near a lake or
teach piano lessons in a small town. Many such lifestyle entrepreneurs ben-
efit their community by enhancing the local quality of life. These firms in-
directly boost regional growth by enhancing the area’s mix of stores and
other businesses. Lifestyle entrepreneurs mainly contribute to a region'’s
measure of entrepreneurial breadth by adding numbers of entrepreneurs to
a region.

Other firms generate more direct economic value for their region. By fo-
cusing on creating wealth, income, and jobs, such high-value entrepreneurs
enhance economic growth while identifying and exploiting assets in their
region. Some entrepreneurs start new businesses and sell them to finance
new ventures. These serial entrepreneurs repeatedly search for new avenues
to create wealth, income, and jobs.

MEASURING RURAL AMERICA’S
ENTREPRENEURIAL SEEDBED

The contrast between lifestyle and high value entrepreneurs is one indica-
tion of the tremendous diversity of entrepreneurship. To effectively capture
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this diversity, various measures of entrepreneurial activity are needed. First,
an entrepreneurial breadth measure is created to analyze the quantity of
entrepreneurs across regions. Second, an entrepreneurial depth measure is
created to analyze the value these entrepreneurs generate in the regional
economy.

Entrepreneurial Breadth

How many entrepreneurs does a region have? A region rich in entrepre-
neurs is expected to contain the seeds to grow an entrepreneurial economy
and achieve economic prosperity. While no indicator can determine per-
fectly the quantity or breadth of entrepreneurship in a local community, the
percentage of workers who are proprietors sheds light on the breadth of re-
gional entrepreneurial seedbeds in America. In particular, the entrepreneur-
ial breadth indicator shows that the concentration of entrepreneurs indeed
varies spatially at the county level.

Entrepreneurial breadth is calculated as the number of nonfarm propri-
etors divided by total nonfarm employment in a county. This ratio allows
us to compare concentrations of entrepreneurs across vastly different areas,
from sparsely populated rural towns to major metropolitan areas, on an
equivalent basis. Nonfarm proprietor and employment data are obtained
from Bureau of Economic Analysis-Regional Economic Information Sys-
tem (BEA-REIS 2004).

The entrepreneurial breadth measure indicates that there is wide spatial
variation in the concentration of entrepreneurs across the country. Entre-
preneurship is especially broad in the Great Plains. Some counties have 70
percent of their workers owning and managing their own businesses (figure
5.2). In other counties, the self-employed account for as little as 1.5 percent
of workers.

Entrepreneurial breadth is greater in more rural counties, counties with
small towns, and no large cities. Counties are divided into three groups,
based on the size of their core cities. The Census Bureau identifies metro-
politan counties as those having at least one city with a population of
50,000 or more, while micropolitan counties are nonmetropolitan counties
that are based around a core city of between 10,000 to 50,000 people. We
classify the remaining counties with no cities larger than 10,000 as town
counties.

The entrepreneurship breadth measure indicates that the quantity of en-
trepreneurs is higher in less populated, more insular counties. Town coun-
ties had the highest level of entrepreneurial breadth, where proprietors ac-
counted for 22.4 percent of nonfarm employment and a location quotient
(LQ) of 1.402.# Micropolitan counties also had above average entrepre-
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Proprietors Share of
Nonfarm Employment

I High (>25%)
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[ Low (<16%)
Calculations based on BEA data

Figure 5.2. Entrepreneurial Breadth, 2001

neurial breadth, with proprietors accounting for 17.6 percent of nonfarm
employment and a LQ of 1.101.> In contrast, metropolitan proprietors
made up only 15.4 percent of nonfarm employment, leading to a below-
average metro LQ of 0.96.

Rural places may have high levels of entrepreneurial breadth for various
reasons. First, the small size of rural economies naturally leads to smaller
firms serving smaller populations. In 2002, the average employment in ru-
ral establishments was 12.0 people compared to 16.2 people in metro es-
tablishments.® A smaller firm size implies a higher ratio of owners to work-
ers and, thus, higher entrepreneurial breadth.

Second, the industry structure of rural economies also results in higher
breadth levels. Rural (nonmetropolitan) self-employment is more concen-
trated in construction and retail trade industries (figure 5.3). Retail firms
tend to be smaller than firms in other industries, reinforcing the impacts as-
sociated with smaller firm size. In the construction industry, persons may be
considered independent contractors instead of employees. Consequently,
they would be identified as proprietors instead of wage earners.

Entrepreneurial Depth

Some regions may have more entrepreneurs, but how much income and
value do they create? High concentrations of entrepreneurship enhance the
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Source: U.S. Bureau of the Census 2003
Figure 5.3. Self-Employed in Major Industry by Metropolitan Status

quality of life in a region, but economic growth is driven by the value that
entrepreneurial activity generates. Some entrepreneurs earn more income,
add more value, and enhance regional growth and prosperity more than
other entrepreneurs. Depth of entrepreneurship differs from breadth in that
it examines the value of entrepreneurial activities rather than the number of
entrepreneurs. Income and value-added measures are used to measure en-
trepreneurial depth across regions.

Entrepreneurial Income

The goal of entrepreneurial depth measures is to better understand the
economic value entrepreneurs generate. One basic measure of prosperity is
to analyze the incomes associated with entrepreneurs, under the assump-
tion that entrepreneurs with higher incomes are operating profitable firms
which add more monetary value to the community. As average proprietor
income rises, the region as a whole becomes more prosperous.

A useful income-based measure of entrepreneurship depth is the ratio of
proprietor income to proprietor employment in a county. Proprietor in-
come and employment data was obtained from Bureau of Economic Analy-
sis—Regional Economic Information System (BEA-REIS 2004) data. Non-
farm proprietor income was divided by the number employed as nonfarm
proprietors in 2001.

The entrepreneurial income metric indicates a wide distribution in the in-
come that entrepreneurs are creating in their communities (figure 5.4). On
average, proprietors earned $28,900 in 2001; however, average proprietor
income at the county level ranged widely from less than $2,500 in Hayes
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Proprietors Income
Per Proprietor
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Calculations based on BEA data

Figure 5.4. Entrepreneurial Depth: Income

County, Nebraska, to $152,000 in New York County, New York. The limi-
tation of the income measure is that these data include both part-time and
full-time proprietors, so the metric may be skewed by the ratio of propri-
etors whose income only partially supports their lifestyle.

The geographic pattern of proprietor income suggests that entrepre-
neurial depth is strongest in densely populated areas. Proprietors in met-
ropolitan counties had higher annual income than their rural peers.
With an average proprietor income of $19,056, metropolitan counties
had an above-average LQ of 1.09. The LQs for micropolitan and town
counties were 0.59 and 0.53, respectively, and were well below the na-
tional average as average proprietor income was $15,956 and $14,256.
Average proprietor income was lower than average wage and salary in-
come in all county types, underscoring the fact that some entrepreneurs
pursue their craft on a part-time basis. The higher metropolitan propri-
etor incomes reflect both the higher costs of living in urbanized areas
along with the higher opportunity cost of forgoing traditional wage and
salary employment to pursue entrepreneurial activities. In this sense, the
“hurdle rate” for metropolitan entrepreneurs is higher than that of their
rural counterparts.

Entrepreneurial Value-Added

An alternative measure of entrepreneurial depth is the value the entre-
preneur contributes to their product or service. This value-added metric
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can be estimated by the ratio of proprietor income to the total sales of
their products and services.” This indicator is a better measure of entre-
preneurial depth for two reasons. First, value-added is a direct measure
of the proprietor’s contribution to the product or service provided to the
market. The metric reflects the proportion of the overall value of the
good that is due directly to the entrepreneur’s ideas and skills. Second,
value-added is a better measure of depth than average income because
the ratio is not skewed by varying mixes of part-time versus full-time en-
trepreneurs.

The value-added measure indicates that the value entrepreneurs add to
their communities varies widely across the nation (figure 5.5). The value-
added measure provides a slightly different picture of entrepreneurial depth
than the income measure, although the two are still highly correlated
(0.81). Counties with a high value-added measure are less clustered than
counties with a high income measure, and they are also less concentrated
along the east and west coasts.

Analysis across metropolitan, micropolitan, and town counties reveals
that metropolitan proprietors contribute and capture more value from their
products and services than micropolitan and town county proprietors, thus
generating more income per sales dollar. Metropolitan counties had the
highest ratio of proprietor income to nonemployer receipts (0.703). Town
counties had the lowest income-to-receipts ratio (0.461), with the ratio for
micropolitan counties marginally higher at 0.483. As a result, the location

Proprietors Income to
Non-employer Receipts

Ml High (>0 .66)
1 Medium (0.50 to .66)
[ Low (< .50)

Calculations based on BEA and Census data

Figure 5.5. Entrepreneurial Depth: Value-Added
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quotients were the highest for metropolitan counties (1.037), followed by
micropolitan (1.005) and town counties (0.976). These results are similar
to those from income depth, but all the value-added L.Qs were closer to the
average of one, indicating the value-added is less spatially dependent than
either the breadth or income metrics.

Rural areas lag metropolitan places in capturing high income or value-
added associated with entrepreneurial activity. The lack of access to larger
markets is one reason for the lack of entrepreneurial depth in rural areas.
These locations simply contain smaller economies and fewer market op-
portunities, which are limited by the size and remoteness of rural commu-
nities (Dabson 2001). Entrepreneurs that operate in such limited markets
will have fewer income generating opportunities and lower depth measures,
especially in terms of income.

Lack of access to larger markets also constrains the value-added measure
because more remote firms pay higher costs to access a more distant mar-
ket. In comparing two firms selling the same product in the same market,
the more remote firms will have higher transportation costs, limiting in-
come and reducing the value-added measure.

The value entrepreneurs generate is also affected by the types of industries
in which regions specialize (Malecki 1994). Entrepreneurs working in in-
dustries that take advantage of greater worker skills are likely to generate
more value for themselves and their local economy; however, in both goods
and service-producing sectors, rural entrepreneurs are highly concentrated
in lower-skilled industries. Only 21 percent of the self-employed in rural
manufacturing specialized in high-tech industries compared to 27.8 percent
of the self-employed in metropolitan areas.?

In service sectors, half of the rural self-employed operate in consumer ser-
vice industries, which tend to utilize lower-skilled workers. Moreover, only
28 percent of the rural self-employed operate in service producing indus-
tries that tend to employ high-skilled workers, well below the 45 percent of
metropolitan self-employed involved in producer services.’

The skill differences are also reflected in the occupations of the entrepre-
neurs. Rural entrepreneurs tend to work in more blue-collar occupations
than their metropolitan counterparts. Compared with the metropolitan
self-employed, higher shares of rural self-employed work in production,
natural resource, and construction occupations (figure 5.6). These occupa-
tions tend to have lower levels of educational attainment. The share of ru-
ral self-employed in professional, management, business, and financial oc-
cupations is much lower than the share of metropolitan self-employed in
these fields. According to Census Bureau data (2004), professional, man-
agement, business, and financial occupations tend to have higher levels of
educational attainment.
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Figure 5.6. Self-Employment by Occupation by Metropolitan Status

WHAT REGIONAL FACTORS DRIVE ENTREPRENEURIAL
BREADTH AND DEPTH?

The mapping and statistics analyzed thus far reveal substantial variation in the
quantity and economic value of entrepreneurs across U.S. counties. The con-
trasting patterns of entrepreneurial breadth and depth measures by metropol-
itan and nonmetropolitan counties in particular suggest the forces associated
with entrepreneurial quantity and value are different. Regression analysis at the
county level is therefore used to identify the regional factors that are related to
entrepreneurial breadth and depth measures, focusing on those related to hu-
man capital, natural amenities, financial capital, infrastructure, and local econ-
omy size. Table 5.1 in the appendix shows variable definitions and sources.

Human Capital

One of the most unique and important features of entrepreneurs is the
set of skills and ideas, or human capital, they bring to their enterprises. In
entrepreneurial research literature, the distinction between entrepreneurs
and nonentrepreneurs is often based on their traits and/or behaviors (Gart-
ner 1988), which in turn are shaped by their human capital. Various mea-
sures of human capital have in fact been found to be highly related to en-
trepreneurship. Educational attainment is one measure of human capital
that is expected to be related to entrepreneurship, as both knowledge and
critical thinking skills are invaluable to an entrepreneur. Prior research in-
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Table 5.1. Data Description and Source

Variable Source Variable Description
Dependent Variable
Breadth BEA-REIS (Proprietor employment/total nonfarm

employment), 2001

Depth-Income BEA-REIS (Proprietor income over proprietor employ-
ment)* 100, 2001

Depth-Revenue BEA-REIS & Average proprietor income (BEA) over average
Census non-employer receipts (Census}), 2001

Independent Variables
Human Capital

College Census Percent of population age 25+ with BS degree
or higher, 2000

Foreign Census Percent of population foreign born, 2000

Info/Arts BEA-REIS Location quotient of NAICS 52 & 71 (Informa-

tion & Arts, Entertainment Employment) over
total nonfarm employment

Amenities

Topography ERS Scale, 20 being the highest mountain; 0 being
the flattest plains

Financial Capital
Deposit/Pop FDIC & Census Total deposits ($1,000) over population
Infrastructure

Interstate Census Dummy variable: counties containing a portion
of interstate highway

Broadband FCC Counties with >3 high-speed internet providers,
1999

Local Economy

Metro™ ERS Metropolitan counties, 2003

Micro* ERS Micropolitan counties, 2003

West** Census AK, AZ, CA, CO, HI, ID, MT, NM, NV,0OR, UT,
WA, WY

Midwest** Census CT, IA, IL, IN, KS, MA, ME, MI, MN, MO,

Northeast™* Census MY, ND, NE, NH, NJ OH, PA, RI, SD, VT, Wi

*Nonmetro and nonmicro counties are the omitted conditions.
**Southern states are the omitted condition.

dicates that proprietors who create the most value are more likely to have a
college education (Acs and Armington 2004).

Knowledge can be obtained from formal education but also from lever-
aging the knowledge from other places, especially foreign countries. Many
immigrants engage in entrepreneurial activity after coming to the United
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States. Research has found the percentage of foreign born in a region to pos-
itively affect both entrepreneurship and firm formation (Lee, Florida, and
Acs 2004); we test that proposition directly as well.

Entrepreneurship is not only about knowledge but also about creativity.
While all regions have some creative endowment, some regions’ entrepre-
neurs seem better able to tap their own and nearby pools of creativity.
Florida (2002) created a “Bohemian Index,” to measure creativity, which is an
LQ of the local concentration of authors, designers, musicians, performers,
artists, and other similarly creative occupations. Florida and others find this
Bohemian Index to have a positive and significant relationship with high-
tech industry formation (Florida 2002) and entrepreneurship (Lee, Florida,
and Acs 2004). In a simple application of this concept, an Information/Arts
variable was constructed to summarize the regional concentration of infor-
mation and entertainment employment.

The results show that human capital is significantly related to the value
that entrepreneurs create and capture, but not related to the quantity of en-
trepreneurs in a community. College education rates, percent of foreign
born residents and creative sector employment are positively associated
with both income and value-added measures of entrepreneurship depth.
Counties with higher levels of educational attainment, a larger foreign-born
community, and a greater concentration of creative activity contained en-
trepreneurs that were able to generate large incomes and value from entre-
preneurial activity. Human capital, however, was not found to be associated
with the entrepreneurship breadth metric measuring the quantity of entre-
preneurs in a local county. While positive, college education rates and cre-
ative sector employment are insignificantly related to breadth. In fact,
breadth was found to be significantly lower when the percent of foreign
born in a region increases. A possible explanation for this finding is the suc-
cessful entrepreneurs that create high levels of value tend to grow larger
firms, which lowers the entrepreneurial breadth measure.

Amenities

Recent research also suggests that regions with higher levels of natural
amenities have higher levels of economic activity. As economic opportuni-
ties move from goods-producing activities which are often tied to the loca-
tions of physical resources to more service-based activity, people have more
flexibility in deciding where to live and work (Rappaport 2003). The small
scale of their firms makes proprietors especially free to locate where they
please. Many locate in areas with attractive topography, abundant water
area, and comfortable temperature and humidity levels. In the 1990s, pro-
prietor growth was stronger in rural places with higher levels of natural
amenities (Henderson 2002). The analysis here focuses on the widely ac-
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cepted measure of topography, indicating the ruggedness and altitude of the
regional terrain.

Natural amenities have a strong relationship to both entrepreneurial
breadth and depth. Regions with more topographical variation appear to be
places of high self-employment. This finding may result from people wanting
to live a certain lifestyle in scenic, mountainous locations; self-employment
may provide the best opportunities for them to live that lifestyle. While en-
trepreneurs may be drawn to high amenity regions for lifestyle opportuni-
ties, they have been able to create businesses that produce high value-added
for their communities.

Financial Capital

Access to financial capital is widely seen as a critical factor in developing
a region’s entrepreneurship potential (Barkley 2003). Entrepreneurs in ru-
ral areas are often at a particular disadvantage in gaining such access as their
small size and often novel ideas do not mesh well with established infor-
mation gathering and loan scoring systems. Yet substantial local pools of
available capital can be invaluable in generating a self-reinforcing cycle of
entrepreneurial lending. Recent research indicates that extensive regional
asset ownership has a significant and positive effect on firm formation rates
(Garofoli 1994; Sutaria and Hicks 2004). Therefore, the regressions use a
county’s average bank deposits per capita to approximate the pool of local
assets potentially available for lending.

Access to financial capital also appears essential to regional entrepreneurial
success. Average bank deposits per capita are positively associated with the
value-added entrepreneurial depth metric. Bank deposits and high value en-
trepreneurship simultaneously contribute to each other. Bank deposits allow
entrepreneurs to grow, who can in turn generate higher local bank deposits.

Infrastructure

Regional infrastructure, such as roads and telecommunications, allows
entrepreneurs to access resources and markets more easily. These factors are
likely to be especially important for entrepreneurs who are further away
from key markets and suppliers. In terms of roads, interstate highways are
perhaps the best indicator of the connectedness of the region to the nation’s
car- and truck-oriented commerce network. The existence of an interstate in
a county is likely to promote high value entrepreneurship. The role of the
Internet in business transactions has now also become a necessary condi-
tion for success, so access to broadband Internet access is likely to positively
influence entrepreneurship as well. Broadband access may be especially im-
portant in allowing entrepreneurial income and value to flourish.



94 Jason Henderson, Sarah A. Low, and Stephan Weiler

Entrepreneurship has a strong relationship with infrastructure, especially
in terms of interstate highway and high-speed broadband Internet access.
Entrepreneurship depth measures have a positive relationship with both ac-
cess measures, indicating that such infrastructure raises the average income
and value-added of entrepreneurship. Entrepreneurship breadth has a neg-
ative relationship with interstate and Internet access, however. Small entre-
preneurs, those who contribute most to the breadth measure, may be hin-
dered by the lack of infrastructure access, forcing them to start and stay
smaller than their more networked counterparts. Interstate highways and
high speed broadband Internet access and are most common in urban re-
gions and provide vital transportation, communication, and information
networks for existing and potential growth businesses.

Local Economy

Entrepreneurship is expected to be stronger in locations with large, vi-
brant economies. Regional researchers have found that agglomeration is
key to stimulating economic growth (Krugman 1991). Density and size
tend to create substantial advantages in labor and product markets for both
workers and firms. Who are often attracted to metro places and locations
because there is a larger local market to test a wider range of their offerings
while also providing a much greater range of resource, financial, and labor
inputs. By contrast, smaller and more remote local economies limit the
ability of entrepreneurs to build economies of scale (Dabson 2001). Lack
of economies of scale limits the local demand for products and makes re-
source acquisition more difficult.

Even after accounting for human capital, natural amenities, financial cap-
ital, and infrastructure assets, the local economy metropolitan and micro-
politan dichotomous variables are still significantly related to entrepreneur-
ial depth and breadth. Relative to town counties, metropolitan counties are
characterized by higher levels of entrepreneurial depth, both in terms of in-
come and value added, and by lower levels of entrepreneurial breadth.

Micropolitan counties also have higher levels of entrepreneurial depth
and lower levels of breadth compared to town counties, although the rela-
tive differences are not as strong as the metropolitan differences. The results
suggest that regions with larger levels of agglomeration are better able to
support the creation of high-value entrepreneurs compared to regions with
low agglomeration levels.

Differences in Rural versus Metro Impacts

The initial analysis assumes that the impacts of human capital, natural
amenities, financial capital, and infrastructure assets would be similar
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across rural and metropolitan counties; however, this assumption may not
hold true as suggested by the significance of the metro/micro local econ-
omy variables even after controlling for the four other categories of entre-
preneurial drivers. In fact, the differences in the level of agglomeration in
rural and metropolitan areas may enhance the marginal impacts of the var-
ious county assets. For example, human capital may have a greater impact
on entrepreneurial development in highly agglomerated metro areas. Addi-
tional analysis was performed to test if the impacts of human capital, natu-
ral amenities, financial capital, and infrastructure on entrepreneurship var-
ied across rural and metropolitan counties.'® The results are presented in
table 5.3 in the appendix.

Table 5.2. Regression Results with Interaction Variables

Breadth Depth-Income Depth-Revenue

Human Capital

College*Metro -0.266* 2991.7* 0.497*
(0.045) (362.70) (0.094)
Foreign*Metro -0.191* 4732.74* 0.863*
(0.073) (581.90) (0.150)
Info/Arts*Metro -0.018** 323.68* 0.054*
(0. 007) (58.94) (0.015)
Amenities
Topography *Metro -.006** -4.66 -0.0003
(.003) (24.37) (.006)
Financial Capital
Deposits *“Metro -2.22e-06 0.03* 2.78e-06
(1.66e-06) (0.01) (3.41e-06)
Infrastructure
Interstate *Metro -0.025* 269.87* 0.044*
(.007) (53.86) (0.014)
Broadband *Metro -0.007 399.10* 0.090*
(0.017) (133.08) (0.034)
Adjusted R-square 0.156 0.340 0.062
F-stat 47.61 130.9 21.3
Observations 3,020 3,020 3,020

*Significant at 0.01 level
**Significant at 0.05 level
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The results suggest that human capital and infrastructure may have
stronger impacts on the value of entrepreneurship in metro counties than
in other counties. In general, the impact of human capital and infrastruc-
ture variables on entrepreneurship varies significantly across metropolitan
and nonmetropolitan regions.!! Initial results revealed that counties with
high levels of human capital supported entrepreneurs that created and cap-
ture more value from entrepreneurial activity. It appears that larger, more
agglomerated metropolitan areas are able to reap even larger benefits in
terms of entrepreneurial income and value-added impacts associated with
high levels of educational attainment, foreign-born population, and infor-
mation and arts employment. Moreover, it appears that metro areas also re-
ceive larger marginal benefits from infrastructure as marginal income and
value-added of entrepreneurship is higher in metropolitan areas as well.

In terms of breadth or the quantity of entrepreneurial activity, a contrast-
ing tale emerges.'2 In terms of quantity, it is nonmetropolitan or rural coun-
ties, not metropolitan counties, that are enjoying larger benefits associated
with human capital, topographic variation, and infrastructure. Nonmetro-
politan or rural counties with higher levels of human capital, topographic
variation, and interstates are found to support higher quantities of entre-
preneurial activity. Thus, human capital, topography, and interstates may be
stimulating more entrepreneurial activity in rural places compared to their
metro counterparts—yet, the challenge of producing high-value entrepre-
neurial activity still remains.

POLICY IMPLICATIONS AND CONCLUSION

Entrepreneurship will be crucial in shaping the future of regional economic
development, especially in smaller and more remote rural areas that de-
pend heavily on entrepreneurial activity. Entrepreneurship creates jobs and
wealth within a region, ultimately leading to prosperity. While proprietor-
ship is prevalent in rural areas, high value entrepreneurship, which creates
the most economic benefit, is stronger in metropolitan areas.

Still, rural regions seem to be a natural seedbed for entrepreneurship. The
breadth measure shows that a high proportion of rural workers are self-
employed. Seedbeds seem to occur easily in areas with sparse economic ac-
tivity, creating opportunities to fill local needs with small establishments,
leading to many entrepreneurs who contribute greatly to the quality of life
in rural areas. The challenge is to create entrepreneurs who have higher in-
come, create more value, and provide greater contributions to regional
prosperity.

Education matters when it comes to creating high-value entrepreneurs.
Counties with higher levels of educational attainment have more entrepre-
neurs who produce higher incomes and more value-added. While the rela-
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tionships between educational attainment and high-value entrepreneurial
activity are stronger in metropolitan areas, educational attainment is more
positively correlated with the quantity of entrepreneurs in rural places.

Communities may want to focus on educational training and develop-
ment as a mechanism to promote entrepreneurship while noting that it is
not necessary to generate a mass of doctorate holders to build entrepre-
neurial regions. In comparing the educational attainment of the self-
employed to government and private sector workers, the self-employed
have moderate levels of educational attainment. They have more educa-
tional attainment than private sector workers but less education than gov-
ernment workers (Henderson 2004a). The self-employed are not necessar-
ily people with graduate or professional degrees, but they are more likely to
be people with some college or technical education.

Educational institutions are quickly becoming more engaged in entre-
preneurial education. More colleges and universities are offering more
courses and supporting new entrepreneurship centers. According to Inc.com,
more than 1,600 colleges and universities offer courses and programs in en-
trepreneurship, up 533 percent since the 1980s (Adkins 2006a). The Rural
Community College Initiative has identified entrepreneurship and small
business development as a key economic development role for community
colleges (Rubin 2001) Entrepreneurship education is also moving into
K-12 education. The National Federation of Independent Business has cre-
ated the Youth Entrepreneur Foundation, which has spurred the creation of
curriculum for teachers (Adkins 2006b). Youth entrepreneurship is also re-
ceiving strong support from foundations such as the Kauffman Foundation
(Blumberg 2006).

The findings also suggest that regional quality of life is related to high-
value entrepreneurship, as is the proportion of the foreign-born popula-
tion. Counties with higher levels of natural or scenic amenities, creativity,
and diversity had more entrepreneurs who produced more income and
added more value. Counties may want to focus on boosting the quality of
life in their communities to spur entrepreneurs. By being known as an
amenity-rich, creative place open to the diversity of people and ideas, com-
munities can help foster local entrepreneurs and attract those that are foot-
loose. In rural places, natural amenities seem to have an especially large im-
pact on entrepreneurial development.

Yet, even accounting for these features, high-depth entrepreneurship still
appears concentrated in metropolitan counties. The value-added indicator re-
veals that rural entrepreneurs generate less value from their activities than
their urban counterparts. Entrepreneurs in urban centers may especially ben-
efit from proximity to the variety of high-value marketplaces in urban areas,
high population density, and transportation nodes. This generation of high-
value entrepreneurs in urban areas is reinforced by the greater impacts of hu-
man capital and infrastructure in such regions relative to rural places.
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The lack of large concentrations of local economic activity makes it es-
sential for rural places to develop networks and links to nodes of economic
activity. These places are often city-based nodes that feature broader and
deeper market and supplier possibilities for entrepreneurs. Furthermore,
the larger amount of business activity itself generates valuable information
on market prospects for probing entrepreneurs, who in turn can use the in-
formation to sharpen their own business plans.

Network development and partnerships across sector and place are keys
to the success of boosting entrepreneurship in Appalachian Ohio (Emery,
Fisher, and Macke 2003). With support from the Appalachian Regional
Commission (ARC), six regional economic, community, arts, and nature
development organizations partnered to create the Appalachian Ohio Re-
gional Investment Coalition (AORIC). This coalition is helping facilitate
entrepreneurial development by helping entrepreneurs in Appalachian
Ohio tap funding, facilities, and other resources to spur business growth.

Infrastructure development may be especially important in developing
these networks. Transportation infrastructure allows entrepreneurs to con-
nect to other locations, both in terms of their markets and their suppliers.
In rural areas, interstates have a strong correlation with entrepreneurial de-
velopment. Furthermore, high-quality telecommunications allows rural en-
trepreneurs to connect with resources, assets, and information in other re-
gions to overcome limited local capacities. For example, the Small Business
Administration has an E-Business Institute (www.sba.gov/training) that of-
fers free online courses and national training events to assist entrepreneurs.
Such cross-regional flows can help both types of region, as more urbanized
areas can tap the often cheaper assets of rural places while rural areas can
take advantage of denser urban marketplaces.

High-value entrepreneurs contribute to regional prosperity through the
jobs and income they add to a regional economy. Entrepreneurs are true as-
sets to their region, as well as innovative users of other regional assets. Re-
gional leaders can use these breadth and depth indicators to gauge how
high-value entrepreneurs could become part of a regional development
strategy. These strategies could usefully include productive partnering with
other regions to take advantage of mutual complementarities such as those
sketched between rural and urban places.

NOTES

1. The views expressed in this chapter are those of the authors and do not neces-
sarily reflect the positions of the Federal Reserve Bank of Kansas City or the Federal
Reserve System.

2. McGrath, McMillan, and Scheinberg (1992) find that entrepreneurs are more
risk tolerant than corporate professionals.
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3. Itis important to remember that the self-employed are not the only entrepre-
neurs, however. Aspiring entrepreneurs would not be identified as self-employed be-
cause they have not started a business to employ themselves. In some cases, entre-
preneurs start by doing a part-time business before becoming fully self-employed.
Thus, the self-employed are best recognized as a subset of entrepreneurs in the
United States.

4. Location quotients (LQs) are an economic analysis tool which compares a lo-
cal measure to a reference measure. In this case, county proprietor breadth is com-
pared to national proprietor breadth: if the county’s breadth is the same as the na-
tional average, the LQ equals one.

5. The LQ for all nonmetropolitan counties was 1.213. Proprietors accounted
for 19.4 percent of nonfarm employment in nonmetropolitan counties.

6. Calculations were based on County Business Patterns data.

7. The value-added measure is constructed as the ratio of nonfarm proprietor
income over the nonemployer receipt data. Nonfarm proprietor income data for
2001 was obtained from BEA-REIS. Proprietor receipt data were obtained from U.S.
Census Nonemployer Receipts, 2001, which stems from the receipts reported by
proprietors to the Internal Revenue Service on Schedule C.

8. The U.S. Department of Agriculture categorizes manufacturing industries
into high-tech, value-added, and routine categories. In high-tech industries, almost
27 percent of the jobs were in skilled occupations compared to 9.3 percent in value-
added industries and 10.3 percent in routine industries (Henderson 2004b).

9. The U.S. Department of Agriculture categorizes service producing industries into
consumer, producer, recreation, and transportation, utilities, and wholesale categories.
In producer industries, almost 37 percent of the jobs were in skilled occupations com-
pared to 25 percent in other service-producing industries (Henderson 2004b).

10. To test for differences in the marginal impacts of human capital, amenities,
financial capital, and infrastructure across rural and metropolitan counties, regres-
sion models that included an interaction term created from a metropolitan dummy
variable and the four drivers are estimated.

11. The human capital and metropolitan interaction variables are positively as-
sociated with entrepreneurial depth, suggesting that the marginal income and value-
added impacts associated with high levels of educational attainment, foreign popu-
lation, and information and arts employment are larger in the more agglomerated
metropolitan areas. The infrastructure and metro interaction variables are also pos-
itive and significantly associated with entrepreneurial depth.

12. The regressions show that the human capital, topography, and the interstate
interaction terms are negative and significant, indicating that these factors’ impacts
are lower in metropolitan areas and stronger in nonmetropolitan or rural areas.
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APPENDIX: EMPIRICAL ANALYSIS

An empirical model of entrepreneurial breadth and depth was estimated to
analyze the relationship of various community characteristics and the
quantity and value of entrepreneurial activity at the county level. Based on
the five core categories of hypothesized entrepreneurial drivers suggested by
existing research, an empirical model was estimated where the entrepre-
neurial breadth and depth measures were included as dependent variables
and independent variables were included to measure human capital,
amenities, financial capital, infrastructure, and other features of the local
economic landscape.

The empirical model was estimated in linear form, with results of the
three regressions reported in table 5.3. Variance inflation factors were less
than 2 suggesting that multicollinearity is not a significant issue in estima-
tion. Adjusted R-squares range from 0.09 to 0.32, satisfactory levels for
cross-sectional analyses, and F-statistics for all equations are significant at
the 0.05 percent level. The Hausman Specification Tests on the results from
initial ordinary least squares regressions detects a simultaneity problem be-
tween the dependent variables and the explanatory variables. A two-stage
least squares (2SLS) estimation method was implemented to reduce the ef-
fects of simultaneity and resulted in coefficient similar in sign and signifi-
cance to OLS results. The White Test does not indicate heteroskedasticity in
the data and residual plots show few outlying observations. Nevertheless,
we still tried weighting the 2SLS equations by population, resulting in co-
efficients of similar sign and significance to their unweighted equivalents.
Given these findings, we focus on the unweighted results.



Table 5.3.

Regression Results

Breadth Depth-Income  Depth-Value
Human Capital
College -33.10 963.23* -0.0574
(254.12) (204.80) (0.0518)
Foreign -1,5616.41* 3,522.39% 0.4493*
(343.99) (277.23) (0.0701)
Info/Arts -18.89 182.50* 0.0221*
(40.21) (32.40) (0.0082)
Amenities
Topography 72.39* 15.72 0.0065*
(16.17) (13.03) (0.0033)
Financial Capital
Deposit 0.52 11.62* 0.0020*
(1.33) (1.07) (0.0003)
Infrastructure
Interstate -286.61* 131.90* 0.0238*
(31.61) (25.47) (0.0064)
Broadband -316.42* 444 27 0.0638*
(57.53) (46.37) (0.0117)
Local Economy
Metro -160.92* 118.80* 0.0046*
(38.87) (31.32) (0.0079)
Micro -457 .64* 43.68 0.0044
(37.70) (30.39) (0.0077)
Regional
West 329.50* -253.08* -0.0225*
(51.19) (41.25) (0.0104)
Midwest 104.54* -135.94* 0.0293*
(33.04) (26.63) (0.0067)
Northwest 47.83 125.18* 0.0280*
(60.49) (48.75) (0.0123)
Constant 2,447 26" 1,090.12* 0.4219*
(39.86) (32.12) (0.0081)
Adjusted R-square 0.158 0.317 0.089
F-stat 48.2 117.9 255
Observations 3,020 3,020 3,020

* Significant at 0.01 level
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What Makes a
Successful Entrepreneur?

Thomas S. Lyons, Gregg A. Lichtenstein,
and Nailya Kutzhanova

This chapter argues that success in entrepreneurship is contingent on the
mastery of a skill set, and it discusses why and how entrepreneurship skills
can be developed. In doing so, the myth that entrepreneurs are “born” to
success is debunked, and we question the ability of other theories to fully
explain why entrepreneurs fail or succeed. Then, the skills necessary for suc-
cessful entrepreneurship are identified, how these skills can be measured
and their development tracked is examined, and the transformational
process of entrepreneurship skills development is explored.

THE MEANING AND IMPORTANCE OF
ENTREPRENEURSHIP SUCCESS

In order to understand how one approaches helping entrepreneurs become
more successful, what is meant by “success” in entrepreneurship must be
defined. A successful entrepreneur is one who is able to generate individual
and community wealth by developing a business asset, and can do this re-
peatedly under a variety of circumstances. This requires that an entrepre-
neur consistently overcome the obstacles faced in obtaining and using the
resources required to start, grow, and sustain a business (Lichtenstein and
Lyons 1996). Doing so entails acquisition of a set of skills.

The importance of entrepreneurship to local and regional economies is
well-established elsewhere in this book, but what about the importance of
an entrepreneur’s ability to develop a business asset? It is widely acknowl-
edged that assets are the building blocks of wealth creation (Sherraden
1991). Assets come in a variety of forms—homeownership, stock and bond
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portfolios, savings, and so on. Owning a business is also an asset, not just
because the income it produces can lead to savings and investment, but be-
cause it can be passed along intergenerationally. In this light, it becomes
clear that the ability to develop a business asset, when taken collectively
across many individuals, can contribute to community economic develop-
ment in significant ways.

Yet, much of what is done in the realm of entrepreneurship assistance for
economic development purposes focuses on providing resources, financial
or technical (e.g., providing financial capital, handing off information or
knowledge, and related issues). These are transactional exchanges that do
little to build an entrepreneur’s capacity to develop and sustain a business
asset in the long run. What is required is a set of long-term, highly interac-
tive relationships capable of transforming an entrepreneur’s skills. In this
way, the probability of success, as has been defined, is greatly enhanced.

WHY “OLD SCHOOL” THINKING ON
ENTREPRENEURSHIP SUCCESS IS LIMITED

For many years, it was widely accepted that entrepreneurs who enjoyed suc-
cess were people with innate characteristics or traits that permitted them to
function effectively in the world of business creation (Greenberg and Sex-
ton 1988; Huefner and Hunt 1994; Kassicieh, Padosevich, and Banbury
1997; Schumpeter 1991). This personality or trait perspective on entrepre-
neurship probably has been the most recognized theory of entrepreneur-
ship success. Though it has received a fair amount of criticism, it still influ-
ences the entrepreneurship research agenda and policymaking in this arena.
Because these characteristics are inherited, it is believed, entrepreneurship
research can only observe and study this special type of people but do noth-
ing to increase their supply.

The research agenda of the personality perspective scholars is guided by
attempts to find and describe the unique characteristics that distinguish en-
trepreneurs as part of a special talent group; however, the large number of
studies on entrepreneurial attributes has failed to produce a consistent de-
scription of an entrepreneur’s personal characteristics (Bhide 2000; Shaver
and Scott 1991). While some traits described seemed to be typical for most
entrepreneurs (e.g., a need for achievement), the other characteristics can
only be applied to a specific study group or to very few individuals.

The personality trait research has yielded diverse results. Some authors
have argued that a high need for achievement is a distinct characteristic of
entrepreneurs (Begley and Boyd 1986; Hornaday and Aboud 1971;
McClelland et al. 1953; Rauch and Frese 2000). Others suggest that the
most important quality is an internal locus of control (Brockhaus 1982),
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while still others suggest that it is the risk-taking propensity of entrepre-
neurs that makes them who they are (Brockhaus and Horwitz 1986; Hull,
Bosley, and Udell 1980; Timmons, Smollen, and Dingee 1985). While sev-
eral researchers have identified factors that distinguish entrepreneurs, few of
these factors, if any, have been validated by more than a single study.

Cooper and Dunkelberg (1987) studied a sample of 890 entrepreneurs
and found that these individuals tended to be better educated, came from
families where the parent owned a business, started firms related to their
previous experience, and located their businesses where they are already liv-
ing and working. These entrepreneurs did not have any outstanding innate
characteristics, and the diversity found in this sample was, perhaps, its most
distinguishing feature.

Kassicieh, Padosevich, and Banbury (1997) attempted to find attitudinal,
situational, and personal characteristics that would predict future entrepre-
neurs among a sample of inventors at federal laboratories. The authors
compared nonentrepreneur inventors who, at the time of the study, worked
at the laboratories and entrepreneurs who left the laboratories within the
previous five years to start their own ventures.

The nonentrepreneur inventors were divided into two groups, using dis-
criminant factors from previous studies: (1) those who were predicted to
become and (2) those who were not predicted to become entrepreneurs.
The study found that both the entrepreneurs and those predicted to be en-
trepreneurs differed from the nonentrepreneur group in that they were
more likely to take into account ownership of intellectual property, had at-
tempted more spin-offs in the past, had provided consulting services, were
more willing to take risks, and often had relatives who were entrepreneurs.

The entrepreneurs and inventors predicted to be entrepreneurs also
demonstrated an inclination to be entrepreneurs; a positive perception of
support, resources, and incidence of entrepreneurship in their laboratories;
a feeling of more control over their destinies; a perceived value in their
achievements; and a greater belief in themselves. Yet, the observed differ-
ences among the study groups still do not explain how some inventors be-
come entrepreneurs.

As Low and MacMillan (1988) note, the problem with the commonly
noted “need for achievement” characteristic among entrepreneurs is that this
trait can also be found within groups of salespeople, managers, and other
professionals. Other characteristics found to be relevant to entrepreneurs can
be applied to the general population as well (Gartner 1989; Greenberg and
Sexton 1988). The attempts to test for these factors as potential predictors of
entrepreneurial success have not been positive. A problem with the set of
personality research studies is that they use different, and often incompati-
ble, population samples and the generalizability of the findings is question-
able (Gartner 1989). In general, personality traits research can be said to



106 Thomas S. Lyons, Gregg A. Lichtenstein, and Nailya Kutzhanova

have failed to produce any consistent evidence as to the existence of unique
entrepreneurial characteristics that differentiate entrepreneurs from the gen-
eral population.

Another critical weakness of personality research is that an entrepreneur
is portrayed as a person with inherited talents that can be easily expressed
within an entrepreneurial venture. The dynamics of entrepreneurial
processes and the unevenness of entrepreneurs’ career paths are not ac-
counted for in the personality perspective frame.

The inability of the personality perspective on entrepreneurship to pro-
duce a consistent profile of an entrepreneur is not the only shortcoming of
this perspective. Perhaps an even more important consideration involves
the policy decisions that follow from this personality perspective. The as-
sumption that entrepreneurs are born makes attempts to encourage and de-
velop entrepreneurs virtually meaningless. This has manifested itself in a
variety of ineffective policies for fostering entrepreneurship that range from
“hands off,” free market approaches to government and nonprofit inter-
ventions that assume entrepreneurs know where to find the help offered
when they need it. Conversations with a wide variety of entrepreneurs have
revealed that one of their biggest challenges is knowing where to go for rel-
evant help when they need it, which suggests that entrepreneurs are not
merely “naturals” who always “figure it out” on their own.

The personality perspective on entrepreneurship offers a very stagnant
approach to entrepreneurship. Business performance is viewed as a func-
tion of some set of innate psychological characteristics. Yet, why do some
entrepreneurs improve over the course of their lives and their entrepre-
neurial experience? The whole system of social environments, with family
history, social background, networks, and different experiences throughout
a lifetime that seem important to an entrepreneur, is not included in the
personality perspective on entrepreneurship. These relevant factors are sim-
ply ignored.

The personality perspective has also fallen short in accounting for the dif-
ferent stages of business development that actually translate into the diverse
roles entrepreneurs play in their businesses (Cope 2005). It has failed not
only because it was not able to find consistent characteristics that would de-
scribe an entrepreneur, but also because of its inability to incorporate other
important factors into the analysis, to explain the dynamic nature of entre-
preneurship, and to step beyond personal characteristics as explanatory
variables.

At its essence, this argument is yet another manifestation of the endless
debate that pits nature vs. nurture. Are entrepreneurs born or are they
made? Some champions of the “entrepreneurs are born that way” para-
digm, in an effort to perpetuate their beliefs under intensifying scrutiny,
have sought to couch their argument in an acknowledgment of the role of
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environment in determining entrepreneurial success by holding that innate
traits of entrepreneurs permit them to act on the opportunities and chal-
lenges presented by the context in which they operate (Pendergast 2006). If
no innate characteristics, consistently attributable to entrepreneurs, have
been proven to exist, however, there must be another explanation.

The unsuccessful search for the special entrepreneurial personality profile
has led to attempts to find other explanations. Researchers in this field have
been looking for something more tangible to study, which has resulted in a
behavioral perspective on entrepreneurship. Instead of searching for the en-
trepreneur’s traits (Low and MacMillan 1988), the behavioral perspective
turns to studying entrepreneurial behaviors. Gartner (1989) called on re-
searchers to move their attention into the arena of entrepreneurial behavior
because the personality characteristics of entrepreneurs are secondary to
their behavior.

While the individual entrepreneur was the focus of analysis in the per-
sonality perspective, the behavioral perspective views entrepreneurs
through the roles, functions, and activities in which they engage in the
process of finding business opportunities and creating new ventures. Thus,
the focal point of the behavioral perspective is the process of organization
creation. According to Carter, Gartner, and Reynolds (1996), the creation of
an organization involves several activities, and the focus of entrepreneurial
research should be on studying what these activities are, how many of them
have to be accomplished in the business start-up period, and when these ac-
tivities start and end.

Some of the studies within this behavioral tradition propose that there is
a special order to different entrepreneurial activities: discovering a problem,
developing a solution, accumulating resources, marketing products, creat-
ing an organization, producing, and selling. These activities represent mile-
stones in a process (Block and MacMillan 1985). During the entrepreneur-
ial process, entrepreneurs experiment with different hypotheses about
products, markets, and competition and test them through experience.

Carter et al. (1996) compared three groups of entrepreneurs—(1) entre-
preneurs who started a business, (2) entrepreneurs who gave up on starting
a business, and (3) entrepreneurs who are still trying—and then identified
different profiles of activities undertaken by each group.

The entrepreneurs who started a business were more aggressive and ac-
tive. They quickly engaged in “tangible” activities such as buying equipment
and facilities, taking a loan, and generating sales. The entrepreneurs who
gave up a business start-up found that their business ideas were not suc-
cessful, and as a result, ceased their activities. Interestingly, this group un-
dertook mostly the same activities as the successful group.

The “still trying” entrepreneurs had undertaken fewer activities that make
business real to others, like buying equipment and setting up operations,
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but spent more time on saving money and preparing a business plan.
Carter, Gartner, and Reynolds (1996) recommended that potential entre-
preneurs act quickly and aggressively in pursuing business opportunities
and day-to-day business activities.

While Carter, Garnter, and Reynolds (1996) identify the activities rele-
vant to different levels of success in starting a business, they do not provide
an explanation for the difference between the aggressive and fast actions by
successful entrepreneurs and the sluggish behavior of less successful entre-
preneurs. How can one explain the different performance of similar actions
by the three groups of entrepreneurs? Can the same differences among the
study groups be observed over a longer period of time? These questions re-
main unanswered.

The goal of entrepreneurial behavior has been viewed as the creation of
an organization. Once the business has started, the entrepreneurial activi-
ties are considered to be accomplished. Consequently, behavioral perspec-
tive studies have focused on the start-up stage, despite the fact that Robin-
son and Pearce (1986) have demonstrated that venture performance is
different at the various stages of business development and that the activi-
ties undertaken by the entrepreneur vary with changes in each business
stage as well.

One of the examples of behavioral perspective-influenced studies is a
model proposed by Greenberg and Sexton (1988) that incorporates several
dimensions as explanatory factors. This model hypothesizes that the deci-
sion to initiate a new venture is a function of the interactions among sev-
eral factors, including an individual’s entrepreneurial vision, desire for per-
sonal control, situational factors, social supports, and perceptions about
him or herself as an entrepreneur and about venture success.

Van de Ven, Hudson, and Schroeder (1984) studied the start-up of 14 ed-
ucational software companies. The sample was split into two categories: (1)
high and (2) low performance. The authors found the following individual
characteristics related to success: education and experience, internal locus of
control and risk reduction, a broad and clear business idea, and personal
investment.

At the organizational level, success was positively related to planning ac-
tivities (although paradoxically, spending more time on a detailed busi-
ness plan seemed to result in lower performance), small-scale start-up, in-
cremental expansion, single person command, and active involvement of
top management and board members in decisionmaking. The study also
suggested that assistance in the form of equity capital, training, or guaran-
teed contracts was actually maladaptive, and that firms competing for con-
tracts on an independent basis advanced more quickly, at least during the
short run.
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The behavioral perspective has produced a new wave of studies examin-
ing the actions of entrepreneurs to bring new organizations to life. One im-
portant achievement of the behavioral perspective is its utilization of a field
research methodology in which behavioral researchers investigate the com-
plicated process of organization creation and look for answers in the realm
of everyday business activities.

Although the behavioral perspective on entrepreneurship has moved en-
trepreneurial research a step forward by researching entrepreneurial actions,
it is limited in its explanatory power of entrepreneurship success. Focusing
on the functions that entrepreneurs perform provides some important in-
sights into the entrepreneurial process, but it does not add more to an un-
derstanding of entrepreneurial performance.

There is a certain parallel between the trait and behavioral perspectives
on entrepreneurship. In the personality trait paradigm, the methodological
search targets universal personal characteristics, while the behavioral per-
spective looks for generic entrepreneurial actions/functions/behaviors. If
one can demonstrate a set of common actions performed by successful en-
trepreneurs, then one also must provide an explanation of what makes the
performance of these functions successful. As Cope (2005) rightfully points
out, the ability of entrepreneurs to learn and adapt is missing from the be-
havioral perspective.

The personality perspective claims that personal characteristics con-
tribute to business success, although it fails to prove it. The behavioral per-
spective has largely overlooked the question of business success factors; in-
stead, it has moved the research into looking for the important components
of the business creation process. In other words, the behavioral perspective
studies various important components of business creation but has left the
question of how the process begins, develops, and grows without an an-
swer. In its attempt to avoid a focus on entrepreneurial personal traits, the
behavioral perspective has lost touch with the individual entrepreneur. It
has become mechanistic.

While we acknowledge that proper motivation is an essential prerequisite
to successful entrepreneurship—a “fire in the belly” (Fackler 2001)—we are
not prepared to ascribe any other innate traits (and whether or not motiva-
tion is innate is open to debate) to this phenomenon. Furthermore, we
would argue that behaviors are little more than manifestations of the skill
set possessed by the entrepreneur.

Another emergent and distinctive domain of entrepreneurship research
involves a cognitive approach which has moved the focus of analysis to the
thinking, or cognitive, processes of entrepreneurs. The main assumption is
that various cognitive processes underlie the behavior of an entrepreneur.
Researchers study the processes that explain how entrepreneurs receive,
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manage, and act upon available information. In this regard, the cognitive
approach has advanced research beyond behavior analysis by attempting to
explain the causes of entrepreneurial behavior. For example, Shane and
Venkataraman (2000) assert that there are two categories of factors influ-
encing the probability that particular people will discover business oppor-
tunities: (1) the possession of the information necessary to identify an op-
portunity and (2) the cognitive properties required to utilize it.

Studies in the field of human cognition have found a limitation on the
information-processing capability that people have and use and that entre-
preneurs face a shortage of information on possible market outcomes on a
regular basis. The cognitive school of thought suggests that entrepreneurs
have mental visions, scripts, and maps of desirable outcomes that guide
them through the process. People making a decision use various kinds of
mental maps or scripts, using scripts, schema, and heuristics based on pre-
vious experience to deal with uncertainty.

Siegel, Siegel, and MacMillan (1993) explored characteristics separating
high- and low-growth companies. They found that substantial industry ex-
perience is an important characteristic of high-growth companies. High-
growth companies also focused more than low-growth companies on at-
tempts to generate higher revenue with a single product; as a result, the
high-growth companies demonstrated a higher level of expertise in market
and product diversification. High-growth companies operate with fewer
managerial resources and are more efficient and effective. They also develop
close contacts with customers. The authors argue that these capabilities can
serve as objective, measurable criteria and can be used in predicting busi-
ness performance when studied in a more quantifiable way.

Several studies provide insights into the decisionmaking processes of en-
trepreneurs. For example, Minniti and Bygrave (2001) maintain that entre-
preneurs make decisions based on two different types of knowledge. One is
the specific knowledge of the market in which they operate. This type of
knowledge can be described as technical expertise regarding products and a
specific market.

Another type of knowledge is a more general expertise on “how to be en-
trepreneurial,” which is acquired by doing or observing. The entrepreneur-
ial process is described as a learning process where entrepreneurs filter the
signals from competing hypotheses, and, as a result of learning in action,
receive support from positive outcomes. Negative outcomes teach entrepre-
neurs to avoid other types of actions. The positive actions eventually com-
pose the knowledge base upon which entrepreneurs make decisions (Min-
niti and Bygrave 2001).

Mitchell and Chesteen (1995) suggest that entrepreneurial expertise is
presented in the form of an “expert script,” and this script can be used to
improve entrepreneurial expertise. The expert script is advanced and struc-
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tured knowledge in a specific area. The expert script, or schemata, can be de-
veloped through experience in the field, and it improves the information
processing capability of individuals (Glaser 1984). An individual in an ap-
propriate situational context recognizes specific cues that activate a specific
expert script.

Mitchell and Chesteen (1995) attempted an educational application of
the expert script concept. The results demonstrate that experiential treat-
ment can enhance a novice’s venture expertise through different learning
activities involving contact with experts. This study provides important in-
sight into ways to improve entrepreneurial expertise. It also offers an im-
portant implication for entrepreneurship education because the authors
demonstrate that the cognition-based instructional pedagogy is more effec-
tive than traditional methods of teaching entrepreneurial expertise such as
only teaching business planning.

Much of the cognition-based literature argues that an entrepreneur’s de-
cision to initiate a venture is based on his or her intentions to proceed while
the entrepreneurial intentions are generated by an entrepreneur’s percep-
tions of how realistic and attractive his or her actions can be. As Krueger
(2000) points out, opportunities are in the eyes of the beholder. He pro-
poses that the cognitive intangible infrastructure facilitates the perception
of opportunities by an entrepreneurial organization. The perception of de-
sirability (personal and social) and perceptions of feasibility (personal and
organizational) are critical factors in the intentions that guide entrepre-
neurial behavior.

In a study on perceptions, Simon and Houghton (2002) explore how the
decision context may affect the decision to introduce a pioneering product.
These authors study biases and their influence on the entrepreneurial deci-
sionmaking process. They found that entrepreneurs in smaller, younger
companies that offer pioneering products are more likely to exhibit the il-
lusion of control, the law of small numbers (making a conclusion based on
a small number of cases), and reasoning by analogy. These biases contribute
to underestimating competition, overestimating demand, and overlooking
requisite assets.

The cognitive approach suggests that the perception of opportunity is in
fact a cognitive phenomenon. Keh, Foo, and Lim (2002) examine the op-
portunity evaluation process and its relation to perception biases and risk
perception. These authors find that illusions of control and belief in the law
of small numbers are related to how entrepreneurs evaluate opportunities
and that risk perception mediates opportunity evaluation.

Markman, Balkin, and Baron (2002) assessed general self-efficacy and
regretful thinking in the context of technological innovation. Results,
obtained from a random sample of 217 patent inventors, showed the
difference in the general self-efficacy and regretful thinking among the
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inventors who started a business and those who did not start a business.
The first group of technological entrepreneurs tended to have signifi-
cantly higher self-efficacy. The technological entrepreneurs tended to
have stronger regrets about business opportunities while technological
nonentrepreneurs tended to have stronger regrets regarding career and
education decisions. The two groups did not differ in terms of the quan-
tity of these regrets.

The importance of feedback to the cognitive process is demonstrated
in a study by Gatewood et al. (2002). Groups of students were given
positive or negative feedback about their entrepreneurial abilities (re-
gardless of actual abilities). Results showed that the group receiving
positive feedback had higher entrepreneurial expectancies than the
group receiving negative feedback. The type of feedback, however, did
not affect the task effort or quality of performance. The study also found
that males had higher expectancies about entrepreneurial ventures than
did females.

Politis (2005) brings attention to the role of experience in the entrepre-
neurial process. The process of entrepreneurial learning is suggested to con-
sist of three main components: (1) entrepreneurs’ career experiences, (2)
the transformation process, and (3) entrepreneurial knowledge in terms of
increased effectiveness in opportunity recognition and in coping with the li-
abilities of newness.

An important entrepreneurship policy consideration emanating from
this research is that the incremental and slow character of entrepreneurial
learning does not prove the effectiveness of formal training and education.
Stimulating activities should be based on developing creativity, critical
thinking, and reflection that will enhance the motivation and ability to de-
velop entrepreneurial knowledge (Politis 2005).

The cognitive approach represents a wide variety of studies uncovering
the internal thinking processes of the entrepreneur. There are many useful
cognitive concepts such as perceptions, biases, or intentions, and theoreti-
cal models have been adopted and applied to explain the entrepreneurial
process, as in the studies described above. The cognitive approach’s main
contribution to the field is its reorientation of entrepreneurial theory to-
ward the entrepreneur or, in other words, “the people side of entrepreneur-
ship research” (Mitchell et al. 2002, 100).

In contrast to the personality trait approach, the cognitive perspective en-
deavors to explain variations among entrepreneurs. The cognitive approach
also incorporates the dynamics of the entrepreneurial process. It explains
that entrepreneurs do not come to entrepreneurship fully ready to succeed,
but, instead, learn and develop throughout their career. The entrepreneurs
in the cognitive perspective are not significantly different from the general
population and can gain or lose from the processing of limited informa-
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tion. They acquire and adapt their knowledge and overcome obstacles and
problems as any other person would.

Cope (2005) calls for a model of dynamic learning that would combine
the interactive relationship between an entrepreneur, his or her business,
and the environment. The learning perspective on entrepreneurship main-
tains that each individual comes to entrepreneurship with unique experi-
ences, skills, and abilities that would define learning tasks, and the learning
process is characterized by constant change. Learning involves different
modes such as learning by doing, from peers and mentors, from customers,
and through critical events. The entrepreneurial learning perspective can in-
tegrate different approaches in the field to help explain how entrepreneurs
learn and develop.

Thus, differing perspectives have been pursued on the path to an emerg-
ing entrepreneurship theory. This theory has evolved well beyond “old
school” thinking that relates entrepreneurial success to the possession of in-
nate traits. Yet, in its current state, this body of theory is still not actionable
in that it does not give clear direction to enterprise development policy-
makers as to how to successfully foster entrepreneurship in a sustainable
way. It is time to take the next step by shifting the focus to the systemic and
systematic development of entrepreneurial skills.

A Focus on Entrepreneurial Skills

In recent years, evidence from research has mounted in support of the
conclusion that entrepreneurs are made and not born (Fiet 2002; Shefsky
1994). These studies tend to show that entrepreneurs learn from others—
that opportunity recognition is a systematic process that can be learned.
From a practical perspective, this is positive news for those who seek to as-
sist entrepreneurs because it may offer ways to proactively work to build
their capacity for success. The following assertions constitute the founda-
tion for this argument:

e Success in entrepreneurship hinges on the mastery of an identifiable
skill set.

e These skills can be developed.

¢ Entrepreneurs do not all operate at the same skill level.

The term skills is defined broadly. Entrepreneurs require specific skills if
they are to make full use of the financial and technical assistance resources
they need. This necessary skill set can be categorized into four main di-
mensions: (1) technical skills, (2) managerial skills, (3) entrepreneurial
skills, and (4) personal maturity skills (Gerber 1995; Lichtenstein and
Lyons 1996). Technical skills are the “tools of the trade”—the skills required
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to engage in business in a given industry. An entrepreneur whose company
is in the home healthcare industry, for example, must master a different set
of technical skills than those needed by an entrepreneur in the plastic in-
jection molding industry. Managerial skills are those necessary for the daily
operation of a business such as administrative, management, financial, and
legal skills. Entrepreneurial skills involve the ability to recognize viable busi-
ness opportunities and act on them through innovation.

Finally, personal maturity skills include self-awareness, accountability,
emotional, and creativity skills; these are related to those skills that make
up what Daniel Goleman (1995) refers to as “emotional intelligence” (43).
All of these skills are entirely developable. Some may take longer than oth-
ers to develop; however, given the necessary time commitment and inten-
sity of relationship, individuals can be transformed from being would-be
entrepreneurs to successful entrepreneurs.

The third assertion is that entrepreneurs do not all come to the activities
of entrepreneurship at the same skill level. Instead, there is a range of skill
levels found in any population of entrepreneurs. In a sense, this might be
thought of as a hierarchy of skills, ranging from very low to very high. A
simple illustration can be drawn from the realm of entrepreneurship itself.

At one end of the entrepreneurial spectrum is the so-called nascent en-
trepreneur—someone who has never started a business before and, there-
fore, has few, if any, of these skills. At the other end of this spectrum are the
“serial” entrepreneurs, who have started and grown several businesses, both
failures and successes, and have acquired numerous skills along the way. Be-
tween these two extremes lie numerous other entrepreneurial skill set com-
binations.

The Entrepreneurial League System (ELS)
as a Ladder of Skill Development

Because, as asserted above, entrepreneurs operate at different levels of
skill, it does not make sense to address their skill development in a one-
size-fits-all fashion. Yet, that is precisely the way that most assistance
providers approach supplying financial and technical help. Their motiva-
tion is efficiency, but this is usually achieved at the expense of effectiveness.
Categorizing entrepreneurs according to skill level and matching assistance
appropriately can avoid this dilemma.

The ELS is a conceptual framework and a functioning operating system
for developing entrepreneurs’ skills by providing them with individual and
group coaching and access to the most appropriate technical and/or finan-
cial assistance at the appropriate stage in their development and at the ap-
propriate price (Lichtenstein and Lyons 2001). At its heart is the idea that
entrepreneurs can be categorized by their level of skill, as measured on the
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Table 6.1. The Entrepreneurial Levels of Degree of Skill

Skills:  Technical Managerial Entrepreneurial Personal
Level: Maturity
Majors Outstanding  Outstanding Outstanding Outstanding
AAA High High High High
AA High Medium Medium Medium
A High/ Low Low Low
Medium
Rookie Low/No Low/No Low/No Low/No

Source: Lichtenstein and Lyons 2001

dimensions of technical, managerial, entrepreneurial, and personal matu-
rity noted in the previous section of this chapter. The ELS utilizes the base-
ball farm system as a metaphor for the resulting hierarchy, or ladder, of
skills (see table 6.1). The idea is to develop entrepreneurs by moving them
up the skills ladder from wherever on the ladder they begin their develop-
mental journey.

Table 6.1 is simplistic in the sense that it suggests that skills are uniform
across skill dimensions for each league level in the system. In reality, an en-
trepreneur who might be classified as having Single A skills, on average,
may actually have varying skill levels across the dimensions.

The ELS operates on the principle that in order to ensure that an entre-
preneur is able to advance up the ladder of skill development a system must
be in place that connects all of the rungs of the ladder and makes sure all
rungs (skill levels) are served. Numerous communities, for example, pro-
vide strong assistance at the Rookie and Single A levels and have been ef-
fective at serving Triple A entrepreneurs as well, but they do not serve Dou-
ble A entrepreneurs. This situation amounts to a missing rung in the ladder
that precludes the development of local entrepreneurs above the Single A
level and, in some cases, results in the loss of those effected entrepreneurs
to the community.

The Measurement of Entrepreneurship Skills

To be able to effectively assign entrepreneurs to appropriate skill levels
and track their development requires a tool for assessing, or measuring, en-
trepreneurship skills. The ELS utilizes such a tool, which permits the mea-
surement of individual skills, allows scoring by skill dimension, and pro-
vides an overall score. The ability to provide entrepreneurs with the right
technical and financial assistance at the right stage of their development
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and that of their company, and at the appropriate price rests with the capa-
bility to classify both entrepreneurs and entrepreneurship assistance
providers by skill level. In this way, skills measurement lies at the heart of
the ELS.

The skills assessment tool was developed with the help of a behavioral
psychologist from Northwestern University, John S. Lyons. It is a clinimet-
ric tool, with a measurement design strategy that is based on communica-
tion theory as opposed to psychometric theory, which underlies such tools.
Psychometric tools are research based and focus on precision of measure-
ment at the expense of relevance to practice (Feinstein 1999; Lyons, Weiner,
and Lyons 2002).

Rather than relying on pencil and paper (or Web-based) assessments or a
battery of tests, a clinimetric tool involves face-to-face interaction between
a trained diagnostician and entrepreneurs. It is designed to be simple to use
and score, requiring minimal training. Its focus of measurement is on the
observable, not on subjective states, and internal consistency is irrelevant to
its effective functioning. Incorporation of communications theory into this
model adds these characteristics:

e FEach rating level has immediate implications for action.

e There is minimal redundancy in the items covered but desired redun-
dancy in the information collected.

¢ The language used in the process is clearly understood by all involved.

e The chief purpose of measurement is effective communication of
needs and strengths to the entrepreneurs and the coaches (e.g., the
process, itself, facilitates learning and reflection) (Feinstein 1999; Lyons,
Weiner, and Lyons 2002).

Thus, the ELS entrepreneurial skills assessment tool is action oriented, not
research oriented; it is clinical (Lyons and Lyons 2002).

Using this clinimetric/communications model, the tool measures a vari-
ety of specific skills within the four skill dimensions previously noted: (1)
technical, (2) managerial, (3) entrepreneurial, and (4) personal maturity.
For each skill, a set of questions can be asked of an entrepreneur (or entre-
preneurial team) to elicit behavior that reflects skill level: Rookie, Single A,
Double A, or Triple A.

A simple scoring system corresponds to an entrepreneur’s level of skill for
each skill measured (a higher score indicates a higher level of skill). Scores can
be totaled across a skill dimension and across all four dimensions to provide
an overall skill-level. Thus, an entrepreneur might be a Double A player on the
technical dimension, a Single A player on the managerial dimension, a Rookie
on the entrepreneurial dimension, a Single A player on the personal maturity
dimension, and a Single A player overall. This assessment permits agencies to
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provide assistance that is skill level appropriate. It facilitates the creation of a
“game plan” for developing skills, and it allows the tracking of an entrepre-
neur’s progress toward developing those skills over time.

Developing Entrepreneurship Skills

How can entrepreneurship skills be developed in a systemic, systematic,
and strategic way? The ELS does this by designing a system whose architec-
ture separates the function of developing entrepreneurs from the function
of addressing their needs for technical and financial assistance. The activi-
ties of these two complementary subsystems—referred to as the Entrepre-
neur Development Sub-System and the Service Provision Sub-System—are
then coordinated to allow entrepreneurs to successfully advance up the lad-
der of skill development in a transformational way.

While many individuals and organizations in the classroom and the field
impart knowledge, deliver training, dispense information, and engage in
short-term coaching, no one is actually developing entrepreneurs’ skills in
the pure sense of that term. Current programs in enterprise development
only deal with half of the equation for economic success; they address the
needs that firms have for technical and financial assistance but do little to
build a pipeline of highly skilled entrepreneurs capable of using that assis-
tance effectively to build companies.

It is commonly assumed that entrepreneurs are ready for this assistance
when it is offered. In fact, they often are not ready to effectively and fully
utilize the help provided. This is because being able to appropriately use
technical and financial resources is a function of the entrepreneur’s skill
level. If skill level and resource are not properly matched, the desired out-
come will not be achieved. The missing function in most communities or
regions is one that is responsible for creating a supply of highly skilled en-
trepreneurs capable of building successful companies—the Entrepreneur
Development Sub-System.

The development of skills requires transformational change—that is,
fundamental change and a leap to a higher level of performance (Lich-
tenstein and Lyons 2001). It is not achieved through the individual,
short-term, transactional exchanges that are the norm in our society and
that characterize enterprise development, in particular. Transactions,
taken alone, can never produce a transformation. Individual courses,
training programs, idea exchanges, consulting, and similar activities,
while helpful, will not develop an entrepreneur’s skills. To develop these
skills requires coordinated, long-term, sustained interactions. Since ser-
vice provider operations and their funding are not designed for these
purposes, it is not, and should not be, the responsibility of individual
service provider organizations to develop entrepreneurs. This requires the
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establishment of a new, complementary function whose exclusive pur-
pose is to create a pipeline of highly skilled entrepreneurs.

The Entrepreneur Development Sub-System of the ELS brings together
three major sets of activities in support of developing entrepreneurs’ skills
so that they can move their companies through the stages of the business
life-cycle more efficiently and effectively:

1. Talent scouting
2. Opportunity scouting
3. Performance coaching

Using a variety of tools and techniques tailored to the specific context,
the ELS provides a talent scouting function. Both aspiring and current en-
trepreneurs are identified and brought into the system. The chief prerequi-
sites are proper motivation and a goal of growing one’s business. The en-
trepreneurs are oriented to entrepreneurship, especially if they are just
starting, and to the ELS. Those who are in the pre-venture stage are helped
with identifying a market opportunity, developing an offering, and prepar-
ing to launch their venture.

The opportunity scouting function of the Entrepreneur Development
Sub-System of the ELS involves the use of “scouts” responsible for identify-
ing market opportunities. These scouts scour the community, looking every-
where, including shop floors; hospitals; university, private, and government
laboratories; and unused patents, among other sources. These opportuni-
ties are then assembled into an “opportunity register,” which can be used to
match opportunities and potential entrepreneurs.

Care is taken to ensure that each entrepreneur has a skill set appropriate
to the identified opportunity. This is essential to the long-term success of
the new enterprise. As an example, it takes a more sophisticated skill set to
run a chain of restaurants than it does to operate a single restaurant. An en-
trepreneur in the ELS who is a restaurateur will not be rushed into running
a chain of restaurants until such time as his or her skills are up to the task.
Another part of the opportunity scouting function is the pursuit of oppor-
tunities for strategic alliances among companies in the system to capture
new business as a group.

Performance coaching involves classifying entrepreneurs by skill level, us-
ing the assessment tool discussed above. Entrepreneurs are then clustered
by skill level into “Success Teams”; thus, there is a Rookie Success Team, a
Single A Success Team, and so forth. Assembling entrepreneurs at like skill
levels for coaching purposes is crucial as we have found that they interact
better when they are in true peer groups.

Each success team is assigned a “performance coach.” This individual
helps each entrepreneur in the team prepare a “game plan” for developing
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his or her skills going forward. The performance coach works with the en-
trepreneurs on both a one-on-one and group basis. The purpose of the
coaching is to help entrepreneurs focus on the execution of their game
plans and the operation of their businesses.

The Service Provision Sub-System is developed by first articulating, or
mapping, the extent and level of assistance available to entrepreneurs in the
community. This involves identifying all service providers, then assessing
them according to how their services help their client entrepreneurs meet
the latter’s needs and at what entrepreneurship skill level they are working
(see table 6.2 for a general depiction of this latter concept).

This mapping exercise makes it possible to then identify gaps in service
delivery that can subsequently be filled. It also makes it possible to more
strategically address the issue of offering services at the “right price.” An en-
trepreneur with Rookie-level skills whose business is in the start-up stage is
able to pay little or nothing for technical or financial help, while a Triple A
entrepreneur operating a company in the growth stage is very capable of
paying for assistance at market prices.

A perusal of table 6.2 shows that the service providers who work with
entrepreneurs at lower skill levels tend to be publics and nonprofits. These

Table 6.2. Development Level Targeted by Service Providers

Entrepreneurial Development  Type of Enterprise Development
Level Assistance Providers

Majors Venture capitalists, professional
consulting practices, investment
bankers, etc.

AAA Angel investors, emerging business
consulting practices, university tech
transfer offices

AA Manufacturing extension programs,
small business development
centers, small specialized venture
funds, high technology incubation
programs, etc

A Microenterprise programs, small
business development centers,
business incubation programs, etc.

Rookie Microenterprise programs, youth
entrepreneurship programs, etc.
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organizations typically offer assistance at no or low cost. At higher levels of
entrepreneurship skill, the service providers are more likely to be private.
When thought about in this way, service provision can be organized in a
manner that ensures appropriate pricing.

Individual and group performance improvement on the part of the ser-
vice providers that make up the system is made possible by the work of a
neutral, third party facilitator. This individual builds trust among the mem-
bers of the service provision team and facilitates their learning and growth.
The ELS provides a lingua franca that makes communication and collabo-
ration possible.

While each subsystem is developed independently, they must ultimately
be brought together in a dynamic balance. The Entrepreneur Development
Sub-System continuously prepares clients to effectively use technical and fi-
nancial assistance by helping them to develop their skills. The Service Pro-
vision Sub-System provides that technical and financial assistance in a
transparent, systematic, and strategic way.

How Developing Skills in This Way Benefits an Entrepreneur

The approach to developing entrepreneurial skills described in this
chapter benefits the entrepreneurs served in several ways. First, it causes
participating entrepreneurs to focus on their businesses. Entrepreneurs
participating in the ELS process uniformly cite this as its chief benefit.
It is too easy for entrepreneurs to become distracted by things that
are tangential to growing their companies. The ELS’s coaching process
keeps them on track, employing both individual attention and peer pres-
sure.

Another benefit to entrepreneurs lies in the way in which the system pre-
pares them to fully avail themselves of technical and financial assistance,
not only helping them to build the skills they need to use these services but
structuring the delivery of the services to ensure their maximum relevance.
This approach provides an environment conducive to individual transfor-
mation.

Understanding their current skill level, creating a game plan for skill de-
velopment, working with a coach, and interacting with peers help entrepre-
neurs establish reference points from which to work. They can use these ref-
erence points as a basis for expanding the vision for their companies. For
example, an entrepreneur in an ELS project in West Virginia entered the sys-
tem operating a limousine service. Over the course of his skill development
process, he realized that he was not simply in the limousine business; he
was actually in the entertainment business. This led to the creation of
unique experiences for his customers that have allowed him to substantially
expand his enterprise.
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Lastly, but of considerable importance, a focus on the development of
skills using this framework permits an entrepreneur to ascend a ladder of
skill development in a systematic fashion. Entrepreneurs appreciate being
able to know where they currently stand and what they need to do to get to
the skill level to which they aspire. Some entrepreneurs have even expressed
that this system gives them a feeling of “relief.”

In one instance, an entrepreneur, whose business was located in an incu-
bator, was frustrated by the fact that she had worked hard to build her busi-
ness for more than a year and was still struggling while another entrepre-
neur, whose business was located adjacent to hers, was in and out of the
incubator and operating on his own in a six-month time span. She won-
dered what was “wrong” until the ELS approach taught her that the other
entrepreneur was operating at a higher skill level and that she could be just
as successful by continuing to work to build her skills.

CONCLUSION

At the beginning of this chapter, success in entrepreneurship was defined as
the mastery of a skill set. This assertion is based on an analysis of the theo-
retical literature and our own field research. We do not find the school of
thought that holds that entrepreneurs possess innate personality traits to be
compelling. Even if these theorists were correct, their theory is not useful
when looking at fostering entrepreneurship as an economic development
strategy. There is nothing one can do about innate traits. We suspect that
this theory has contributed significantly to the relatively poor quality of
past enterprise development activities in general. If entrepreneurs are to suc-
ceed or fail on their own personalities, why does it matter what is done to
assist them?

While the behavioral school of thought offers a systematic understanding
of enterprise building and the entrepreneur’s role in it and introduces the
use of field research—both positive developments—it places too much em-
phasis on business start-up and fails to account for the place of learning in
the entrepreneurship process. Entrepreneurship should, and does, take
place throughout the business life cycle, and, as the cognitive school of
thought tells us, there is a learning process in entrepreneurship.

It is the cognitive perspective, with a focus on the entrepreneur, on the
learning process, and on learning through experience, that acts as a bridge
between the personality and behavioral perspectives and the “theory of skill
development” expounded in this chapter. This latter theory makes cognitive
theory actionable. It provides a framework for systemically, systematically,
and strategically developing entrepreneurs’ skills and, in so doing, enhanc-
ing their chances of success.
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Building Communities through
Entrepreneurship Development:
Financing Entrepreneurs and
Entrepreneurial Support Systems

Deborah M. Markley

Most local economies are built on the efforts and success of entrepre-
neurs—whether the local pharmacist on Main Street or the homegrown
manufacturer on the edge of town. While nationally, small enterprises em-
ploy about half the private sector workforce and produce about half of pri-
vate sector output (U.S. Small Business Administration, Office of Advocacy
2006), in a specific community, the importance of small entrepreneurial
ventures may be even more significant.

Increasingly, local economic development practitioners and other com-
munity leaders recognize the importance of encouraging these small entre-
preneurial ventures as a key part of their local economic development ef-
forts, and they are building entrepreneurial support systems to encourage
local entrepreneurs and to help transform the local economy.

The overarching goal of an entrepreneurial support system is to transform
a community or regional economy by encouraging the creation and devel-
opment of entrepreneurs. It is a human development strategy in that the fo-
cus is on entrepreneurs and on providing a nurturing support environment
that helps entrepreneurs create and grow businesses. The support infra-
structure that entrepreneurs need includes many parts—technical assis-
tance, training and education, networking with peers and mentors, and ac-
cess to financial capital.

This chapter focuses on access to the full range of financial capital in-
struments—from micro loans to venture investments—for entrepreneurs
starting and growing businesses in rural communities. The key to the effec-
tive use of financial capital is for an entrepreneur to have access to the right
kind of capital at the right stage of enterprise development, combined with
the appropriate entrepreneurial skills to use the capital to create and sustain
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the business. The first section of this chapter describes constraints on capi-
tal access by rural entrepreneurs and issues related to capital access as rural
entrepreneurs start up, operate, and grow their businesses.

In addition, since entrepreneurship development is a long-term eco-
nomic development strategy, the system of support for entrepreneurs must
be sustainable over the long term as well. The second section of this chap-
ter, therefore, describes how communities can access the financial resources
to build and sustain an entrepreneurship development system. Specific at-
tention is paid to discussing the challenges of accessing public funding for
local economic development efforts and the opportunities provided by
community philanthropy and foundations for supporting entrepreneurship
development.

FINANCING RURAL ENTREPRENEURS

In a study of Inc. 500 companies, Amar Bhide (2000) concluded that “the
well-funded and carefully planned start-up represents the exception” (22)
rather than the rule among entrepreneurial ventures. Indeed, most of the
company founders interviewed bootstrapped their start-ups with modest
amounts of capital—an average of only $25,000 in 1996. Almost three-
quarters of this start-up capital came from personal savings, credit cards,
family, and friends. Equally important, only 7 percent had financing from
banking institutions, and only 7 percent received investments from formal
venture capital institutions or angel investors.

Rural entrepreneurs face an even more challenging environment in terms
of accessing capital to support their business enterprises because of three
significant constraints. First, there are fewer capital providers in most rural
communities, and the transaction costs associated with identifying and ac-
cessing capital outside the community are high. Consolidation in the bank-
ing industry has reduced the number of institutions serving rural markets
and has changed the mix of institutions. While branches of larger banking
institutions may bring more skilled lenders to rural communities, they of-
ten change the lending mix and decisionmaking locus in such a way that lo-
cal entrepreneurs find it harder to acquire the capital they need. While a de-
termined entrepreneur may locate sources of capital beyond the local
market, the costs of that capital are likely to be higher.

Second, in many rural communities, entrepreneurs are not adequately
prepared to access capital from available suppliers—a case of undeveloped
deal flow. To obtain a loan from a bank or an investment from a venture
capitalist, an entrepreneur must present a business plan and financial state-
ments that provide adequate information to justify a lending or investment
decision. In many cases, entrepreneurs are unprepared to access the capital
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that may exist in their communities, providing further justification for the
creation of a system of support for entrepreneurs rather than simply creat-
ing more capital programs.

Third, as noted in the study by Bhide (2000), most entrepreneurial ven-
tures start with little outside capital. The entrepreneurs’ assets, and those of
family and friends, are most often used to launch a venture. In rural com-
munities, entrepreneurs often lack the assets to commit to the start-up
process—accessing any source of capital may first require some focus on as-
set building especially among low- and moderate-income rural entrepre-
neurs. The increased promotion and use recently of the Individual Devel-
opment Account (IDA) as a vehicle for saving for business development
represents an important corollary strategy for accessing capital for some en-
trepreneurs in rural America (Ssewamala, Lombe, and Curley 2006).

In spite of these constraints, entrepreneurs are starting and growing busi-
nesses throughout rural America. In some cases, the entrepreneurs them-
selves have become adept at finding and tapping the capital needed to
move their ventures forward. In other cases, public and private sector insti-
tutions have recognized capital gaps and created innovative solutions to
meet the needs of rural entrepreneurs. In both cases, however, it is impor-
tant to understand how the capital needs of entrepreneurs vary as a business
develops and which forms of capital are best suited to meet those needs.

THE CHANGING CAPITAL NEEDS
OF RURAL ENTREPRENEURS

Each stage in the development of a business venture requires different
amounts and forms of capital. To keep the focus of discussion on the en-
trepreneur, and not the business, this section identifies four distinct times
during which entrepreneurs are likely to seek capital to support their
dreams about the business:

1. Financing Idea Generation and Testing. This is the time when the entre-
preneur is developing a marketable product or service. For example,
an entrepreneur with an idea about the next generation of tax prepa-
ration software may be developing and testing the program. An entre-
preneur with a dream of opening a wireless Internet cafe on main
street may be doing customer surveys and beginning to identify suit-
able technology.

2. Financing Enterprise Start-Up. With testing complete, the entrepreneur
begins the start-up process. This phase requires capital for building in-
ventories, purchasing equipment, covering infrastructure costs, and
other aspects of starting a business.
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3. Financing Enterprise Operations. With the doors to the business open,
an entrepreneur will likely begin looking for the capital to cover the
ongoing operating costs of the business. While many small entrepre-
neurs operate with little or no debt—in 1998, 50 percent of businesses
with less than five employees had no loans or lines of credit (RUPRI
Rural Finance Task Force 1997)—most entrepreneurs have difficulty
covering all of their operating costs from current income.

4. Financing Enterprise Growth. Finding the capital to grow a business is
an important obstacle for many entrepreneurs. While it is possible to
bootstrap a business start-up, it is difficult to finance active growth
without the support of external sources of debt or equity capital.

The following sections discuss the sources of capital available to entrepre-
neurs in rural communities during each of these periods of business devel-
opment. The institutional innovations to address capital gaps that arise are
also described.

Financing Idea Generation and Testing

With few exceptions, the capital required to generate and test entrepre-
neurial ideas comes from the entrepreneur’s personal resources. In focus
groups in rural communities across North Carolina, entrepreneurs identi-
fied a need for small amounts of capital, preferably in the form of grants, to
help them develop a product or test a concept. At this stage, entrepreneurs
have no revenue stream and, as a result, need access to capital that requires
no initial payback and that is “patient” through the development process
(i-e., the entrepreneur may make no or interest-only payments during the
start-up phase, and the timing of future payments may be tied to perfor-
mance milestones such as sales).

Most formal lending and investment institutions are unwilling or unable
to provide this type of capital because of their need to generate a return for
investors (venture capital funds) or because of regulatory restrictions (bank-
ing institutions). Lacking access to this type of capital, entrepreneurs turn
instead to their savings, credit cards, and investments/loans from family
and friends.

Access to pre-venture development funds is difficult in urban as well as
rural communities. Entrepreneurs are in a typical catch-22 situation—they
must develop a product or concept in order to convince investors of the
marketability and potential profitability of the idea, yet they need capital to
take the first steps toward product development. This dilemma explains the
heavy reliance by most entrepreneurs on their own or local resources in this
idea generation stage.
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Given the nature of the capital requirements at the idea generation stage
of enterprise development, the public sector may play a role in supporting
the capital needs of rural entrepreneurs. The State of Kentucky has under-
taken a multipart initiative to address the financial and business assistance
needs of entrepreneurs in this stage of development.

The Kentucky Science and Technology Corporation (2006) is a private,
nonprofit organization that manages the Kentucky Enterprise Fund (KEF)—
pre-venture and seed venture funds established through state investment to
address this early capital gap. One of the funds within KEF is the Rural In-
novation Fund, specifically targeted to address the pre-venture capital needs
of businesses in rural Kentucky. At the most basic level, the Rural Innovation
Fund invests up to $25,000 in proof of concept or prototype development
for rural Kentucky-based entrepreneurs. The one-time investment comes
without the expectation of payback. It provides an initial pool of capital that,
when supplemented by the entrepreneur’s own financial and human capital,
can launch a business concept into a marketable business opportunity.

Kentucky combines access to pre-venture capital with access to assistance
for entrepreneurs through a series of Innovation and Commercialization
Centers across the state. These centers provide assistance to entrepreneurs
with growth potential and, through the statewide network, bring more ad-
vanced services to entrepreneurs even in remote rural locations.

Access to capital to support idea generation and testing is an important
constraint for most entrepreneurs but especially for rural entrepreneurs.
Few states or communities have targeted programs to provide grant or “pa-
tient” investment funds for rural entrepreneurs with good ideas; however,
the long-term success of the efforts in Kentucky may provide encourage-
ment and a model for other states to follow. Until then, rural entrepreneurs
will continue to depend on their own resources and those of their personal
networks to develop the ideas that may become the rural businesses of to-
MOITOW.

Financing Enterprise Start-Up

Once a product has been developed or a service concept proven, the en-
trepreneur begins the process of starting an enterprise. In the early stages of
business development, entrepreneurs often face two challenges. First, they
must gain access to capital at a time when they may have a limited sales his-
tory, be experiencing cash flow problems, have high upfront costs for activ-
ities like marketing, and demonstrate limited or no profitability. Institu-
tional lenders, such as banks, engage in very limited lending to start-up
ventures because of these characteristics. Consequently, entrepreneurs must
turn to alternative types of financial institutions or programs.
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Second, for some entrepreneurs, the cost of capital may prove to be a
significant challenge. High-interest costs may be difficult for an entrepre-
neur to handle during a time of inconsistent sales and cash flow. Flexible
loan terms and repayment schedules may be important to an entrepre-
neur, assuming there are sources of capital available in the community.
For most entrepreneurs, however, the primary concern is capital access
not cost.

At this stage, informal and nontraditional sources of capital continue to
predominate—family, friends, and personal savings/borrowing; microen-
terprise programs; and community or state revolving loan funds. Conse-
quently, for rural entrepreneurs, accessing capital to finance enterprise start-
up depends on the personal and family assets available to the entrepreneur
and the local availability of these types of alternative financing institutions.

Building assets to promote economic development in rural America is as
old as the original Homestead Act of 1862. Entrepreneurial spirits who saw
the opportunity inherent in the open spaces of the west used this public
policy intervention as a way to build assets that could, in turn, be used as
the seed stock for future generations. Rural America in the twenty-first cen-
tury presents new challenges to those trying to build assets in support of en-
trepreneurship, however.

As the economic base has shifted from agriculture and natural resource
extraction to routine manufacturing and now to services, the ability to build
assets has declined for many in rural America. Low-wage manufacturing
and service jobs make it difficult for rural residents to save and grow the as-
sets they might use for entrepreneurship, education and training, or home
ownership. If personal assets are a primary source of start-up capital for en-
trepreneurs, then building assets that rural residents can use to support en-
trepreneurship should be an important component of any entrepreneur-
ship development strategy.

One new policy intervention offers the potential to help entrepreneurs
build assets to use for business start-up—IDAs. IDAs are matched savings
accounts that allow low-wealth individuals to save for homeownership, ed-
ucation and training, and business ownership. According to CFED (2005),
approximately 50,000 individuals, both rural and urban, are saving
through IDAs. In 2004, about 75 percent of the IDA programs, nationally,
permitted savings to be used for small business start-up.

An evaluation of the outcomes of IDA programs in 14 community-based
sites, both rural and urban, included in a national demonstration project
found that low-income individuals could save and that financial education
was an important factor in higher savings outcomes (Grinstein-Weiss and
Curley 2003); however, another study of IDAs in rural North Carolina iden-
tified important constraints on asset building in rural communities—isola-
tion, and historical and cultural obstacles that, in turn, make it difficult to
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find funding, recruit participants, find qualified staff, and build trust in the
IDA programs (Bailey et al. 2006).

These insights suggest that IDA programs alone may not provide the
asset-building boost that rural entrepreneurs need to build the personal as-
sets for business start-up; As part of an entrepreneurial support system,
however, IDAs are an important tool that many communities and states cur-
rently use to help rural entrepreneurs gain the initial capital needed to
launch a business enterprise.

Business start-up is often financed through alternative financing institu-
tions, specifically microenterprise programs and community revolving loan
funds. Microenterprise programs have grown dramatically throughout the
United States during the past 20 years. These programs provide loans, and
often technical assistance, to businesses with fewer than five employees and
that require $35,000 or less in start-up capital. Most microenterprise pro-
grams have been funded through a combination of foundation and public
sources. The industry has been well-documented through the efforts of the
Aspen Institute’s FIELD (The Microenterprise Fund for Innovation, Effec-
tiveness, Learning and Dissemination) program (Edgcomb and Klein
2005). In 2000, microenterprise development programs served between
150,000 and 170,000 individuals.

Microenterprise development programs provide an important source of
capital for rural entrepreneurs who are starting businesses. Of the 554 mi-
croenterprise programs documented in the United States in 2002, 60 per-
cent (332) serve rural markets (AEO 2005). Many of these programs re-
ceived funding from the U.S. Department of Agriculture’s Rural Business
Enterprise Grant (RBEG) program.

Microenterprise programs provide access to small loans that entrepre-
neurs would not receive from banking institutions. Borrowers often have
limited or poor credit history, limited assets and collateral, and frequently
limited experience with credit and financing. The microenterprise programs
provide more than capital to entrepreneurs. They provide the support,
training, and mentoring assistance vital to a small entrepreneur in the start-
up phase.

One example of a successful rural microenterprise program is the Moun-
tain Microenterprise Fund (MMF) which serves the 12 western-most coun-
ties in North Carolina. In addition to providing access to capital for mi-
croentrepreneurs, MMF offers an eight-week business plan course,
Foundations, on a sliding fee scale. Graduates of the Foundations course can
enroll in the Membership program, providing them with access to addi-
tional counseling and other resources. Participants in MMF programs be-
come part of a network of microentrepreneurs who can offer support during
the business start-up process. Graduates can also become an important re-
source for MMF by helping new entrepreneurs just getting into the program.
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Community-based revolving loan funds also provide entrepreneurs who
are starting businesses with access to capital that is unavailable from more
traditional banking institutions. Revolving loan funds (RLFs) lend to entre-
preneurs from a pool of capital and, as loans are repaid, the monies are
loaned to other entrepreneurs in the region. Rural RLFs have been started by
communities, utilities, community development organizations, and others,
often using federal sources of funds such as USDA’s RBEG program. Most
RLFs are focused on addressing capital gaps in their market—making loans
to entrepreneurs who do not have access to other sources of capital. While
some entrepreneurs in the start-up phase can often qualify for these loans
initially, many require access to business assistance and training programs in
order to develop the business plan and financial statements/projections
needed for a lending decision.

The Rural Enterprise Assistance Program of the Center for Rural Affairs in
Nebraska makes loans from a revolving loan fund in addition to offering a
peer lending program. The focus of these programs is on providing debt
capital to rural-based entrepreneurs who are starting new or growing exist-
ing businesses in the state. To receive a direct loan, the entrepreneur must
create one or retain one full-time job, thus allowing self-employed entre-
preneurs to benefit from the program. Typically, entrepreneurs who use the
program have been unable to get a loan from a bank or need an additional
partner to qualify for a bank loan. The peer lending program provides an
opportunity for rural entrepreneurs to borrow $1,000 initially and, upon
repayment, qualify for additional loans of $2,000, $4,000, $8,000, and up
to $10,000 (Center for Rural Affairs 2006).

Most rural entrepreneurs who are just starting businesses rely on their
own or alternative sources of capital rather than institutional sources of cap-
ital such as banks and venture capital funds. The success of these entrepre-
neurs in gaining access to start-up capital depends in large part on the avail-
ability of these alternative programs in their communities or regions. The
increased prevalence of both microenterprise programs and community-
based revolving loan funds, either as part of a community development fi-
nancial institution or another community-based organization, throughout
rural America provides an opportunity for shared learning about how these
sources of capital can be most effectively provided to entrepreneurs who are
just starting in business.

Financing Enterprise Operations

After the initial start-up phase, an entrepreneur’s main capital challenge
is to find the resources to finance the ongoing operations of the business.
Depending on the size and capital needs of the entrepreneur’s venture, the
alternative financial institutions described above—microenterprise pro-
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grams and community-based revolving loan funds—may still play an im-
portant role in meeting the capital needs of rural entrepreneurs.

Banks and nontraditional lenders, such as community development fi-
nancial institutions, are playing an increasingly important role as the capi-
tal needs of entrepreneurs grow. In addition, some public sector programs,
such as Small Business Administration (SBA) guaranteed loan programs
and the U.S. Department of Agriculture’s Intermediary Relending Program
(IRP), may become important to rural entrepreneurs in regions served by
banks and community institutions that deliver these programs locally.

Historically, community banks have played an important role in most ru-
ral communities. Community bankers made the loans to build the rural
economy. The challenge, as articulated by Mark Drabenstott (2005) with
the Center for the Study of Rural America, Federal Reserve Bank of Kansas
City, is whether these community bankers will continue to adapt and accept
a new role in rural America—one that requires them to lend to new econ-
omy businesses, to support locally grown entrepreneurs, and to think re-
gionally.

Community banks have traditionally been important to local entrepre-
neurs and small businesses, lending proportionally more of their resources
to small businesses and farms than their larger counterparts. With deregu-
lation and consolidation in the banking industry has come increased con-
cern about access to capital for small business borrowers, especially in rural
communities. The evidence on the impact of deregulation on entrepreneurs
is still out, however (Hanc 2006).

On one hand, rural entrepreneurs have benefited from the “relationship”
lending of many community banks, where the local banker relies on local
knowledge of the entrepreneur and the community to assess the potential
risk associated with a loan. This type of lending is especially important for
new entrepreneurs seeking capital to support their business operations.

On the other hand, larger banks may bring new services and sources of
credit to a rural market and may be able to overcome through their use of
standardized lending criteria the discriminatory lending practices that some
minority entrepreneurs may experience in smaller communities. In both
cases, an entrepreneur’s access to capital may depend in large part on a lo-
cal banker’s attitude toward lending to small businesses in support of local
economic development and the entrepreneur’s ability to make the case for
financing—specifically, having the collateral and assets needed to satisfy the
local bank’s requirements.

The ability to access bank capital may depend, in part, on the use of guar-
anty programs such as those offered through SBA. The SBA’s primary loan
guaranty program, 7(a), makes it easier for banks to lend to entrepreneurs
who are unlikely to qualify for loans on reasonable terms. Up to 85 percent
of loans under $100,000 may be guaranteed by SBA, reducing the risk to the
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local bank and, thus, increasing the bank’s ability to lend to an entrepre-
neur.

Another innovation that can make access to capital from local banks eas-
ier for entrepreneurs is the Capital Access Program (CAP) concept. The
North Carolina Rural Economic Development Center (2006) has estab-
lished a CAP designed to expand the level of risk that participating banks
can accept in making loans to rural entrepreneurs. The program creates a
loan loss reserve that can be tapped by participating banks to cover losses
associated with making loans with greater risk to entrepreneurs. The loan
loss reserve is capitalized by fees charged to the borrower that are matched
by the program. In North Carolina, these matching funds have been pro-
vided by a state foundation and the Appalachian Regional Commission.

Even with a well-documented business plan and clear financial state-
ments, it is possible that a rural entrepreneur may still have difficulty ob-
taining a loan from a bank. Banking institutions are regulated and, as a re-
sult, are limited in terms of the risk they can accept on the loans that they
make. In some rural areas, community development financial institutions
(CDFls) have been created to meet the capital needs of local entrepreneurs.

CDFIs are private financial institutions whose mission is community de-
velopment. These institutions focus on the “double bottom line”—eco-
nomic returns and positive community impacts. CDFIs may take a variety
of institutional forms, including community development banks, loan
funds, credit unions, microenterprise programs, and venture funds (CDFI
Coalition 2006). As such, these organizations may be important in meeting
the capital needs of entrepreneurs at various stages in the development of
an enterprise.

CDFIs and other community development organizations can also be
important sources of capital for entrepreneurs through their use of pub-
lic sources of funds such as the IRP. USDA's IRP provides community or-
ganizations, including CDFIs, with a pool of long-term, low-interest
funds that can be reloaned to qualified borrowers in rural regions. This
source of public sector funds can be important to capitalizing the CDFIs
who, in turn, make the funds available to entrepreneurs for business de-
velopment.

CDFls are important sources of operating capital to entrepreneurs for two
reasons. One, they can offer capital to entrepreneurs whose lack of collateral
or credit history limits their access to bank loans. The CDFI evaluates both
potential return from the loan and the value the entrepreneur’s business
brings to the community. For example, a CDFI may choose to lend to an en-
trepreneur who is bringing a grocery store to main street because the deal is
judged based on the positive potential returns to the entrepreneur (and the
CDHI) as well as the value the grocery store brings to the downtown area and
its benefit to low-income residents who may now shop locally.



Building Communities through Entrepreneurship Development 135

Two, CDFIs often couple technical or business assistance with lending, ei-
ther in partnership with other support providers or through their own staff.
For entrepreneurs in this stage of business development, having access to
training and technical resources to help operate the business is often as crit-
ical, if not more so, than access to the capital itself.

In Appalachian southeastern Kentucky, the Kentucky Highlands Invest-
ment Corporation (KHIC) has operated for more than 30 years. This CDFI
has a long track record of making capital and business assistance available
to entrepreneurs in a very rural and distressed part of the country. In a case
study of the organization, Markley and Barkley (2003) conclude that the
“focus of Kentucky Highlands’ activities is on the entrepreneur and his or
her enterprise, not the capital used to support the entrepreneurs. KHIC
works with individual entrepreneurs to put together a package of assistance
that will increase the probability of the new business’ success” (13-14).

The KHIC has succeeded in tapping many sources of funds to capitalize
its programs, including SBA and IRP. These funds, in turn, have given this
CDFI the flexibility to customize assistance to entrepreneurs to best meet
their needs. In some cases, the need may be met with a working capital
loan. In others, the loan might come with an agreement to have a member
of KHIC's staff work side by side with the entrepreneur to overcome a busi-
ness challenge and effectively use the capital provided. KHIC, like other
CDFIs, has the flexibility and mission to provide support to rural entrepre-
neurs that more traditional, regulated financial institutions cannot.

As with the availability of capital to support business start-up, access to
operating capital also depends to some extent on the availability of alter-
native financial institutions (e.g., CDFIs) or programs (e.g., CAP) to provide
capital when bank lending is not feasible. While these programs are in-
creasingly available in or already serve rural communities, access to nontra-
ditional sources of capital in more isolated rural places is still difficult. Any
entrepreneurial support system must address the availability and cost of
capital for entrepreneurs once they have started business operations and re-
quire a source of working capital.

Financing Enterprise Growth

Entrepreneurs who are actively growing an enterprise often seek outside
sources of both debt and equity capital. While banking institutions are a
primary source of debt capital for growing businesses, the most critical cap-
ital gap for rural entrepreneurs relates to access to equity or venture capital.
There is often an information gap for rural entrepreneurs in understanding
equity capital markets. Most rural entrepreneurs are familiar with the re-
quirements of debt capital. Accepting a loan creates an obligation to repay
the capital on a specific schedule and at a predetermined cost.
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Equity capital, however, is often more mysterious to rural entrepreneurs.
An equity investment conveys a share of ownership in the company to the
investor, reducing to some extent the entrepreneur’s control over his or her
creation. The investor, in turn, gives up the certainty of repayment for a
share in the future profits of the enterprise.

Venture capital institutions serve as a conduit between investors and en-
trepreneurs and provide the information entrepreneurs need to understand
the equity transaction. These institutions pool the investment capital of pri-
vate sector institutions or individuals and then invest in entrepreneurial
ventures that offer the promise of significant rates of return. The experience
of venture capital investing in the United States suggests, however, that en-
trepreneurs in more rural parts of the country are not well served by these
traditional institutions (RUPRI Rural Equity Capital Initiative 2001).

Equity capital investing in the United States is concentrated both geo-
graphically, sectorally, and by stage of investment (PriceWaterhouseCooper
2006). In 2005, more than $21 billion in venture capital investments were
made, with 60 percent going to four regions: (1) Silicon Valley, (2) New
England, (3) the New York metro area, and (4) the Los Angeles metro area.
More than 60 percent was invested in just four states: (1) California, (2)
Massachusetts, (3) New York, and (4) Texas. Of this total venture investing,
about half went to just three sectors: (1) software, (2) biotechnology, and
(3) telecommunications; and 80 percent was in expansion or later stage in-
vestments rather than seed or early stage investments.

The concentration in this industry has been consistent over time, and it
does not bode well for entrepreneurs in rural markets. Most venture capital
firms are located in the regions in which investments are concentrated.
Given the hands-on nature of venture investing, most deals are made close
to the offices of the venture investors. If a rural entrepreneur is able to at-
tract investment from a traditional venture capital fund, the capital invest-
ment often comes with a significant string attached—that the company be
moved to the region in which the venture fund is located. While this re-
quirement may bring much needed capital to a rural entrepreneur, it does
not support the economic development goals of rural communities.

Two trends in equity capital investing have brought a glimmer of hope to
rural entrepreneurs actively growing their businesses and who need an in-
vestment of equity capital to meet growth aspiration: (1) the increased
number of community development venture capital institutions and (2)
the rise in formal angel investing networks. Community development ven-
ture capital (CDVC) institutions, like CDFIs, make investment decisions
based on a “double bottom line”—economic return on the investment and
the community development return that is achieved.

In a 1995 report on nontraditional venture capital institutions in rural
America (RUPRI Rural Equity Capital Initiative 2001), the authors found a
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diverse group of institutions organized to provide equity capital to rural en-
trepreneurs. Programs ranged from publicly funded and managed to pri-
vately funded and managed and included community-level as well as state-
level programs. While not all of these programs have succeeded in achieving
their double bottom line goals, the lessons learned from the early innova-
tors have helped create a growing and robust CDVC industry.

According to an assessment by the Community Development Venture
Capital Alliance, the trade association for the CDVC industry, in 2001, com-
munity development venture fund investments were distributed geograph-
ically in a pattern similar to the distribution of establishments across rural
and urban areas (Schmitt 2003). While traditional venture funds made 98.4
percent of their investments in metro counties, CDVC funds made 76 per-
cent of their investments in metro areas. This figure is slightly below the
percent of establishments located in metro counties, 80.8 percent.

Traditional funds made no investments in completely rural counties,
where 2.2 percent of establishments reside, but CDVC funds place 2.2 per-
cent of investments in these same counties. The CDVC industry clearly has
an important role to play in providing rural entrepreneurs with access to the
equity capital they need to grow.

CEI Community Ventures, Inc. (2006) is a CDVC that was organized as a
subsidiary of Coastal Enterprises, Inc. (CEI) in Maine. CEI had a long his-
tory of supporting business development in rural Maine when it created CEI
Community Ventures. Community Ventures makes investments in busi-
nesses at all stages of development (early, development, and later) in
amounts ranging from $250,000 to $750,000. While the investment crite-
ria include traditional measures such as management and market, they are
also trying to make deals in targeted rural communities and in companies
that help them meet their financial, social, and environmental goals. This
$10 million fund is sustainable in part because of its relationship with and
support from CEI.

The other trend that bodes well for rural entrepreneurs seeking equity
capital is the rise of angel investor networks throughout the country. Angel
investors are high net worth individuals who invest directly in an entrepre-
neurial venture or who pool their investment capital in networks that invest
in entrepreneurs. The Center for Venture Research at the University of New
Hampshire estimates that, in 2004, angels invested $22 billion, an amount
equal to that invested by traditional venture capital firms (Jossi 2005). An-
gel investors bring much more than their investment capital to entrepre-
neurs, however; they usually have entrepreneurial or managerial experience
that can be critically important to a rural entrepreneur experiencing rapid
growth.

In the past, angel investors were linked to entrepreneurs through rela-
tively informal networks. A local banker might know an investor and put
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that person in touch with an entrepreneur whose idea or business might be
of interest. This process, especially in rural communities, was relatively in-
efficient and depended on angel investors making their interests known in
the community. Consequently, transaction costs were high.

Angel investor networks started in recent years help to formalize the
matchmaking process between private investor and entrepreneur. Networks
allow individual angels to pool their capital and provide a more formal
structure for introducing entrepreneurs to investors. Some networks have
managers who screen business plans and then invite entrepreneurs to make
presentations to investors. The angels may decide to invest as a group or
choose to invest as individuals. Networks have appeared even in relatively
small rural regions, using a model set up first in Minnesota as Regional An-
gel Investment Networks (RAIN) (see www.rainsourcecapital.com/).

Wisconsin has taken the concept to a statewide level with the creation of
the Wisconsin Angel Network (WAN), an effort to create new and support
existing networks throughout the state. WAN is designed to provide infor-
mation and resources to encourage the creation of angel networks and to
increase deal flow by connecting networks to each other and to more tradi-
tional venture funds in the state.

In 2005, Wisconsin instituted a tax credit program to encourage invest-
ments in entrepreneurial ventures, providing a state income tax credit of 25
percent of investments made by individuals in qualified businesses over
two years. This tax credit has, in turn, increased angel investing in the state,
with the entire initial $3 million allocation of tax credits being claimed in
2005. Many of the angel investor networks created in the state serve rural or
underserved populations, including those focused on making investments
to women (Batog 2006).

In summary, rural entrepreneurs especially face challenges meeting their
capital needs throughout the business development process. Unlike their
urban counterparts, rural entrepreneurs often have limited options in terms
of the financial market institutions available to meet their needs. Com-
pounding these capital access challenges is more limited availability of the
support services needed by entrepreneurs to make the most effective use of
capital and other resources. For too many rural entrepreneurs, capital is just
one of the support needs they face. Yet models do exist, even in rural re-
gions, for providing access to the type of capital needed by entrepreneurs
from start-up through growth and for creating the support systems to meet
their other business assistance needs. As community leaders and economic
development professionals develop strategies to address the capital needs
of entrepreneurs, it is critically important to take a systems approach—
viewing capital access as one part of a larger and more comprehensive sys-
tem of support for entrepreneurs in rural and urban communities.
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FINDING CAPITAL TO BUILD THE SYSTEM

Meeting the capital needs of entrepreneurs in rural communities is an im-
portant component of any entrepreneurship development strategy; how-
ever, entrepreneurship development is a long-term process. To move an en-
trepreneur from developing a marketable idea to starting a viable business
to growing a sustainable venture requires a support system that is long lived
and sustainable over time. If one goal of an entrepreneurship development
system is to create a more entrepreneurial culture in a rural community, ef-
forts to change the culture will require an investment in youth entrepre-
neurship, leadership development, and other activities that take time and
resources.

For an entrepreneurial support system to be transformative, it must first
be sustainable. This section discusses the challenges of garnering public
support for entrepreneurship development at the community level and
then describes two potential sources of long-term support for entrepre-
neurship: (1) foundations and (2) community philanthropy.

The Challenge of Local Support for Entrepreneurship Development

While rural entrepreneurs often serve regional, national, and even inter-
national markets, they are rooted in communities. Their ability to succeed
has a direct impact on their communities, through job generation, sales and
property taxes, and an indirect impact in terms of the quality of life and the
environment of entrepreneurship that may be created by their presence. It
makes sense, then, to consider how communities and local governments
can support the creation of entrepreneurship development systems.

The reality in most communities, however, is one of limited resources
and increasing demands placed on local units of government through de-
volution and policies enacted at the state and federal levels. The ability of
local units of government to identify new sources of funds to support en-
trepreneurship development is limited. The question then becomes how to
encourage a reallocation of economic development resources from more
traditional activities (e.g., marketing, recruitment) to entrepreneurship de-
velopment.

The success in reallocating local resources depends in large part on the
ability to make a case for entrepreneurship development at the local level.
Making the case requires two things: (1) sharing evaluation research de-
scribing the outcomes of investments in entrepreneurship development in
other rural regions and (2) documenting the outcomes of investments al-
ready occurring in the local community. Both of these activities will help
to build a case for local leaders to consider; however, to build long-term
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sustainability for entrepreneurship development, insulated from the polit-
ical process, private sector resources are needed.

Finding Other Partners—Foundations

The microenterprise field was advanced through the initial support of a few
national foundations—the Charles Stewart Mott Foundation, the Ford Foun-
dation, and the Levi Strauss Foundation. In entrepreneurship development,
foundation support is important in two ways. One example is the W. K. Kel-
logg Foundation. Through its Entrepreneurship Development Systems for
Rural America grant project, the foundation has invested in six laboratories for
entrepreneurship development systems throughout the rural United States.

The significant investments made in six different models for creating an
entrepreneurship development system should provide the lessons learned
that can propel the field of rural entrepreneurship development forward in
a significant way. Part of building a sustainable system is learning about and
adapting what the early innovators have found to be successful. One spe-
cific aspect of each innovative system within the Kellogg project is a focus
on building long-term sustainability. The models for sustainability devel-
oped in these laboratories will provide important guidance and insights for
other rural regions as they create entrepreneurship strategies of their own.

Another important role for foundations is as a partner in the creation of re-
gional entrepreneurship development systems. Regional foundations have
played an important role in the creation of CDFIs and CDVCs in the past, and
entrepreneurship development provides another opportunity for community
engagement. For example, foundations in Minnesota, North Carolina, and
Oregon have become partners in community- and state-level strategies to pro-
mote entrepreneurship development. This match between regional founda-
tions and community-based or regional projects is important—it keeps the
focus on achieving regional transformation through investment in entrepre-
neurship development. It also provides an opportunity to bring the nonfinan-
cial resources of the regional foundation to the partnership, whether in terms
of management experience or the persuasive powers of foundation leadership
within the region. Most importantly, the private sector resources of regional
foundations can be a powerful complement to public sector resources, adding
potential stability to the system as a cushion against the capacity constraints
often associated with local public sector resources.

A Role for Community Philanthropy

One untapped resource in many rural communities is the charitable as-
sets that exist in the community at present or as part of the intergenera-
tional wealth transfer that will occur in most rural communities over the
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next 20 or more years. Most rural communities are familiar with charitable
giving. It is what sustains youth athletic teams, church building campaigns,
and efforts to expand libraries and recreational facilities across rural Amer-
ica. What is more unusual is to see charitable assets dedicated to support-
ing economic development activities.

Through the work of the Nebraska Community Foundation, rural com-
munities throughout the state have created affiliated community funds to
focus local fund-raising efforts (Anft 2003). Using a wealth-transfer analy-
sis tool, the foundation completed a study that provided an estimate for
each county of how much wealth will be passed between generations in the
community in the next ten years. Local leaders were then asked to consider
the impact of retaining just 5 percent of the wealth through a local com-
munity foundation. More than 100 affiliated funds have been created in the
state since 2001, putting together endowments of almost $6 million, with
pledges of almost $13 million. These local foundations have the capacity to
generate locally controlled resources that can be used to support the goals
of the local community.

A further innovation bringing community philanthropy together with en-
trepreneurship development is the Home Town Competitiveness (HTC) ap-
proach developed by the Nebraska Community Foundation, the RUPRI
Center for Rural Entrepreneurship, and the Heartland Center for Leadership
Development. HTC brings together leadership development, youth engage-
ment, community philanthropy, and entrepreneurship development into a
long-term sustainable strategy for community development. From the per-
spective of providing sustainable financial support for the creation of an
entrepreneurship development system, the important innovation in this
model is the connection between community philanthropy and entrepre-
neurship—a key goal of the local community funds is to create a source of
funds for investing in entrepreneurship development.

For example, in the small rural community of Ord, Nebraska, economic
development grants made by the local foundation have spurred the creation
of an “investors group” to continue and strengthen the entrepreneurship
development activities in the community (see chapter 8). This marriage of
community philanthropy and entrepreneurship is an important lesson
learned for building sustainable systems of support for entrepreneurs in ru-
ral America.

CONCLUSION

A successful entrepreneurial venture is not built on financial capital alone. It
takes a system of support to help a rural entrepreneur identify, develop, and
realize the dream of building a business. Access to the right kind of capital
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at the right time can smooth the path to business creation, however. Rural
entrepreneurs face important obstacles in accessing the full range of capital
resources necessary to finance idea generation and development, business
start-up, operations, and growth.

Part of the challenge for a community is to build an entrepreneurship
support system that can create new sources of capital locally and help en-
trepreneurs tap into sources of capital outside the local region. Fortunately,
innovative models for addressing the capital needs of entrepreneurs, even
in rural markets, exist and can serve as a guide for rural communities and
regions.

Meeting the capital needs of entrepreneurs, however, is only one part of
the challenge for local leaders. The other challenge is to build sustainable
systems of support for entrepreneurs that match the long-term needs of en-
trepreneurship development. While local and state public sector resources
may continue to be limited, communities can look inward to their own
charitable resources. The model of community philanthropy linked to en-
trepreneurship development described here offers hope for even small rural
communities that are seeking the resources to create a more sustainable
economic future.
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The Difference Makers:
Entrepreneurial Young People

Craig Schroeder

A rapidly growing number of textbooks, software, games, and other re-
sources are available to teach entrepreneurship to young people, yet few re-
sources are available on integrating youth entrepreneurship into community
economic development strategies. This may be because youth entrepreneur-
ship is seen as outside the traditional definition of economic development,
or perhaps it is because educators and economic developers typically have
not worked together. But, for communities suffering from chronic and per-
sistent youth out-migration and economic distress, youth entrepreneurship
can be an important element in attracting more young people to stay or re-
turn and revitalize the community through entrepreneurial endeavors.
Therefore, this topic needs further exploration as a community-based strat-
egy that combines the resources of education and communities in the de-
velopment and support of entrepreneurial young people.

The Rural Policy Research Institute (RUPRI) Center for Rural Entrepre-
neurship has since 2003 focused on the topic of youth entrepreneurship
and career education tied to youth leadership and adult mentoring in a sys-
tems approach to youth engagement and community economic develop-
ment. This chapter explores the learning thus far on this community-based
approach and describes ways community leaders can work with educators
and other partners to engage young entrepreneurs and attract more young
people to stay or return to rural areas. Specifically, the discussion will pre-
sent observations on engaging entrepreneurial youth; discuss roles of
schools, community, and adult mentors in the development of entrepre-
neurial young people; illustrate several emerging best practices as commu-
nities embark on youth entrepreneurship as part of their economic devel-
opment game plan; and showcase young people with entrepreneurial
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ventures. The chapter concludes with several key points to consider on this
topic.

EMERGING TRENDS

A 1994, national Gallup survey commissioned by the Ewing Marion Kauf-
mann Foundation, reported that 69 percent of high school students have an
interest in starting their own business (Walstad 1994). Work around the
country indicates that a growing number of young people view entrepre-
neurship as a desirable career path, seeking entrepreneurship classes in their
school and starting microbusinesses as early as elementary school age
(RUPRI Center for Rural Entrepreneurship 2006). In particular, rural youth
are keenly aware that markets can now be successfully reached even from
the most remote community. As public access to the Internet approaches
only its second decade, young people accept instantaneous global network-
ing via the Internet and cell phones as the norm, and entrepreneurial youth
who embrace technology are becoming resources for communities seeking
to participate in the networked economy.

Another encouraging trend documented by the RUPRI youth survey work
in rural communities is that a large percentage of junior high, high school,
and college students would like to return to their hometowns if good career
opportunities were available. It is common for more than 60 percent of
teenage respondents to report such a desire, yet a much smaller percentage
perceive that such opportunities actually exist for them (RUPRI Center for
Rural Entrepreneurship 2006).

Field experience indicates that a systems approach is vital to moving from
a set of interesting activities to a strategy that can impact youth out-migration
trends and lead to social and economic revitalization. System design and il-
lustrations from community-based work will be provided later.

RETHINKING YOUR GAME PLAN

Community leaders concerned about the impact of youth out-migration
trends must rethink their strategy options, beginning with an understand-
ing of young peoples’ preferences for entrepreneurial careers and desire to
be part of their community now and in the future. The emerging trends just
discussed, when combined with youth engagement strategies, can create
significant opportunities to revitalize a community both socially and eco-
nomically. Before exploring these opportunities and how to effectively en-
gage young entrepreneurs as difference makers in the future of a commu-
nity, young peoples’ characteristics should be examined.
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CHARACTERISTICS OF YOUNG ENTREPRENEURS

As a starting point, it is important to understand that there is not a single
definition of young entrepreneurs. Each young person has strengths, weak-
nesses, talents, relationships, environment, and experiences that shape who
they are and will become. Certain traits or characteristics can help identify
an entrepreneurial young person, however. These traits are important be-
cause entrepreneurial youth often do not automatically come to mind
when thinking about young people in a community. Often, the student
body president, the star football or volleyball player, or the honor roll stu-
dents immediately come to mind. Some of these young people may also be
entrepreneurial, so they should not be excluded, but another, not so visible,
group of youth should also be identified. Characteristics of these young
people and potential ways to engage them should be recognized.

Entrepreneurial young people may not be obvious because they may not
be high academic achievers or may spend their free time in dad’s shop in-
venting or in mom's craft room creating, so they are invisible. They may
work in a local business after school because they enjoy it, or they may be
busy operating their own small business.

One story that illustrates this comes from a participant in a recent youth
entrepreneurship workshop. One gentleman had a neighbor whose son op-
erated a Web design consulting business from his bedroom while in high
school. What makes this story interesting is that he was making a higher an-
nual income than his parents by working part-time after school and on
weekends. Such budding entrepreneurs may exist in many communities
and go undetected.

Sometimes entrepreneurial youth appear to be introverted. This may be
because they know they are wired differently than their peers, and at this
age, “fitting in” is important to them. In the adult population, only one in
ten Americans is truly entrepreneurial (Minniti and Bygrave 2004). The per-
centage may be somewhat higher among young people due to a growing in-
terest in entrepreneurship, but they are still likely a minority among their
classmates.

While other students may focus on sports or other extracurricular activi-
ties, entrepreneurial youth think about inventing and marketing their ideas.
Young entrepreneurs enjoy the creative process so much that it may explain
why they are sometimes not high academic achievers. A commonly heard
phrase is that “A and B students work for C and D students.” Perhaps a more
positive statement would be, “Smart people work for creative visionaries.”

Sometimes youth entrepreneurs do poorly in subjects such as math, En-
glish, or history but excels in art, vocational, music, or computer science
courses where they can apply their creative skills more directly. Again, not
all entrepreneurial youth have the same traits, but this information can be
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an indication to teachers and school administrators. A variety of studies on
youth entrepreneurial traits and economic and social impacts are available
on the Internet. One excellent resource for learning more about young en-
trepreneurs is the Ewing Marion Kauffman Foundation.!

Another indicator is that entrepreneurial students may not pay attention
in class because they are bored in school or daydreaming about the project
on which they are working. Because they may not understand how class-
room learning relates to their entrepreneurial interests, it is easy for these
students to lose interest in class.

It is important to stress that these traits are not excuses for students do-
ing poorly in school. Instead, the main point is that low academic achieve-
ment may be an indicator of a young entrepreneur and that these students
can be engaged in ways that make core subjects more relevant to them.

For example, an entrepreneurship class can incorporate math, accounting,
language arts, library research, and other topics into the curricuilum. When
entrepreneurial youth can combine these core subjects with an idea they are
passionate about or a problem they want to solve, academic achievement can
improve because these students can have a deeper understanding of academic
subject matter through practical application (Stern 1994).

Another characteristic of young entrepreneurs is that they may already be
in business. They may have one or more microbusinesses and even employ
several classmates or siblings. Ask around town if people know of youth
with a small business, and look for flyers in the local coffee shop. Teachers
and fellow students are also good sources of information about young peo-
ple who operate their own businesses.

Some rural communities have clustered these entrepreneurial youth into
school- or community-based entrepreneurial ventures. An excellent exam-
ple is Rothsay High School’s Storefront in Rothsay, Minnesota (U.S. De-
partment of Education, Office of Educational Research and Improvement
1995). This program began with the purchase of a hardware store and lum-
ber yard that became a student-run corporation and reopened the commu-
nity’s grocery store. Students, with teacher support, combined learning from
the classroom with real-world business experience.

A support structure for entrepreneurial youth is also important because
students may not be well connected to adults in economic development
roles, so they may not know where to turn for help in creating a business
plan around their idea or accessing capital. They may also need help in one
or more of the primary functions of a business—production, management,
and marketing. On a scientific level, research by the National Institutes of
Health Clinical Center in Bethesda, Maryland, as reported in TIME Magazine
in May 2004, indicates that teenagers do not have fully developed brains
for decisionmaking, responsibility, and risk assessment (Wallis and Dell
2004 )—attributes important to successful entrepreneurial enterprise.
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One way to help entrepreneurial youth develop these attributes is by cre-
ating a supportive community environment for learning and application in
real-world settings. Consider several key elements to engage and support
entrepreneurial young people within the context of a community-based
youth engagement system.

YOUTH ENGAGEMENT SYSTEM

A youth engagement system is a comprehensive strategy that intercon-
nects education, real-world experience and community support. This sys-
tem seeks out and engages entrepreneurial youth, equips them to succeed,
and supports their enterprising ventures as they mature into adulthood.
For a moment, consider the roles that schools, the community, and adult
mentors can play in creating a system for supporting youth entrepre-
neurship.

Schools

As was stressed earlier, making education relevant to young entrepreneurs
is important to their academic success and preparation for adulthood. An
essential element in this work is entrepreneurship education.

Ideally, entrepreneurial concepts should be integrated into the curricu-
lum from elementary school to postsecondary education (Rasheed and
Rasheed 2003). Starting early is important because young entrepreneurs be-
gin expressing their traits at a very young age. Waiting until the junior or
senior year of high school may be too late for these students. Either they
will try to figure things out on their own, and in the process take their fo-
cus off school, or they will give up and go into the mainstream path of tak-
ing college prep classes, hoping to find a job that allows them to use their
creative entrepreneurial talents. College may indeed be the proper path for
a young entrepreneur, but it should enhance their entrepreneurial develop-
ment, not be a substitute because alternatives are not available.

On a practical level, making products to sell in kindergarten, learning
about local entrepreneurs in elementary school, and offering entrepreneur-
ship programs in junior high and high school are ways to enhance the K-12
curriculum for entrepreneurial youth.

The Consortium for Entrepreneurship Education? is an excellent resource
for identifying and evaluating curricula available. In addition, the Rural
School and Community Trust? has extensive research on communities and
schools working together to enhance place-based education. They provide
tools and best practices to help schools and communities work together to
engage students and enhance education.
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Community

Community support of young entrepreneurs can take several forms. One
possibility is as a learning laboratory, working in concert with the local
school (Hinz 1993). For example, an apprenticeship in a business related
to a student’s entrepreneurship class project provides real-world, hands-on
experience that can greatly enhance learning. Another approach is a Youth
Entrepreneur Fair where young entrepreneurs make and sell products and
are recognized by the community for their innovation and achievement.

Young entrepreneurs may also be interested in nonprofit and public sec-
tor projects that address an environmental or social cause they care about.
They may even blend traditional for-profit and nonprofit roles and create
what are sometimes referred to as For Social-Profit Enterprise or Enviropre-
neurship (Stafford and Hartman 1998).

Young civic-oriented entrepreneurs can help local decisionmakers think
outside the box in solving problems and improving the community. One
way to do this is to provide space for youth to participate in local organiza-
tions or on government boards.

These activities are not just a learning experience for youth, however.
Young people have very interesting insights about their community and
what is needed to make it a better place for young people to live. Engaging
young people in community leadership and service roles helps them de-
velop healthy self-esteem and a sense of community ownership through
service to others.

Positive experiences in linking community leaders to entrepreneurship
education may lead more youth to consider returning to the community af-
ter college and/or some career experience. Young entrepreneurs have stated
in focus group discussions that they feel they have a better chance of suc-
ceeding in their hometown where everyone knows them versus a large city
where they are only one of many people competing for customers.

The likelihood of young adults returning to a community may be further
enhanced by connecting young entrepreneurs with specific business oppor-
tunities, either via business start-ups or the purchase of an existing business.
Community leaders working in concert with teachers can open a dialog
with young entrepreneurs to determine career goals and then work to
match local business opportunities with those goals. For example, a young
person interested in owning a contracting business can be made aware that
the community needs such a business and would support it. There may
even be such a business owned by an older owner that the young person
may be able to purchase with the support of the community through a
community loan program or through business succession tools that help
the young buyer acquire the business without excessive debt.
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Another resource that can influence young people to return to their com-
munity is a college scholarship. Almost every community has one or more
organizations that provide college scholarships to graduating seniors. Of-
ten, these scholarships go to students who perform exceptionally in aca-
demics, sports, or other extracurricular activities. However, if a community
wants to encourage young people to return home, and perhaps start or pur-
chase a business, a scholarship targeted at these goals is an excellent way to
convey this message to interested students. Linkages such as these that con-
nect education to career and business opportunities can be powerful tools
in attracting young entrepreneurs. Scholarship applications also can pro-
vide the community with valuable information about students who have an
interest in returning home.

One private company in Nebraska provides college scholarships to stu-
dents in rural communities where they provide services. For years, the ap-
plication has asked applicants to indicate their interest in returning home
in the future. The responses were typically vague and noncommittal. In the
past three years, however, since youth have become more involved in the
community, the applicants are much more positive and specific about plans
for coming back. For example, one young woman stated that she plans to
earn a college degree in journalism and then hopes to return home to own
and operate the local newspaper business.

The information from the application was shared by the corporate spon-
sor with local leaders, and a dialog began with this young person about
how her community could help make her goal a reality. These examples
demonstrate how a scholarship connected with community engagement
can have a real impact on young entrepreneurs and the future of the com-
munity. When this engagement is linked with adult role models and men-
tors, it can have a profound impact on young people (Stone, Bremer, and
Kowske 2000).

Adult Mentors

In reflecting back on one’s experiences in youth, you may recall one or
more adults with fond memories. Why did they have such a significant im-
pact? How did they interact with you? What was it that made them so im-
portant in your development? When groups of adults are asked these ques-
tions, the responses are often moving and heartfelt. Stories about a teacher,
a grandparent, or a businessperson in town are common. Comments such
as, “They helped me figure out who I am” or “They helped me believe in
myself” are heard often.

Young people today need the same kind of support and encouragement
as previous generations; however, because the pace has become so hectic in
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a 24/7 networked world, youth may not spend enough quality time with
adults who can help them figure out who they are, how the world works,
and what their role can be in society. What is the impact on a teenager who
is never asked to be involved in their community or does not receive sup-
port and encouragement from an adult, especially in difficult times? Adults
can be very important in the lives of youth by making time to be positive
role models—to listen, encourage, guide, and support young people.

There likely are adults locally who want to be role models and mentors
to young people, and for present purposes, young entrepreneurs. They may
be successful business owners or civic leaders who had a mentor in younger
years and want to give back by helping a young person experience what they
did at an early age. Perhaps it is a retired teacher who wants to stay involved
with students and has great skills as a mentor. Maybe it is a pastor, a grand-
mother, the mayor, or perhaps it is you!

TYING THE PIECES TOGETHER

Thus far, the roles of schools, the community, and adults in supporting
young entrepreneurs have been discussed. But to be most effective, each
component must be interconnected in ways that help young entrepreneurs
develop their skills, knowledge, and confidence to the point where they can
create a successful business enterprise or contribute their creativity and pas-
sion through a nonprofit organization or in public service.

If a young person is involved in an entrepreneurship class at school and
has the dream to start a business but perceives that the community does not
support young people or even encourages them to leave, the logical re-
sponse may well be, “I want to start my own business, but I will need to
leave this community to do it.”

Conversely, what if a community involves youth in civic leadership and
service roles but does not expose them to potential career opportunities?
The logical response may be, “I really like this community, but there are no
jobs here, so I guess I'll need to find another community in which to live.”

But, what if we interconnect entrepreneurship education, civic leader-
ship, and service roles with adult mentoring? The response of more young
people might be, “This is a great community with lots of potential and peo-
ple who support me. I want to go to college and maybe see the world, but
when I am ready to settle down, this is where I want to be!”

The following diagram illustrates the relationship among the elements
being discussed. It ties together the interrelationships of engaging, equip-
ping, and supporting young entrepreneurs through education and career
development, youth involvement, and community support of youth (fig-
ure 8.1).
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Figure 8.1. Integrated Youth Engagement System

To help tie these concepts to one’s own community work, stop at this
point and draw this diagram on a large piece of paper. Think about specific
programs and activities that a community and school offer within each cir-
cle that support entrepreneurial development among youth. Write down
these items around the outside of the diagram in the appropriate location.
If a program or activity addresses more than one topic area, record it once
in an area that touches the appropriate circles.

After completing the exercise, stand back and look at the output. Where
is the most activity? Is there a lack of activity in one or more areas? Are some
activities and programs interconnected or is the diagram filled with discon-
nected elements?

Bring others into the discussion and begin to develop youth engagement
goals and supporting activities with youth program leaders, young people,
school administrators, civic leaders, and the business community. Consider
what outcomes are to be achieved during the next two to five years, and de-
termine how key elements on the diagram can be linked and support one
another in a systematic approach to reaching the stated goals. Identify and
secure additional resources and programs needed to fill gaps in the youth
engagement strategy.

This integrated approach may be as straightforward as providing an en-
trepreneurship curriculum in the local school tied to apprenticeships with
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business leaders and leadership opportunities for youth in community or-
ganizations. Or, a local group may identify new ideas for engaging the
school, community, and adult mentors utilizing local assets such as a build-
ing that can be converted into a youth business incubator.

Additional help is available from people with experience in this field and
a community’s demonstrated success. Seeing a successful program first-
hand will inspire thinking and action. The RUPRI Center for Rural Entre-
preneurship maintains a web-based library of entrepreneurial community
success stories that can help. Another good starting point is the state de-
partment of economic development or other agencies that interact with
communities on a regular basis.

RUPRI is looking across the country and internationally for community-
based youth programs that incorporate the above elements successfully. It
is still early to measure the real impact of a comprehensive engagement ap-
proach due to the long-term nature of working with youth in an economic
development context; however, much is being learned about the elements
of successful practice from young people and community leaders. Several
examples that show early success follow.

STRATEGY SUCCESS STORIES

Ord, Nebraska

The first example is Ord, Nebraska, where, in 2005, the business devel-
opment coordinator began working with thirty-four middle school age stu-
dents at a parochial school. At the beginning of the school year, the students
learned how entrepreneurs take their ideas and create businesses around
them. The business coordinator came to class with what she calls a “Sack
Full of Ideas.” It was a pillowcase filled with common items gathered
around her house such as Post-It Notes and a can opener with an er-
gonomic handle. She discussed with the students in simple terms how en-
trepreneurs take an existing product or service and make it better, or create
something totally new.

Based on this simple description, students were then given an assignment
to come up with ideas for products they would like to make and sell as a
class project. During the school year, they drafted business plans, applied
for loans from local bankers, met with entrepreneurs, and produced their
products with help from the business program coordinator and their teach-
ers. At the end of the school year, they held a community Youth Entrepre-
neurship Fair to sell their products to the public. They created radio ads
with the support of the local radio station, and the students were inter-
viewed during the fair on a live radio broadcast.
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Some of the products the students created were concrete stepping stones,
designer plant fertilizer, wooden toy tops, fishing lures, dog treats, and rab-
bit fur koozies. The students also engaged in community service projects
such as planting flowers at the Senior Center, emphasizing the importance
of giving back to the community. Their teachers stressed service to others as
an important element of a well-rounded education.

This is a hands-on approach to teaching entrepreneurship and commu-
nity service, and the students enjoyed themselves while also learning a great
deal about business and their community. The business development coor-
dinator is currently working with middle school students throughout the
rural county and is facilitating a summer 4-H landscaping program to pre-
pare young people interested in this profession while also beautifying their
community.

Big Stone Gap, Virginia

Big Stone Gap, Virginia, in the Appalachia region near the Kentucky bor-
der, has a strong CFED REAL entrepreneurship program,* involving seven
high schools in four communities and the area technical college. During the
eight years following the program’s inception, twenty-four teachers gained
certification in the REAL curriculum and twenty-three social programs con-
tributed funding to support the program. The initiative has evolved to in-
corporate entrepreneurship concepts throughout the school curriculum.

The local Workforce Investment Board funds students to participate in
the program as part of a strategy to help families move out of poverty
through education and economic empowerment. Examples of student proj-
ects include the renovation of an old corn mill that is open for tours led by
students. The students also mill products available for sale to tourists. The
region is rich in Bluegrass music artists, so students produced a music CD
of local artists that they sell along with old tinplate photographs that they
found.

In their research, students learned that bats help control West Nile virus—
carrying insects, so they started building bat houses to sell to area residents.
The REAL program now incorporates a beauty parlor and a catering busi-
ness, and, it most recently purchased a plasma cutter for manufacturing
signs and other metal products. The program is a great example of the po-
tential for a community-based youth entrepreneurship initiative and points
the way for others to follow.

Northern New Mexico

Four counties in northern New Mexico have forged an entrepreneurial
support organization called the EBS Initiative for Empowering Northern
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New Mexico’s Business Spirit. The EBS mission statement is, “the public
and private sectors uniting to create an environment that encourages an en-
trepreneurial mindset, models and rewards entrepreneurial risk-taking, and
holistically supports the establishment and growth of small businesses”
(Martinez 2005).

During the past year, the EBS Youth Entrepreneur Director has built an in-
novative youth entrepreneurship support structure that is already demon-
strating impact. One innovative approach involves networking with estab-
lished entrepreneurial firms in the region to help youth create affiliated
branch businesses. The group has planned and led several community fo-
rums to help adults better connect with youth and the issues they care
about. The effort also connects youth to their respective Spanish and His-
panic heritages to build bridges and respect for the different cultures in the
communities that EBS serves.

A three-day EBS You're the Boss Conference was held in February 2006 in
Espafiola, New Mexico, at Northern New Mexico College (YoungBiz Hold-
ing USA Ltd. n.d.). Twenty educators were trained and certified in the
YoungBiz youth entrepreneur curriculum during the event. The educators
will teach the curriculum to students in seven school districts and in after-
school organizations, such as 4-H, beginning in 2006 and 2007 (YoungBiz
Holding USA Ltd. n.d.).>

Young entrepreneurs who show the most initiative will attend a Youth
Entrepreneur Summer Camp and enter a business plan competition. The
winners will receive EBS support in developing businesses. This program is
well on its way to helping youth forge stronger communities and new eco-
nomic opportunities in northern New Mexico.

Putting Green, New Ulm, Minnesota

Putting Green® is the brainchild of a New Ulm area physician and her
family. In 1997 on a family outing, they discovered that mini-golf was a fun
activity that they all enjoyed together. On the way home the eight-year-old
son was imagining and drawing mini golf holes in the backseat. The mother
thought—"Aha! Wouldn't designing and developing a mini golf course be
a great hands-on way to learn many disciplines—physics, math, art, and
business?” With her passion for education and a newfound interest in sus-
tainability—that what's good for the environment and good for business
can be one in the same—sustainability education became a natural theme
for the park.

The physician explains, “The blend of lighthearted family fun with the se-
rious need to care for our environment seemed a perfect combination for
success.” Given what has been accomplished, it is apparent that many oth-
ers agree. Putting Green, Inc. formed in 2001 as a nonprofit organization,
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and thanks to its many supporters and volunteers, Putting Green is an in-
novative center for environmental education serving south central Min-
nesota.

Putting Green was designed as a youth driven business. In 2001, students
helped develop Putting Green’s business plan. Beginning in January of
2006, Putting Green began a unique collaboration with South Central Tech-
nical College to hold a twelve-week course entitled The Business of Putting
Green: A Course for Entrepreneurs. The course brings together high school stu-
dents and local business owners to learn what it takes to be a small busi-
ness owner, using Putting Green as a case study. Many of the students will
form an “owner team” that will manage and operate the park.

Highlands of Scotland

A final example is in the Highlands of Scotland where a Marketing De-
velopment Manager works with Rural Insights? to sponsor the ICT Youth
Challenge. This is an interesting Information Communication Technology
(ICT) initiative to help young people develop ideas for ICT innovations and
successfully bring them to market. It is a bootstrap program that has grown
to capture the interest of partners such as Microsoft.

The Highlands of Scotland is very remote and economically distressed.
The concept of a youth ICT inventors and entrepreneurs program was de-
veloped as a way to revitalize the economic base of the region and create en-
trepreneurial career opportunities in twenty-first-century fields. The leader
believes that to successfully make this transition, young people must de-
velop ITC entrepreneurial thinking skills.

Young entrepreneurs from the Highlands give merit to the approach
Rural Insights is undertaking. One group of teenagers originated an idea for
using Global Positioning Satellite (GPS) tracking devices in cell phones to
help emergency personnel locate accident victims in a matter of minutes
even in remote and dangerous terrain. They are patenting the device and ne-
gotiating with major communication firms to license the technology.

EXAMPLES OF YOUNG ENTREPRENEURS

Examples of what young entrepreneurs can achieve are useful in starting a
youth entrepreneurship program, especially in convincing others to support
a local effort. The following young people are each following a distinctive
path as a young entrepreneur. Several have focused on developing their
businesses while others are involved in community activities that use their
creative talents and entrepreneurial passion. Many other stories in your
community or region can be shared with colleagues.
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Backporch Friends

The founder of Backporch Friends® was sixteen years old when starting
what has grown into a highly successful business. He grew up in Valentine, lo-
cated in the Nebraska Sandhills, and began artistic pursuits at a very young
age. Both grandmothers were avid quilters and taught him the skills needed
to later design and create unique and whimsical folk art dolls. As the business
grew, he employed other quilters in the region to help produce dolls under
close supervision and his creative involvement in final production.

Early successes eventually led to regional, and soon national popularity.
While a student in high school, he was invited to New York City to create
holiday window displays in upscale retail stores. The designs are now dis-
tributed nationally and featured in the American Folk Art Museum as well
as in Country Home Magazine and Country Living Magazine. Today, the Back-
porch products are highly collected.

ATM

Three young students in Atkinson Public School in north central Ne-
braska have operated a successful lawn care business called ATM, their first
initials, for the past several years. When asked if they have major competi-
tion, the response was, “Not really; other kids aren’t willing to work as hard
as we are.” The entrepreneur who we spoke with is an engaging young man
from a family of entrepreneurs and civic leaders. His family owns several lo-
cal businesses and is involved in all aspects of the community.

Another family member was a high school senior last year at nearby Stu-
art High School. She served as a National Vice President of Family, Career
and Community Leaders of America (FCCLA) and was elected governor by
her peers at Girls State in 2004. She ran for both prestigious positions with
a message she is passionate about: “Youth are not only the leaders of tomorrow;
we can be leaders today!”

She tells a story about when she was little and played “Town” with
cousins. Most kids play house, school, or store, but she and her cousins
were big thinkers as toddlers and they ran the entire community! They
named the town Greenville because their playroom had old green shag car-
pet. They each took turns operating the various businesses, school, library,
and public utilities in their small town, and in the process, learned what it
takes to make a real community work.

There is no doubt that Greenville, and the parents who encouraged their
role-playing, will have a lasting impact on these young entrepreneurs. Both
of these young people are growing up in a nurturing family that actively en-
courages entrepreneurial development and instills the importance of com-
munity service in their children.
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Girl Talk

During the 2006 Georgia Governors Entrepreneurship Summit held in
Douglas, a panel of three young entrepreneurs captured the audience with
their passion, humor, and energy. One particular young woman, well-
known to teenage girls who read Cosmo Girl, shared her remarkable story.
She is a student at Kennesaw State University in Georgia and an engaging
young person with a heart for helping young girls discover their potential
during their formative years. In 2002, she began a mentoring program in
her high school to help middle school girls better address personal adoles-
cence issues. The idea caught on and now Girl Talk® operates in 19 states
with the goal of having programs in all 50 states by 2010.

ELEMENTS OF SUCCESSFUL PRACTICE

We have discussed a variety of aspects of youth engagement and how they
are being applied, but work with communities that are engaged in youth
entrepreneurship indicates several common traits of successful programs.
These “leading practices” can help inform other communities about how to
develop an effective youth entrepreneur engagement strategy. Key traits in-
clude the following:

Quality Entrepreneurship Curriculum
Supportive Community Environment
Peer Networking

Pathways from Education to Opportunity

Each of these leading practices will be examined more closely with sugges-
tions based on field experience.

QUALITY ENTREPRENEURSHIP CURRICULUM

Teachers may use a variety of teaching styles and course materials to teach
entrepreneurship. Compliance with the No Child Left Behind Act impacts
elementary and middle schools nationwide and may become a requirement
throughout K-12 education in the future. Curriculum that is already certi-
fied to meet these standards, is content rich, is well-organized, and does not
require extensive background work by teachers to use the materials, is noted
as a priority among teachers.

Teachers also appreciate the inclusion of class exercises adaptable to les-
son plans. Some teachers prefer a hardcover textbook and workbooks that
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contain all the materials for the class. Other educators want to use a variety
of resources and create hands-on class and community-based activities.

Many rural schools have insufficient resources to dedicate an entire
course and teacher to entrepreneurship, so this topic is presented as a sec-
tion of Business Law, Family Consumer Science, or Current Events. It can
also be challenging to fit entrepreneurship into the class schedule among
other required electives for college-bound students. Again, incorporating
entrepreneurship into existing courses has been a solution to this con-
straint.

As noted previously, the Consortium for Entrepreneurship Education is a
helpful clearinghouse of information on entrepreneurship curricula and
supporting resource materials. Before engaging in a conversation with
school administrators or faculty about offering a class, it would be useful to
review the curriculum descriptions presented on their Website. It may also
help to refer educators to this Website so they also have a better idea of ma-
terials available for teaching entrepreneurship.

Supportive Community Environment

Communities can partner with schools as a learning laboratory where
students practice the knowledge gained in the classroom. This may involve
apprenticeships, selling products at school events, interviewing local entre-
preneurs, or undertaking a community service project.

Another element involves utilizing local experts to work with young en-
trepreneurs. For example in Ord, Nebraska, two local bankers worked with
students in preparing loan applications for their class projects. A marketing
professional based in the community helped students design marketing
plans. The radio station owner worked with the student to produce adver-
tisements that played on the air.

In addition to these roles, community leaders taking an interest in young
entrepreneurs can change attitudes among young people about the com-
munity and their future. Building relationships with students who want to
be involved in the community, supporting their efforts, and celebrating
their community and entrepreneurial projects can help them develop into
productive citizens and also make a community more attractive to young
people as a place to stay or return.

Peer Networking

Just as with entrepreneurial adults, youth entrepreneurs need a “place” to
associate with peers who think the way they do. Providing a space for them
to interact with other young entrepreneurs allows them to feed off each
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other’s energy and create even better ideas and inventions. This space may
simply be a parent’s garage or basement family room during an evening
with pizza and soda.

Pathways from Education to Opportunity

Communities can help young entrepreneurs transition from the learning
process to tangible business opportunities by helping them clarify goals
and develop a plan, connect with opportunities that are a good fit, and sup-
port them as their enterprises develop.

This work may involve compiling an inventory of soon-to-retire business
owners looking to sell their businesses during the next several years, or it
may include using an existing revolving loan fund to help a capable young
person without adequate cash or equity get into business. Each young en-
trepreneur is unique. Determining the help they need to move ahead and
filling those gaps is key.

CONCLUSION

Much ground has been covered in this chapter exploring the subject of
young entrepreneurs in the context of community economic development.
In closing, it may help to emphasize several key points.

First, youth entrepreneurship needs to be a priority within a community
economic development strategy for it to succeed. This is a long-term en-
gagement process. Some of the youth will not graduate for another 4 to 13
years. Further, if they plan to attend college and gain career experience, they
may not return for an additional 4 to 10 years or more. Entrepreneurship
development requires a sustained effort in a fast-paced world that expects
immediate results.

Equally important is the short-term impact youth can make in a com-
munity when there is room for them at the table. One high school student
we worked with put it this way, “We don’t mind painting the picnic shelter;
we just want to help pick the color!” What she was expressing simply is
youth want a role in determining the future of their community. Young peo-
ple can have great ideas, and they know what a community needs to attract
more young people to return. If youth attraction is a goal, then listening to
youth and supporting their ideas with action are key.

In moving forward, keep in mind the process discussed for engaging
young entrepreneurs, equipping them to succeed, and supporting them in
their entrepreneurial ventures. There are a variety of ways to approach each
of these key elements, but they all are needed to be the most successful.
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In summary, this work is really about building relationships with young
people. Take time to listen to them, encourage them, and support them. The
impact will last a lifetime!

NOTES

1. Ewing Marion Kauffman Foundation, 4801 Rockhill Road, Kansas City, MO
64110, www.kauffman.org.

2. Consortium for Entrepreneurship Education, 1601 W. Fifth Ave. #199, Colum-
bus, OH 43212, www.entre-ed.org.

3. The Rural School and Community Trust, 1530 Wilson Blvd., Suite 240, Ar-
lington, VA 22209, www.ruraledu.org.

4. Kim Pate, Director of Field Development, CFED, 777 N. Capitol St. NE, Suite
800, Washington DC 20002, www.cfed.org.

5. Ron Martinez, Youth Entrepreneur Director, EBS Initiative, www.bizport.org.

6. Dr. Laurel Gamm, Executive Director, Putting Green, P.O. Box 91, New Ulm,
MN 56073, www.puttinggreen.org.

7. Bryan Fraser, Marketing Development Manager, Rural Insights, 16 Academy
Street, Fortrose Ross-shire Scotland IV10 8TW, www.ruralinsights.com.

8. Backporch Friends, 27 N. Main St., Valentine, NE 69201.

9. Girl Talk, 3400 Peachtree Road NE, Suite 1750, Atlanta, GA 30326, www
.desiretoinspire.org

REFERENCES

Giroux, Henry A. 1994. Slacking off: Border youth and postmodern education, Jour-
nal of Advanced Composition 14(2): 347-66.

Hinz, Lisa. 1993. The Community and School as an Economic Development Team, Posi-
tive Directions for Schools and Communities, University of Minnesota, Extension
Service.

Martinez, Ron. 2005. EBS Initiative. www.bizport.org (November 29, 2006).

Minniti, Maria, and William D. Bygrave. (July 2004). Global Entrepreneurship Moni-
tor, 2003 Executive Report, 6.

Rasheed, Howard S., and Barbara Y. Rasheed. 2003. Developing entrepreneurial char-
acteristics in minority youth: The effects of education and enterprise experience. Wilm-
ington: University of North Carolina.

RUPRI Center for Rural Entrepreneurship. 2006. Youth engagement toolkit.

Stafford, Edwin R., and Cathy L. Hartman. 1998. Toward an understanding of the an-
tecedents of environmentalist-business cooperative relations. Published in American
Marketing Association Summer Educators’ Conference Proceedings. eds. Ronald C.
Goodstein and Scott B. MacKenzie, Chicago, IL: American Marketing Association,
56-63.

Stern, David. 1994. School based enterprise: Productive learning in American high
schools. San Francisco, CA: Jossey-Bass.



The Difference Makers: Entrepreneurial Young People 163

Stone III, James R., Christine D. Bremer, and Brenda J. Kowske. 2000. Youth run en-
terprises: Successes, barriers, and policy implications. University of Minnesota, Exten-
sion Service, 2000.

U.S. Department of Education, Office of Educational Research and Improvement.
1995. Critical elements of school-to-work reform: Study of school-to-work initiatives,
Cross-site analysis. Washington, DC: U.S. Department of Education, Office of Edu-
cational Research and Improvement.

YoungBiz Holding USA Ltd. n.d. You're the boss.www.youngbiz.com (November 29,
2006).

Wallis, Claudia, and Kristina Dell. 2004. What makes teens tick. Time, May 10.

Walstad, William B. 1994. Kansas City, MO: Ewing Marion Kauffmann Foundation,
Center for Entrepreneurship Leadership; Princeton, NJ: Gallup Organization, Inc.;
and Lincoln: Nebraska University, National Center for Research in Economic Ed-
ucation.






9

Effective Entrepreneurship
Education Programs

Joseph Kayne

In the previous chapter, Schroeder makes the case that encouragement and
support of youth is critical to the success of any local entrepreneurship strat-
egy, providing examples of young residents who exemplify this approach.
The significant short- and long-term contributions these young people
make to their communities beg the question, “How do we make this kind
of behavior the rule rather than the exception?” A good place to start is the
local education system. We know that one of the distinguishing character-
istics of successful entrepreneurs is a culture of lifelong learning, but where
does this thirst for information knowledge begin?

This chapter addresses the role of education in starting students on an en-
trepreneurial path, the keys to an effective student experience, and the chal-
lenges to implementing an entrepreneurship education program. In partic-
ular, the chapter focuses on entrepreneurship education at the elementary
and secondary school levels.

THE CASE FOR ELEMENTARY AND SECONDARY
ENTREPRENEURSHIP EDUCATION

There is a significant difference between the percentage of students who ex-
press an interest in starting or running their own businesses and the percent-
age who feel they have the skills and knowledge to do so (Walstad and Kouril-
sky 1999). As early as 1995, Marilyn Kourilsky, then-vice president of the
Kauffman Center for Entrepreneurial Leadership, suggested this gap resulted
from an education system focused on a “take-a-job” mentality, preparing stu-
dents to work for someone else (Kourilsky 1995). Lack of self-confidence in
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their capacity to become successful entrepreneurs also proves to be one of the
factors that may explain the difference in entrepreneurial activity across gen-
der and ethnicity factors (Wilson, Marlino, and Kickul 2004). Entrepreneur-
ship curriculum is viewed as one avenue to address both the knowledge gap
and the self-confidence factors affecting youth attitudes toward entrepreneur-
ship as a career choice.

These findings are not limited to the United States. In a study of the
experience with YAA, an extension of the Junior Achievement program in
Australia, students with exposure to entrepreneurship curriculum in sec-
ondary schools showed an increased propensity toward and confidence
in starting their own business (Peterman and Kennedy 2003). Recogniz-
ing the importance of introducing students to the entrepreneurship con-
cepts earlier in their education, the European Union (EU) sponsored a
conference in 2006 titled, Entrepreneurship Education in Europe: Fostering
Educational Mindsets through Education and Learning. In line with Kouril-
sky’s call for a broader entrepreneurship curriculum, the participants at
the Oslo conference agreed “the scope of entrepreneurship education is
much wider than training on how to start a business, as it includes the
development of personal attributes and horizontal skills like creativity,
initiative, self-confidence, among many others” (EU, Enterprise and In-
dustry Directorate 2006).

ENTREPRENEURSHIP EDUCATION:
FOCUS ON HUMAN DEVELOPMENT

To fully understand the importance of an education agenda as part of an en-
trepreneurship community strategy one must first understand the differen-
tiating characteristics between entrepreneurship and more traditional eco-
nomic development strategies based on industrial attraction, expansion,
and retention. Unlike more traditional approaches to economic develop-
ment, entrepreneurship focuses on human, not physical, development. It is
the domain of individuals or groups of individuals who understand and
can apply the mind-set and behaviors associated with creating, growing,
and sustaining successful enterprises. Any community development strategy
in which entrepreneurship is a pillar must therefore explore the methods
and institutions through which youth and adults obtain the skills and ways
of thinking that improve their odds of success.

The critical difference between entrepreneurship and other forms of
economic development presented itself most clearly during a working ses-
sion of the State of Minnesota team participating in the 1999 Governors'’
Academy on Entrepreneurship cosponsored by the National Governors
Association and the Ewing Marion Kauffman Foundation. The team’s
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charge focused on the disparity between entrepreneurship activity in ur-
ban areas—especially the Twin Cities—and rural and smaller communi-
ties across the state.

An inventory of the small business services available in the outlying com-
munities suggested that someone in the process of starting a business could
expect a reasonable level of support from public and nongovernmental or-
ganizations. What then could explain the difference in the percentage of ru-
ral residents for whom entrepreneurship was a career choice, especially in
light of the fact that the responses to a series of Gallup surveys conducted
by the Kauffman Foundation (Walstad and Kourilsky 1999) suggested that
geography did not affect an individual’s interest in starting or running a
business?

The team'’s deliberations resulted in a new model for understanding how
communities could reach their entrepreneurial potential. This new con-
struct relied on responses to three sequential questions:

Do residents have the propensity to become entrepreneurs?

. Do those residents who have the propensity also have the skills and
knowledge associated with entrepreneurship?

3. Do those residents with the skills and knowledge receive the support

they need to increase their probability of success?

N =

This epiphany occurred when the team members realized that they had
devoted a disproportionate share of their time and resources to the last
query and little attention to the first two. Supporting businesses through
technical assistance and financing programs was the traditional domain of
economic development—activities most economic development organiza-
tions had conducted for a considerable period of time and for which they
considered themselves competent.

The individual development of future business owners, this human as-
pect of the economic development process, fell outside the boundaries of
the historical economic development paradigm. Any entrepreneurship
strategy that focuses only on identifying and supporting adults who want to
start their own businesses ignores the largest potential audience—youth
who have yet to make a career decision.

For youth to consider entrepreneurship as a career choice, especially
in communities where high school graduates have historically migrated
to salaried jobs, community leaders and educators must recognize that
the education system and the curriculum associated with it have a sig-
nificant influence over career decisions. The best example of how educa-
tion can inhibit students’ entrepreneurial tendencies comes from an ex-
amination of factors that influence the rate of entrepreneurial activity in
EU countries.
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In 2005, 56 students from the Richard T. Farmer School of Business par-
ticipated in a summer entrepreneurship course at the Miami University
Dolibois Education Center in Luxembourg. The students were divided into
teams and then asked to compare entrepreneurship activity in each of 12
non-English speaking members of the EU with that in the United States. Us-
ing data from the 2004 Global Entrepreneurship Monitor, each team quickly
learned that all of the nations under study exhibited a rate of entrepreneur-
ial activity lagging behind that of the United States (Acs et al. 2004). Based
on these findings, each team was then asked to identify factors that inhib-
ited entrepreneurial activities and develop recommendations for ameliorat-
ing the identified barriers.

In two countries—Denmark and Germany—the student teams identified
the education system as major inhibitors of entrepreneurial initiative. In
Denmark, the issue revolved around the reinforcement throughout the ed-
ucation system of the national philosophy of collective good—ijanteloven.!
Students are discouraged from deviating from a standard that suppresses
personal initiative, a central characteristic of entrepreneurial societies. To
the contrary, the curriculum in many, especially nonurban, Danish schools
appears to reinforce the status quo, a highly unionized workforce, and re-
liance on the central government for most goods and services.

In Germany, the defining issue was the early career tracking of German
students. Based on standardized testing, German students are placed in ca-
reer paths at an early age, often by the time they are 12 years old. The re-
mainder of their school experience is then tailored to ensure a high level of
technical competency within the assigned employment category. Rather
than encouraging students to explore the broadest range of career options
or professional opportunities, including starting their own businesses, the
career counseling function within the German education system often re-
stricts lateral thinking and focuses on competence rather than innovation.

The Danish and German experiences demonstrate how easily education
systems can encourage youth to drop out of an “entrepreneurial pipeline”
through which the student progresses from awareness to competence to ac-
tion. In the United States, elementary and secondary education represents
the weakest section of this pipeline. If students maintain interest in entre-
preneurship until their college years, they have access to an increasing num-
ber of colleges and universities with an entrepreneurship curriculum.

In 2004, Jerome Katz reported 1,600 schools of higher education in the
United States offering over 2,200 entrepreneurship courses, representing a
ten-fold increase from a decade earlier. Yet, experience shows that only a small
fraction of the approximately 50 million students currently enrolled in ele-
mentary and secondary schools remain in the pipeline long enough to take
advantage of this resource. Therefore, introducing students to the rewards, re-
quirements, and challenges associated with entrepreneurship prior to high
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school graduation provides a major opportunity to increase the number of
young Americans who pursue an entrepreneurial career and lifestyle.

The Dual Role of Entrepreneurship Education

In the fact-based movie Searching for Bobby Fischer (Paramount Pictures
1993), chess prodigy Josh Waitzkin develops his talent through relation-
ships with mentors who introduce Josh to the two competing aspects of be-
coming a grandmaster. Josh’s initial interest in chess results from a chance
encounter in New York’s Washington Square Park with Vinnie, a drug ad-
dict, who has mastered the game of speed chess.? Bruce Pandolfini, a chess
enthusiast hired by PBS in 1972 as an analyst for the Boris Spassky-Bobby
Fischer world championship match in Iceland, develops Waitzkin's under-
standing and application of the technical aspects of the game. While Vinnie
teaches Josh the importance of passion and risk-taking, Pandolfini counters
with the need for knowledge and discipline.

In many ways, Searching for Bobby Fischer is the perfect metaphor for en-
trepreneurship education. It sheds light on the two roles—motivation and
technical competence—entrepreneurship education plays in developing
students who aspire to entrepreneurial lives.

Waitzkin’s introduction to and education in the game of chess provide
some valuable clues. How do we ensure that the emergence of the next gen-
eration of entrepreneurs is not based on chance encounters? Where do we
find the “Vinnies” who will ignite the passion for entrepreneurship that lies
dormant in so many youth? And finally, where and how do these future en-
trepreneurs gain the knowledge and discipline which improve their odds of
success? As Pandolfini tells Josh’s father, Fred Waitzkin, “To put your son in
a position to care about winning and not to prepare him is wrong!” The in-
tersection between motivation and competence becomes the central theme
as one thinks about the educational path that best leads students to first un-
derstand their own entrepreneurial potential and later to develop the com-
petencies that give them a greater chance of success.

Keys to Effective Entrepreneurship Education

With the major contribution of entrepreneurship to regional and na-
tional economies and the increasing visibility of successful entrepreneurs,
one might expect a proliferation of entrepreneurship education at the ele-
mentary and secondary levels similar to that at U.S. colleges and universi-
ties. This has not been the case for a number of reasons. Unlike the natural
sciences, there are no formulas or algorithms which, if followed closely,
guarantee a predictable outcome. In addition, many tenets of entrepreneur-
ship are counterintuitive to traditional thinking, requiring both students
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and teachers to question their perspectives on education, their career, and
life in general. Finally, the emphasis on creativity and lateral thinking can
create chaos and confusion in an environment where order and discipline
are valued.

A conceptual discussion of the keys to an effective entrepreneurship pro-
gram follows. It does not cover specific curriculum or pedagogy. Readers are
encouraged to visit the online resources presented at the end of this chap-
ter for additional ideas and specific examples of entrepreneurship programs
and activities through which these concepts can be implemented.

Look Everywhere for Potential Entrepreneurship Students

The first key to an effective entrepreneurship education program requires
teachers and counselors to look beyond the usual suspects as the students
with the most entrepreneurial potential. Conventional wisdom suggests
that students with early interests in earning their own money (e.g., a paper
route or lemonade stand) or a high aptitude in mathematics translates into
future entrepreneurial activity. While these students should not be dis-
missed, a larger pool of future entrepreneurs exists among students who
have shown little or no previous interest in business.

An examination of the Inc. 500 and Ernst and Young Entrepreneur of the
Year candidates conducted by the Kauffman Foundation in 2001 found
only 25 percent of these successful business owners had an undergraduate
degree in business (Kauffman Foundation, Strategic Planning White Paper
2001). Not surprising is that many majored in engineering and the natural
sciences. It is also interesting to note that a large number of America’s most
accomplished entrepreneurs’ academic interests included the arts or social
sciences.

If entrepreneurship is truly about pursuing a passion, educators should
recognize that any student who exhibits commitment and initiative may fit
the profile. Consider the musician or athlete who spends hours every day
honing skills to deliver the best possible performance. It is this same un-
derstanding of and dedication to excellence one finds in most successful en-
trepreneurs.

Second only to passion is the ability to sell one’s vision to others. There-
fore, students who excel in language arts or participate on the debate team
also deserve consideration. The lack of a formula for identifying future suc-
cessful entrepreneurs, therefore, presents both a challenge and an opportu-
nity. Unlike the European systems of placing students on career tracks at an
early age, there is no aptitude test or personality profile that clearly assesses
one’s future entrepreneurial proclivity. That same lack of preciseness suggests
the entrepreneurial pool is significantly greater than one might assume.
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John W. Altman further illuminates the need to look beyond those stu-
dents who show an initial interest in business. In a presentation to the Sin-
gapore Legislature titled Mapping the Territory, Altman (2003) identifies
what he calls the requirements for entrepreneurial success—six prerequi-
sites that improve an entrepreneur’s odds of success. The first three—knowl-
edge, networking, and experience—can be taught and practiced in an aca-
demic setting. The last three—passion, commitment, and energy—are the
students’ responsibility to bring to the table. This dichotomy provides an
important clue about identifying students who might be candidates for an
entrepreneurship course of study. The potential entrepreneurship students
are not necessarily those who started a business at an early age. Rather, they
are students who display passion, commitment, and energy in any under-
taking.

Ewing Marion Kauffman tested and proved this concept when he was
approved as owner of a new baseball franchise, which became the Kansas
City Royals. Conventional wisdom suggested that he should field a team
comprised largely of experienced players available through the expansion
draft.

Instead, Kauffman scoured inner cities and rural areas across America in
search of superb athletes who had showed no previous interest in baseball.
He then established the Royals Baseball Academy at which these dedicated
athletes were trained in baseball fundamentals. Graduates included all-stars
such as Frank White and Willie Aiken, who were part of the World Series
championship team in 1985 (Morgan 1995, 251-56).

Focus on Attitudes and Behaviors, Not Facts

The emphasis on human development in entrepreneurship education
suggests that school administrators and instructors should consider the fol-
lowing three overarching principles as the cornerstones for any entrepre-
neurship curriculum. First, entrepreneurship is not about formulas or
processes. In contrast to other business disciplines, the study of entrepre-
neurship rests on an understanding of the individual. As Guy Kawasaki
(2004) suggests in the introduction to The Art of the Start, “The reality is that
‘entrepreneur’ is no longer a job title. It is the state of mind of people who
want to alter the future” (xii). In Kawasaki's world, “mind-set” is multidi-
mensional, ranging from self-confidence to becoming a lifelong learner.
Thus, the existence of an entrepreneurial economy or community does not
rely on traditional economic factors such as land, labor, capital, and tech-
nology. Instead, it depends on the identification, education, and encour-
agement of individuals who deploy these factors of production in new and
innovative ways.
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In New Venture Creation: Entrepreneurship for the 21st Century, Jeffry Tim-
mons and Stephen Spinelli (2006) identify the following nine core attrib-
utes of successful entrepreneurs:

Commitment and Determination

Leadership

Opportunity Obsession

Tolerance of Risk, Ambiguity, and Uncertainty
Creativity

Self-Reliance

Adaptability

Motivation to Excel

Courage (8)
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At the collegiate level, entrepreneurship educators have created such op-
portunities through experiential classroom learning and a broad range of
practicum activities, including internships and business consulting projects.
Much of this activity is incorporated into the entrepreneurship curriculum
and individual or group independent study opportunities.

At the elementary and secondary school levels, one should not expect stu-
dents to achieve competence in all or even most of these entrepreneurial
skills, although there are often exceptions to this rule. Therefore, the goal of
entrepreneurship education at these levels should be to begin the process of
making these behaviors second nature to aspiring young entrepreneurs. Un-
fortunately, the most appropriate place to start runs counter to much of the
current curriculum and pedagogy employed in many public and private
schools. People often stereotype entrepreneurs as contrarians or rebels, and
to some extent that is true. Successful entrepreneurs view the world through
different filters and question everything. The “chaos” created by this ap-
proach to the world does not conform to the desire for order and discipline
in the classroom. Interestingly, this is the same conflict that occurs within
other organizations (e.g., major corporations) when entrepreneurially
minded employees push up against management.

Singer and songwriter Harry Chapin (1978) best articulates the conse-
quences of this disconnect between creativity and discipline in his song,
“Flowers are Red.” On his first day of school, a young boy is asked to draw
a picture in which he chooses to use all of his crayons, stating, “There are so
many colors in the rainbow and I see every one.” His teacher, however, re-
sponds, “Flowers are red; green grass is green. There is no need to see them
any other way than the way they always have been seen.” The youth is
robbed of all his creative motivation to the point that when he transfers to
a school that encourages lateral thinking, he becomes the one who echoes
the mantra of conformity.? If we expect students to think and behave like
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entrepreneurs, are we willing to accept the chaos when we give students the
chance to test their entrepreneurial wings?

There are many heuristics and techniques for rediscovering and develop-
ing one’s creative and entrepreneurial capacity. Most of these, however, are
based on two themes: (1) curiosity and (2) overcoming one’s “voice of
judgment.”* Of the two, curiosity is perhaps the easiest to develop. It re-
quires only that students and teachers reframe the questions they ask as part
of the learning process. In particular, one can jumpstart this transformation
by simply emphasizing questions as “why” versus those that ask “how.”
This minor adjustment in one’s approach to problem solving is the differ-
ence between an elementary school student’s asking, “How can I complete
this assignment if I left my pencil box at home?” and one who asks, “Why
isn't there some place I can borrow (rent) supplies if I left mine at home?
The first question reinforces a dependency model. Who can help me? The
second represents an opportunity.

Similar examples among middle and high school students are common.
A participant in the Entrepreneur Invention Society program created a busi-
ness when she asked, “Why don’t athletic socks have a pocket for your
house key and spending money?” Another example is the two EntrePrep
students who asked, “Why isn't there an agency that matches high school
students with summer internships?” Each of these business opportunities
began by questioning the status quo.

Silencing one’s “voice of judgment” is not so easy. It should not be a sur-
prise that after only a few years of socialization by parents, teachers, friends,
and society in general, students are averse to challenging conventional wis-
dom or shared standards of behavior.

Once students recognize how insatiable curiosity and destroying judg-
ment leads to previously unimaginable possibilities, the momentum is self-
sustained. Furthermore, mastery of these skills provides a gateway for de-
veloping the other behaviors in Timmons and Spinelli’s (2006) taxonomy.
Adaptability derives from a willingness to ask, “Why should changes in ex-
ternal conditions derail this idea or business?” Courage and tolerance of
risk flourishes when one overcomes personal and collective judgments that
set the limits on one’s perception of what is possible. Once introduced to
these concepts, the next challenge is creating multiple and varied opportu-
nities in which students can practice and build confidence in their own en-
trepreneurial capacity.

Need for Experiential Learning Opportunities

Returning to teaching chess as a metaphor for teaching entrepreneurship,
one must heed grandmaster Paldofini’s observation in Searching for Bobby
Fisher that to win the game students cannot be passive spectators. Rather,
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students must be “in the game.” It is this imperative that has driven the
most visible and dramatic changes in entrepreneurship education pedagogy
at all educational levels requiring experiential-based pedagogy and extra-
curricular practicum activities. It is not teacher-directed instruction that has
led to the most significant teaching moments. Instead, instructor responses
to students’ questions that result from experiential activity provide more in-
sight and have a longer lasting impact.

In the mid-1960s, the National Training Laboratories in Bethel, Maine,
researched the average learning retention rates for different teaching tech-
niques (Wood 2004). Student retention rates ranged from a low of 5 per-
cent for material presented in lecture to highs of 75 percent when students
applied their new knowledge and 90 percent when students were asked to
share what they had learned with others. These findings affirm the value of
programs such as Students in Free Enterprise (SIFE) as effective methods of
teaching entrepreneurship. The SIFE experience includes student teams that
support community entrepreneurship efforts through assistance to aspiring
adult entrepreneurs and mentoring at-risk youth.

Only a small percentage of entrepreneurship students will start busi-
nesses immediately after graduation from high school or college. Based on
our observations at Miami University, a student may spend three to five
years working in a salaried position before taking the entrepreneurial
“leap.” The career path may be explained by two phenomena. First, only af-
ter observing a company or an industry from the inside do students begin
to identify opportunities for creating additional value in the marketplace.
Second, students’ confidence in their ability to start a successful enterprise
increases with their understanding of and experiences in the day-to-day op-
erations of a business, especially in an industry in which they plan to com-
pete.

This time lag between formal education and practical application of
knowledge places an additional burden on entrepreneurship educators. As
noted previously, recognition that entrepreneurship education is not about
facts creates an advantage since research suggests students do not retain
facts for even a minimal period of time.> Therefore, the value of any entre-
preneurship education must consist of more than the transfer of informa-
tion.

We believe the long-term residual value of entrepreneurship education
fits into two categories. Primary is students’ increased capacity as innovators
and problem solvers derived from their developing the entrepreneurial skill
set discussed above. To ensure that these skills do not deteriorate over time,
teachers should remind students that such skills can and should be utilized
on a regular basis in varied situations. For example, a summer internship or
even a vacation from an entrepreneurial perspective provides an opportu-
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nity to use and further develop one’s entrepreneurial skills, thereby maxi-
mizing the value of any school project.

The second way to increase lasting value is for teachers to focus on the
importance of social networks as an ingredient in entrepreneurial success.
Through these relationships, entrepreneurs make the connections that help
them recruit management teams, identify sources for financing, and build
strategic partnerships with suppliers and distributors. It is never too early to
begin building a personal network. Entrepreneurship teachers should en-
courage students to have business cards to hand out to guest speakers or on
field trips. Students should learn to follow up any meeting or introduction
with a phone call or e-mail. And where possible, faculty should help stu-
dents create a mentoring relationship with an area entrepreneur.

RECOGNIZE AND OVERCOME THE CHALLENGES

Just as in any entrepreneurial venture, proponents of entrepreneurship ed-
ucation must face certain risks in order to achieve the potential rewards.
These challenges to introducing entrepreneurship education may come
from any or all of the following groups:

¢ Those who believe that entrepreneurs are born not taught

e Those who view the introduction of entrepreneurship as just one more
intrusion into an already full education agenda

e Those who suggest entrepreneurship programs, especially in elemen-
tary and middle schools, overemphasize the role of business versus
other pursuits such as public service or the arts in society

e Those who question whether the education system can afford the costs
associated with another new program

Overcoming these concerns suggests that proponents of entrepreneurship
education must exhibit some of the same behaviors covered throughout the
entrepreneurship curriculum. They must be able to clearly articulate the
value proposition; they must identify opportunities for melding the objec-
tives of the entrepreneurship program with other education standards; and,
finally, they must be able to identify, assemble, and shepherd additional re-
sources in support of entrepreneurship.

Nature versus Nurture

Despite the continuing demand for and supply of entrepreneurship edu-
cation options in elementary, secondary, and postsecondary institutions,
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scholars and entrepreneurs continue to ask the fundamental question, “Can
entrepreneurship be taught?” (see Lyons, chapter 6). Proponents of the “na-
ture” side of this dialectic argue that innate characteristics such as opportu-
nity recognition, passion, and drive are the key to successfully creating and
growing commercial enterprises. The importance of genetic make-up was
recently bolstered by a study of rate of entrepreneurial activity among iden-
tical and fraternal twins. The research suggests that “genes may predispose
a person to develop specific traits to become extroverted and sociable that
then lead to self-employment” (Yuhasz 2006).

Advocates from the “nurture” school of thought counter with the posi-
tion that many aspects of entrepreneurship—making a difference, success—
are inherent in most people. Therefore, individuals’ decisions to start their
own business versus taking a salaried job are a matter of acculturation and
confidence that they have the skills and knowledge to successfully pursue
the entrepreneurship option.

There is no dearth of aspiring entrepreneurs among America’s youth. Be-
tween 1994 and 1997, the Kauffman Center for Entrepreneurial Leadership
commissioned the Gallup Organization to conduct a series of four surveys
to determine the extent to which youth were interested in starting their own
businesses. Similar surveys were presented to two adult groups—(1) teach-
ers and (2) the general population.

The survey results became the basis for a book by William Walstad and
Marilyn Kourilsky (1999) titled, Seeds of Success: Entrepreneurship and Youth.
To their surprise, Walstad and Kourilsky found “that youth have a view of
entrepreneurship that was much more positive than we ever expected” (15).
Among the 1,008 survey respondents, 65 percent responded yes to the
question, “Do you think you would want to start a business of your own?”
Positive youth response exceeded that of both the general population (50
percent) and teachers (54 percent).

Equally important, a plurality of youth (41 percent) said that their pri-
mary reason for wanting to start a business was a desire “to be my own
boss.” This response mirrored the rationale provided by successful entre-
preneurs who regularly chose “control of their careers and lives” as the lead-
ing motivation for their career choice.

The high level of interest in entrepreneurship among America’s youth, how-
ever, has not translated into a corresponding rate of business start-ups. U.S. Bu-
reau of the Census estimates for 2003 show that the total number of stu-
dents—elementary through college graduate—totaled more than 63.5 million
individuals. For the same year, the Census Bureau reports just over 600,000
business formations.® As Walstad and Kourilsky hypothesize, “If just a third of
the youth who expressed an interest in starting a business actually acted on
their aspirations at some point over their lifetimes, such initiative could sig-
nificantly increase new business formation in the United States!” (15).
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While the Gallup survey findings do not directly clarify the “nature versus
nurture” debate, they do suggest that it may be irrelevant. As part of a 2001
strategic planning exercise, the Kauffman Center characterized the entrepre-
neurial pipeline as a funnel in which one poured the total number of ele-
mentary, secondary, and college-age students (Strategic Planning 2001: Refer-
ence Materials 2001). At each succeeding level of the funnel, the initial
population decreased significantly until one was left with only the founders
of entrepreneurial growth companies (EGCs), sometimes referred to as
“gazelles,” who created a majority of the net new jobs in the United States.

According to the National Commission on Entrepreneurship, EGCs rep-
resent less than 5 percent of all U.S. businesses with 20 or more employees
(National Commission on Entrepreneurship 1999). This analogy suggests that
those who question whether entrepreneurship can be taught are asking the
wrong question. Instead, the key appears to be whether a system of entre-
preneurship education helps individuals with the propensity and desire to
become entrepreneurs recognize, develop, and exploit their potential.

Capacity Constraints

In an era when both states and the federal government promote
performance-based education standards, even those who support entrepre-
neurship education conceptually may argue that school systems are over-
burdened with mandates and testing. A strong argument can be made that
entrepreneurship education, rather than competing with other academic
priorities, can complement and even enhance student achievement in re-
lated subjects, especially English and mathematics. For example, an evalua-
tion of the Mini-Society participants showed a corresponding improvement
in performance in mathematics knowledge (Kourilsky and Ortiz 1985).
Likewise, many schools with entrepreneurship education programs use as-
signments, such as press releases and marketing materials, to support lan-
guage and communication skills in the general curriculum.

The importance of linking entrepreneurship education to overall aca-
demic standards was tested in 2002 when then-governor Angus King invited
the Kauffman Foundation to help Maine improve the environment for en-
trepreneurial activity, especially in the more rural areas such as Washington
County. Entrepreneurship education was identified as a lynchpin for in-
creasing interest among Washington County youth in the potential of start-
ing and running their own businesses.

To help build the case for introducing entrepreneurship into the school
district’s curriculum, Kauffman Foundation staff created a matrix that
linked the objectives and outcomes of various entrepreneurship education
programs to the Maine education standards (Thomas 2002). This structured
evidence of the complementary nature of entrepreneurship education and
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state standards was used by state education officials to overcome concerns
about the added time and effort associated with the entrepreneurship ini-
tiative.

Wealth versus Value Creation

The propriety of using entrepreneurship to teach math and language
skills will be challenged, especially in elementary schools. At a December
1997 symposium cosponsored by the Kauffman Foundation and the U.S.
Department of Education, an administrator from a Northeastern school
district challenged Mini-Society creator Marilyn Kourilsky, asking whether it
made sense to train young people to be “greedy capitalists.” This question
raised two important issues. First, is the public’s perception of entrepre-
neurship too narrow? And second, and perhaps more important, how does
one present the goals and objectives of entrepreneurship education?

The answer to the first question is obvious. The very fact that someone as-
sociates personal financial gain as an entrepreneur’s driving motivation sug-
gests that the continuous publicity about the net worth of people like Bill
Gates or Mark Cuban has had an impact on public perception of entrepre-
neurs and why they do what they do.

In contrast to the media persona, successful entrepreneurs reiterate that
the two primary motivators are control over their careers and the desire to
pursue a passion. In more formal surveys of successful entrepreneurs (con-
ducted by the Kauffman Foundation or as part of the Inc. 500 selection
process), successful entrepreneurs rank monetary gain seventh or eighth
among all factors (Strategic Planning 101: Reference Materials 2001).

Equally important has been the acceptance that entrepreneurship is no
longer restricted to the private, for-profit sector. The recognition that entre-
preneurial behavior adds value in both the nonprofit sector (social entre-
preneurship) and in government (public entrepreneurship) has resulted in
a proliferation of social entrepreneurship courses and centers at U.S. col-
leges and universities.

While the nomenclature may differ, value creation and productivity in
the nonprofit and public sectors has increased because of adding entrepre-
neurial principles to the equation for success. Students, parents, and educa-
tors should be continuously reminded that the entrepreneurship program
in their schools is not necessarily designed to channel every student into the
private sector. It is about pursuing passions regardless of whether such pas-
sions involve building the next Microsoft or addressing societal needs.

Financial and Human Resource Requirements

Finally, naysayers may argue that implementation of entrepreneurship
education is unaffordable at a time when schools are already strapped for
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resources and are being forced to cut back on many programs, especially ex-
tracurricular activities. The extent to which proponents of entrepreneurship
education are able to identify and marshal resources in support of entre-
preneurship learning may be the ultimate test to whether they understand
and practice entrepreneurship themselves. If, as Harvard Business School'’s
Howard Stevenson suggests, entrepreneurship is “the pursuit of opportu-
nity beyond the resources you currently have available” (Mahoney 2006),
embarking on the design and implementation of entrepreneurship educa-
tion is such an opportunity that must not wait until the resources are at
hand.

There are two dimensions to the resource question: (1) financial and (2)
human. To overcome the resource challenge, school administrators and in-
structors should not merely reallocate existing resources. Instead, identify-
ing and marshaling the needed resources from previously untapped sources
has several advantages. First, it does not create animosity from colleagues
who might otherwise view the entrepreneurship program as in competition
with their courses for scarce resources. Second, seeking additional resources
provides an opportunity to engage community and business leaders in the
program, which may eventually lead to both direct and in-kind support for
the program. Finally, the resource strategy provides classroom learning mo-
ments, giving instructors a chance to demonstrate the importance of un-
derstanding customer needs, articulating a value proposition, and differen-
tiating between a good idea and a business opportunity.

All of these objectives are satisfied when proponents of entrepreneurship
education view creating the program as an entrepreneurial venture. For ex-
ample, those individuals who initiate the program must be able to answer
the following questions:

® Are we creating sufficient value so that individuals will take money out
of their pockets and put it in our pocket for this purpose?

e Who is the customer—that is, for whom does this value proposition
resonate?

e Who is the competition?

¢ Can we design, produce, and deliver the program at a cost that makes
it worthwhile for us and the students?

When approached from this perspective, one realizes that building a self-
sustaining entrepreneurship education program in local schools is, in and
of itself, a visible and relevant example of social entrepreneurship. For ex-
ample, this effort is an opportunity to teach the difference between cus-
tomers, those who provide the resources—whether donors or investors—
and end-users (i.e., the students who are the direct beneficiaries of the
program) and then to articulate the value proposition to potential cus-
tomers.
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Target audiences include those most likely to benefit from the creation of
businesses in the community—banks, realtors, accountants, and lawyers—
and individuals from whom these aspiring young entrepreneurs will even-
tually need to buy goods and services. School administrators may be sur-
prised at the business community’s positive response to their requests. If
practitioner involvement at the collegiate level is any indication of entre-
preneurs’ interest in giving back to the community, elementary and middle
school officials will not have much of a selling job. A recent study by Jerome
Katz (2004) at St. Louis University showed that entrepreneurship programs
are among the most heavily endowed activities at many universities.

The second dimension of the resource issue centers on the identification
and development of human resources. This challenge is amplified because
entrepreneurship education does not fit a traditional “teach and test” model.
At the outset, teachers will still introduce concepts; however, their primary
role quickly shifts to that of facilitator, monitor, mentor, and evaluator.

Rather than providing information, teachers stimulate by asking ques-
tions for which the students find their own answers. As students test the
concepts, the instructor provides guidance and discusses options with
them. At the end of the process, the teacher identifies teaching moments in
which the major lessons from the students’ experiences can be reinforced.

Schools have used the following methods to address the human capacity
issues associated with their entrepreneurship education programs:

¢ Identify and recruit area business owners and entrepreneurs as guest
speakers and student mentors. Once engaged in the program, business
people develop a sense of ownership, which often results in financial
support as a consequential benefit of their initial in-kind contribution
of time, knowledge, and experience. One caveat to this approach is that
success in the business arena does not necessarily translate into success
in the classroom. Practitioners may require some up-front instruction
and coaching as they prepare for the classroom experience.”

e Take advantage of teacher training provided by organizations such as
the Kauffman Foundation and REAL.

e Create a circuit-riding position within or among school districts to
spread the cost of an entrepreneurship instructor.

e Involve SIFE students from area colleges and universities.

¢ Make entrepreneurship classes in high schools an option under a Col-
lege Now program with a community college or local university.

e Supplement classroom instruction by encouraging students to partici-
pate in related extracurricular activities such as DECA or pursuing the
Boy Scout merit badges in entrepreneurship.

e Explore the increasing number of options for online content that can
be used by teachers in the classroom.
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Interaction between full-time teachers and external partners has the ancil-
lary benefit of increasing the teachers’ knowledge about entrepreneurship
and their capacity to become better coaches and mentors.

Conclusion

Establishment of an entrepreneurship education program does not guar-
antee either generation of successful entrepreneurs or a community’s eco-
nomic sustainability and growth. Lack of such programs, however, greatly
increases the odds against realizing either of these outcomes. In other
words, entrepreneurship programs at all levels of the educational contin-
uum are about giving young people the following chances:

e To recognize the personal and professional rewards associated with an
entrepreneurial lifestyle.

e To know the satisfaction of creating value or of addressing an eco-
nomic or social need.

e To understand the difference between ideation and execution, and to
appreciate why some individuals can turn an idea into a new product
or service while others only talk about having ideas.

¢ To explore their own entrepreneurial potential. A career in which indi-
viduals must set their own deadline and create their own motivation is
not for everyone. Learning these lessons at an early age can save years
of frustration and disappointment later in life.

¢ To begin building a social network that will help them immediately
and throughout their professional and personal lives.

e To comprehend that entrepreneurial leadership is as much about
knowing one’s weaknesses as it is about knowing one’s strengths.

¢ To pursue a passion. Above all, entrepreneurship empowers every indi-
vidual to define and pursue those things that are truly important to them.

Finally, we continuously talk about education expenditures as investments
in our children’s future. For many struggling towns and cities, especially
those in rural areas, this personal and financial investment often represents
“anti-investment” to our communities since many youth believe they must
leave their hometowns to take advantage of their educations. For these
youth, out-migration from their hometowns is not a matter of choice but
an economic necessity.

Entrepreneurship education can potentially reverse this trend by instilling
the confidence in young people that they do have a future in their native com-
munities—not as a result of employment by an absentee employer or depen-
dence on resource-based industries such as mining. An effective entrepre-
neurship education program, while not guaranteeing economic success, does
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provide a chance to keep those with the inclination and determination to
build their own economic future in the entrepreneurial pipeline.

ENTREPRENEURSHIP EDUCATION RESOURCES

The following annotated list of resources is provided to support the design
and implementation of entrepreneurship education programs. Many of
these sites provide links to additional resources and entrepreneurship edu-
cation partners.

Boy Scouts of America

In 1989, the Boy Scouts of America (BSA), with support from the Ewing
Marion Kauffman Foundation, created a merit badge in entrepreneurship.
The official BSA merit badge site (www.meritbadge.com/mb/134.htm) pro-
vides the specific requirements. Business students at Kennesaw State Uni-
versity created an online resource base to help scouts fulfill the badge re-
quirements (coles.kennesaw.edu/pages/sife/entrepreneurshipMB/).

Consortium for Entrepreneurship Education

The Consortium for Entrepreneurship Education (CEE) is a collaboration
among entrepreneurship educators to develop innovative and effective ap-
proaches to entrepreneurship instruction. CEE’s mission is “To champion
entrepreneurship education and provide advocacy, leadership, networking,
technical assistance, and resources nationally across all levels and disci-
plines of education, while promoting quality practices and programs.”
CEE’s online resources (www.entre-ed.org) include content standards for
teaching entrepreneurship skills and “Entrepreneurship Everywhere: Sam-
ple Curricula across the United States.”

DECA

DECA (www.deca.org) is an organization of high school and college stu-
dents interested in various aspects of business, including entrepreneurship.
DECA’s “entrepreneur U. Database” includes teacher and student resources
for both formal education and self-directed study (www.entrepreneuru.org).

Ewing Marion Kauffman Foundation

The Kansas City-based Ewing Marion Kauffman Foundation (www
.kauffman.org/entrepreneurship.cfm) is among the world'’s largest support-
ers of entrepreneurship research and education with their goal “to further
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understand the phenomenon of entrepreneurship, to advance entrepre-
neurship education and training efforts, to promote entrepreneurship-
friendly policies, and to better facilitate the commercialization of new tech-
nologies by entrepreneurs.” The Kauffman Foundation is recognized as a
major catalyst for the design and implementation of entrepreneurship edu-
cation programs such as Mini-Society, EntrePrep, and the Kauffman Entre-
preneurship Intern Program.

Mini-Society

Mini-Society (www.minisociety.com/) is an elementary school level pro-
gram designed to introduce young children to the most basic concepts as-
sociated with business and entrepreneurship. Through teacher-guided ses-
sions, students identify opportunities for products and services that may be
delivered to their classmates or to the school. Development and distribu-
tion of the product or service involves recognizing the role of opportunity
costs and the allocation of resources.

National Foundation for Teaching Entrepreneurship

Started in 1987, the National Foundation for Teaching Entrepreneurship
(NFTE) (www.nfte.com) focuses on inner-city youth who are at risk of
dropping out of school. Through entrepreneurship education, NFTE chan-
nels students’ innate abilities toward productive enterprises, which demon-
strates the relevance of classroom learning to the real world.

Rural Education through Action Learning

Rural Education through Action Learning (REAL) (www.cfed.org/go/real)
was started in the early 1980s to bring entrepreneurship education to com-
munities, especially those in rural areas, which had little or no access to
such a curriculum. REAL, which affiliated with the Corporation for Enter-
prise Development (CFED) in 2004, provides curriculum, training, and re-
sources through which students learn about the requirements and rewards
associated with an entrepreneurial career choice.

Students in Free Enterprise

Students in Free Enterprise (SIFE) (www.sife.org) is an international or-
ganization through which college students in cooperation with their col-
leges, universities, and local business communities develop outreach pro-
grams that encourage and support free enterprise and entrepreneurship.
Activities include design and development of student-owned businesses as
well as mentoring of at-risk high school students.
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NOTES

1. Each of the ten rules contained in janteloven discourage individuals from
thinking they are smarter, better, or more special than others.

2. The character Vinnie is based on Joseph Lincoln, who died of a drug overdose
in 1996. Lincoln’s experience further demonstrates the importance of discipline as
a counterweight for the passion which, unchecked, may lead to burnout or other
self-destructive behavior.

3. The first course in the entrepreneurship sequence at Miami University is
“Imagination and Entrepreneurship.” Its purpose is to help students rediscover the
child within them who questioned everything. The instructor and students often re-
fer to this class jokingly as “Deprogramming 101.”

4. Michael Ray and Rochelle Myers coined the term “voice of judgment” in their
book Creativity in Business. It refers to personal and societal standards and expecta-
tions that inhibit one’s creativity and willingness to take risks.

5. A 1988 study at the University of Alabama administered a multichoice test to
74 undergraduate psychology students who had completed an introductory course
4 months earlier. Their results were compared to a control group of similar students
who had not taken the course. The psychology students scored only 8 percent higher
than the control group (70 to 62 percent).

6. Business formations include only those firms that applied for an Employee
Identification Number, therefore, it does not include self-employed individuals who
use only their social security number as their business identifier and only report
their business activity on Schedule C of their personal income tax return.

7. Miami University has created a half-day seminar called “From the Board-
room to the Classroom” in which alumni and local entrepreneurs are trained in
techniques to translate their entrepreneurship stories into effective classroom ex-
periences. The training includes turning the personal experience into a mini-
teaching case, which gives the students a chance to discuss alternative approaches
to a situation.
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Economic Development
Via Understanding and
Growing a Community’s
Microbusiness Segment

Michael D. Woods and Glenn Muske

A common thread among conversations in coffee shops across the United
States is “How can our community remain competitive?” Many communities
are concerned with growth while the rest focus on sustainability. To attain either
goal, these communities see the need to effectively generate economic growth.
Today many, if not nearly all, communities have some type of economic/
community development plan or initiative. The previous chapters in this book
examine many of the concepts and ideas that local communities include in
their discussions and development plans. The ideas discussed include entre-
preneurship development, the communities’ role in development, the impor-
tance of education, both youth and adult, in entrepreneurial development,
and financing. Low, Henderson, and Weiler in chapter 5 examine the struggle
between quantity and quality of entrepreneurs.

If one examines many local plans, a key goal often noted involves at-
tracting the next big manufacturing facility or a large service business such
as a call center or a prison. Even though the odds are low, the possibility of
bringing in industry catches the interest of local leaders. Local resources are
often given little attention and effort, however. In the CARE model, this in-
volves the creation, retention, and expansion of economic resources already
in place (Woods, Frye, and Ralstin 2004).

In this chapter, the authors consider those three elements in terms of mi-
crobusiness development, a key, but often forgotten, community develop-
ment resource. Truly effective community development must be broad-
based in approach and microbusinesses are the broad and underlying base
of the economic engine in most communities. Therefore, this chapter will:
(1) define microbusinesses in terms of who they are and their impact on
a local economy; (2) address the issues faced by microbusinesses; and
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(3) offer suggestions on how to encourage and build the community’s mi-
crobusiness segment with examples of successful assistance and innovative
delivery methods.

The goal of this chapter is to help community members, leaders, and de-
cisionmakers recognize the importance of microbusinesses in a local econ-
omy. Many of the most successful economic development efforts come
from developing a diversified economic structure which includes the small,
and seemingly insignificant, microbusiness owner.

MICROBUSINESSES AND ECONOMIC DEVELOPMENT

The Kettering Foundation (2000) suggests that the development of a
healthy community is linked to its diversity in two forms. Authors such as
those in academia (Beaulieu 2002; Emery, Fey, and Flora 2006) and popu-
lar press writers, such as Jack Schultz (2004), author of Boom Town USA, dis-
cuss diversity in the types of capital available in a community. These capi-
tals include human, financial, infrastructure, social networks as well as
economic diversity. A second view of diversity in the literature focuses on
one segment, in this case economic diversity. The idea is that a thriving,
growing economy has a mix of businesses including product and service,
large and small, and new and old (see chapter 5).

Key to this idea of diversity is that economies, whether in a large urban
area or a small isolated rural setting, must build on local resources (Darling
2004). Often communities look for one large manufacturing business or
service firm as a core upon which other businesses are built. In other com-
munities, the core focus involves finding the next gazelle or fast growing
business as the key element for community growth. Often forgotten or ig-
nored is the local resource of entrepreneurs. Most typically those entrepre-
neurs are eager and excited to start what is usually called a microbusiness.

According to the U.S. Department of Labor, new microbusiness start-ups,
from 1992 to 2005, generated more than 67 percent of gross job gains (U.S.
Department of Labor 2005). One estimate is that 18 million people in the
United States take steps each year to start a microbusiness. Those microbusi-
nesses, part of an economic segment called “small business,” form the core of
the U.S. economy. They were the building blocks of the economic boom of
the 1990s and continue to represent that core today. In fact, microbusinesses
have been important in economic development throughout history.

Microbusinesses Defined

There are several ways to define a microbusiness. The most typical ap-
proach follows the U.S. Small Business Administration (SBA) (2006) lead
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of basing it on the number of employees. Microbusinesses would be in-
cluded in the SBA’s most general definition, namely small businesses have
500 or fewer employees. In the United States, this captures more than 99
percent of all businesses, or all but 17,000 of the 24 million plus firms.
Those businesses employ 51 percent of the workforce, generate more than
80 percent of all new jobs, and produce 52 percent of the gross domestic
product (Henderson 1997).

Microbusinesses therefore represent one part of a larger small business
segment. Devins (1999) and Kangasharju (2001) offer the most commonly
used microbusiness definition, namely a business that employs fewer than
ten people. Using this definition, microbusinesses still include 98 percent
of all U.S. businesses in 2003 (U.S. Small Business Administration 2006)
and include both the nearly 5.8 million businesses that employed someone
with a payroll at sometime during the year as well as 18.6 million nonem-
ployer firms. These numbers do not even capture farm and ranch opera-
tions.

There are other means by which microbusinesses, or similar entities, have
been defined. The Association for Enterprise Opportunity (AEO) (2004)
defines microenterprises as those that have five employees or fewer, require
$35,000 or less in start-up capital, and which do not have access to the tra-
ditional commercial banking sector. By this definition, AEO claims that
there are 20.7 million U.S. microenterprises representing 16.6 percent of all
U.S. employment (Walzer and Hamm, chapter 4).

Three informal methods have also been used to define the microbusiness
economic segment of the economy—(1) mom and pop stores, (2) home-
based businesses, and (3) at times, family businesses. Often, these types of
businesses are termed main street business as in rural or small towns. While
defining any one of these three types of business as microbusinesses may
often be correct, it must be noted that this automatic assumption is not al-
ways correct.

According to the U.S. Census Bureau (2006), mom and pop stores are as-
sumed to have no paid employees and are most often barber and beauty
shops, daycare providers, real estate agents, carpenters, plumbers, tax pre-
parers, and writers. Four groups within the mom and pop economic sec-
tor—real estate (including leasing and rentals); construction; professional,
scientific, and technical services; and retail trade—generated 60 percent of
all nonemployer receipts.

Home-based businesses are estimated to represent nearly 50 percent of
all small businesses and vary greatly in number of employees hired and
gross revenue, with only 2 percent bringing in more than $250,000 while
74 percent bring in less than $25,000 (U.S. Census Bureau 2006). Fam-
ily businesses are sometimes incorrectly assumed to be similar to “mom
and pop” businesses, but, according to Heck and Stafford (2001), family
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businesses may represent nearly 10 million of the U.S. businesses as well
as 50 percent of U.S. business revenue. They may employ 50 percent or
more of the labor force. They are also common, with one in ten house-
holds owning at least one business.

Microbusiness Contributions

The preceding paragraphs have begun establishing, from a quantitative
perspective, some of the underlying economic reasons why a strong mi-
crobusiness segment is important to a local economy. The 24.4 million
businesses mentioned above employ approximately 32 million people and
generate approximately $400 billion in payroll (U.S. Small Business Ad-
ministration 2007). Alone, self-employed individuals generate annual re-
ceipts of nearly $900 billion (U.S. Census Bureau 2006). A study by Bruce,
Deskins, Hill, and Rork (2007) found increases in small businesses to be
the single-largest determinant of gross state product, employment, and state
personal income.

Other microbusiness contributions to the local economy include ap-
proximately 13 percent of the income and profits in a local economy (Fam-
ily Economics and Nutrition Review 2001) plus job creation. Many entre-
preneurs start a microbusiness and, considering that 74 percent of
graduating college seniors want to be self-employed the businesses they
start are likely to be micro in nature. Thus, it is in the best interests of eco-
nomic development planners to include this segment in any planning ac-
tivity (Levenburg and Lane 2003).

Jobs are another contribution of the microbusiness. In the 1990s, busi-
nesses employing four or fewer employees added the largest percentage of
jobs with a growth rate of more than 200 percent (Halstead and Deller
1997; Sexton 1999). They also provided human capital in terms of local
leadership (Miller 1998; Sharp and Flora 1999), volunteered for local com-
munity and civic groups, served on boards and as elected officials, and pro-
vided in-kind or cash contributions to civic and charitable organizations
(Dennis 2004). In many rural areas, they represent the primary, if not only,
business segment available. Job creation is important and the most job cre-
ation occurs within the first two years of a firm's start-up (U.S. Small Busi-
ness Administration 2007).

The Kauffman Foundation (2005) noted that during a three-year period,
5 percent of nonemployer businesses, about 750,000 in total, became em-
ployer businesses. In short, they “grew up” and this change is happening at
an increasing pace. In addition, the nonemployer businesses are often im-
portant in the supply chain to larger firms. With today’s active push for out-
sourcing, nonemployer businesses are often key partners in the mainte-
nance and growth of larger businesses.
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In addition to quantifiable data, microbusinesses also offer benefits of a
more qualitative nature. Economic developers prefer diversity within the lo-
cal economy for several reasons. First, it protects the economy from being
overly dependent on one entity and, if that business falters, fails or moves,
the rest of the local economy suffers. Also, a healthy economy grows by
trade within the community—one business trading with another as well as
with local households.

Finally, communities need an assortment of businesses, both goods and
services, to meet the needs of residents and local business owners. This mix
encourages local shopping, reducing the need to go to another community.
Such reasons are in part why Low, Henderson, and Weiler (2005) discussed
the need to examine both the breadth and the depth of entrepreneurial ac-
tivity within a region.

Another reason for developing a continuous stream of microbusinesses is
the practically impossible task to predict which business will be the next
gazelle—that is, which business will take off in a rapid growth pattern. Eco-
nomic developers across the nation are looking for the next rising star.
However how does one identify that star? What allowed Amazon.com to
survive and prosper while other online retail businesses failed? Why did
Starbucks become a household name? A multitude of other coffee compa-
nies tried to find the right combination to grow; yet Starbucks became the
gazelle. The message seems to be the more the start-ups, the better the com-
munity’s chances of finding the gazelle.

So, do microbusinesses count in terms of economic development? Mark
Drabenstott (2003) stated that a solid economy depends on all forms of
businesses whether entrepreneurial or small in nature. He stresses that the
impact of small businesses is more than just image; they indeed represent
impact. He also notes that some of these businesses will make an impact on
not only the local economy but on a national and international scale as
well.

Microbusinesses add dollars and cents to the local economy and to the
family who owns them. They also bring quality of life to a community by
expanding community offerings, improving the local image and attracting
outsiders to visit. In its Rural Entrepreneurship Initiative Guidebook (Right-
myre, Johnson, and Chatman 2004), the Missouri Rural Entrepreneurship
Initiative team noted that all economic activity has value and that a com-
munity must support all businesses including the microbusiness entity. In-
stead of concern about the development of entrepreneurs as opposed to
small businesses as Carland, Hoy, Boulton, and Carland (1984) discuss, it
may be more important to support all “proprietors,” thus removing the
concerns about the owners’ intentions (Goetz 2005).

Probably the strongest argument for including small business owners in
the mix comes from The World Is Flat by Friedman (2005). The overarching
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theme in the book concerns innovation; no business will survive in today’s
world in the long-term. Even small rural businesses must change just to
maintain themselves. If entrepreneurship matters, then microbusinesses of-
fer a window to successful entrepreneurship.

Putting all of this together gives a clear message about who and what mi-
crobusinesses are. It also provides a strong argument for including mi-
crobusinesses in a community’s economic development strategy. The next
logical questions might be “What key issues do they face?” and then “How
can we nurture microbusinesses?”

ISSUES FACED

If a community accepts the fact that microbusinesses benefit a local econ-
omy, communities must then determine how best to encourage their
growth and development. The first such step is to understand that mi-
crobusinesses may or may not be similar in terms of needed assistance com-
pared with other small businesses. Seldom do microbusinesses discuss is-
sues such as Workers Compensation costs. Nor are they as concerned with
health insurance or other fringe benefits (although one could argue that
these owners should be involved with these issues).

Muske and Woods (2004) show that business needs change over time
and start-up businesses may differ from ongoing businesses. In a study of
193 Oklahoma businesses with ten employees or fewer, start-up business
owners reported needing financial help and general business training while
ongoing business owners strongly voiced a need for marketing help. The
Muske and Woods study examined a sample of existing businesses assisted
by four Oklahoma agencies. Trained interviewers made phone calls using
random-digit dialing. A screening question limited responses to owners
employing ten people or fewer. Seventy percent of the 274 owners con-
tacted, or 193 owners, responded to the survey.

The largest single issue for both groups was the need for help to find and
develop good employees, with marketing reported as the second greatest
need (table 10.1). More than 30 percent of all business respondents re-
ported these two items as a major concern. A “second tier” of items or ma-
jor issues included regulations, Workers Compensation, having a business
plan, and family/business conflicts. This last item, “family/business con-
flicts,” suggests that many microbusinesses depend on participation by fam-
ily members for survival but that not all family members consider the busi-
ness legitimate or question its return to the family.

The National Federation of Independent Business Owners (NFIB) offers
another look at reported business issues or problems (Phillips 2004). Own-
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Table 10.1. Major Issues or Business Problems Identified by Microbusinesses

All Businesses
Percent (n = 193)

Employees 39
Marketing 31
Workers Compensation 19
Regulations 18
Family/Business Conflict 17
Business Plan 15
Motivation 12
Financial Reports 12
Recordkeeping 11
Privacy 10
Benefits 9
Customer Needs 6
Quality Evaluation 3

Source: Muske and Woods 2004

ers of microbusinesses noted that finding affordable health insurance
and/or liability insurance was their most difficult problem, which is similar
to what has been reported by owners of other small businesses (table 10.2).
Cash flow and earnings were slightly larger issues for businesses with fewer
than five employees, but all microbusiness owners reported that energy
costs, space costs, and taxes (both state, federal, and property) contributed
to the cash flow issue.

The same study by Phillips (2004 ) reported the issues considered least im-
portant, and they included exporting product or services, competition from
government or nonprofit organizations, competition from Internet busi-
nesses, increased national security procedures, and cost/frequency of lawsuits.

Baines and Wheelock (1998) reported that government regulations were
less of a problem to microbusinesses, and firm size was related to how
much of a problem it was to find, train, and retain good employees. This is-
sue was not nearly as troublesome for firms with fewer than five employees
as for larger businesses, perhaps reflecting that smaller firms rely more on
family members as workers thus eliminating some recruitment and reten-
tion difficulties.
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Table 10.2. Top Ten Problems of Microbusiness Owners

Cost of Health Insurance

Cost and Availability of Liability Insurance
Cost of Energy

Federal Taxes

Property Taxes

Cash Flow

State Taxes

N Ok~

Unreasonable Government Regulations
Poor Earnings

©

10. Cost of Supplies/Inventory
Source: Phillips 2004

The smaller the business, the more likely they are to report problems
staying current with the market, meeting the competition from larger busi-
nesses, and dealing with pricing issues. Microbusinesses also struggled
more with seasonal sales. It is interesting that microbusinesses had less con-
cern with low employee productivity. Although not of great concern, the
study also found that obtaining information is difficult for microbusiness
owners. The owners were affected by anticompetitive practices, interest
rates, and earning a living wage (Phillips 2004).

A recent issue of Entrepreneur magazine reported three of the top five con-
cerns of small business owners as developing new products or services, ex-
panding to other markets inside of the United States, and cutting costs.
Three wild card factors they saw for the immediate future included in-
creased competition, rising health-care costs, and new government regula-
tions (Henricks 2007). Supporting this article is a study done by Walstad
and Kourilsky (1996) of existing small business owners reporting that gov-
ernment regulations, financing, controlling costs, competition, and devel-
oping sales were the greatest challenges faced by small business owners.

From a slightly different perspective, a review of small business manage-
ment texts discloses what professional authors consider major areas of con-
cern for microbusiness owners. Two texts, Homemade Money by Brabec
(1994) and Business Savvy for Today’s New Entrepreneur by Burns and Mc-
Cullough (2001), although written for general small business owners, are
closest to assisting the microbusiness market. The emphasis of these books
are similar to other small business management guides such as the Kauf-
man Foundation’s (2001) Planning and Growing a Business Venture. All of
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these authors focus on market assessment and development, business plan-
ning, business structure, budgeting, and financial statements and control.

Two final issues faced by microbusiness owners—globalization and
e-commerce—have not yet been discussed, and both relate to each other
and often to marketing. Muske and Woods (2004) note that most own-
ers look only to expanding sales within 50 miles of their current busi-
ness location. Less than 5 percent of survey respondents reported con-
sidering international sales. Similarly, Chamberlain (2004) with NFIB
found that microbusiness owners made 90 percent of their sales within
the United States, and only 5 percent regularly marketed outside the
United States.

Globalization has a second side, namely purchasing goods and services
from international sources. Chamberlain (2004) noted that only 17 percent
of microbusiness owners had tapped the global market as suppliers, and the
percentage of their total purchases represented by international trade was
negligible.

Microbusinesses may not be as active in the global marketplace for sev-
eral reasons, starting with use of technology. Only 74 percent reported In-
ternet access, and less than one-half of the microbusinesses had Websites.
Nearly 90 percent of other small businesses had access to the Internet and
70 percent had a Website. The inactivity with respect to globalization also
comes from lack of expertise in exporting (more than half reported this sit-
uation) and with finding advisors to help (Dennis 2005). It may also be the
result of a lack of local technical expertise in the area.

TYPES AND SOURCES OF ASSISTANCE

Types of Assistance

So what type of assistance should be provided, and how, if a community
desires the development, growth, and prosperity of its microbusiness eco-
nomic segment? A note of caution must be offered regarding the self-
reporting of assistance needed. Barkley (2003) noted that businesses re-
spond strategically to surveys. What business owners report as needs do
not, at times, come through as issues in an econometric study (Walzer
2007). Yet self-reporting still provides the best insight into the needs of the
microbusiness owners. When blended with additional data provided by
individuals working and supporting this group some common issues arise.

This section offers insights into commonly requested types of assistance.
Business owners report that they need help in areas of cash flow manage-
ment, a variety of marketing needs, and personal. Government red tape and
taxes also seem high on the list of requested needs.
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As noted already, another typical request by start-ups, which is supported
by research (Audretsch and Keibach 2004), is a need for capital and/or fi-
nancial assistance. Although research suggests that many firms successfully
start with only minimal capital, this identified request has several possible
underlying reasons. First, although able to start with funds the owner has
available, additional capital may enhance the speed of the start-up process
as well as allow it to take advantage of opportunities that come along soon
in its development cycle.

Second, the financial need may not be for money per se but for assistance
in developing a financial management system and then in the analysis of
reports generated by such a system. Efforts to connect financial manage-
ment assistance and experts from local, state, and federal tax agencies can
facilitate better business decisions.

Finally, a third reason for financial start-up assistance may come not as
much from the business itself but from the individual and his or her fam-
ily. If the owner has quit a job to start the business, it is the family that may
have the financial needs. Certainly one way to minimize this is to have fam-
ily members keep working, even if only to retain medical insurance. Re-
search has found that family businesses often intermingle money between
the business and the family. Thus the need may be more personal than fam-
ily (Haynes et al. 1999).

Another often identified need is in the broad area of marketing assis-
tance. Again, this request can take many forms. It may represent help with
a market analysis. Programs exist that provide guidelines for building a
business plan, including a market analysis segment (FastTrac 2006). Recent
efforts have focused on aid to help business owners locate market data for
analysis. With the increasing availability and user-friendliness of the Inter-
net, such information can today be readily found and manipulated using
Web-based sources. At a 2006 conference, the Oklahoma Cooperative Ex-
tension Service identified sources of useful Web-based information and
then showed how each source can manipulate the data to more closely fit a
business owners’ needs. The Internet represents a wealth of information,
and the educational program provided suggestions for “best” or vetted Web-
sites and then offered help in adding value to the data found at each site
(Barta, Muske, and Woods 2006).

Businesses and communities are always seeking opportunities in local
markets. Businesses want to know what new products could be offered to
an existing market or what market segments are untapped. Communities
are interested in identifying the types of potential businesses that might
be added to the area. When businesses and communities assess opportu-
nities, they usually ask basic questions such as “What businesses are miss-
ing?” “Where are local consumers shopping and why?” and “Are there po-
tential market opportunities that might be considered by entrepreneurs?”
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These questions can often be addressed with specific types of market
analysis.

Retail trade analysis uses Census data and community-specific sales tax
data to analyze markets. This type of analysis is often called gap analysis and
is offered by consulting firms and groups such as the Cooperative Extension
Service (Barta and Woods 2001). Local businesses use this type of market
analysis to identify potential opportunities. Communities use the same in-
formation to build local support for entrepreneurial and small business ef-
forts.

Additional market analyses may also be useful. The gap described above
in Barta and Woods (2001) often relies on secondary data such as popula-
tion from the U.S. Bureau of Census or sales tax data provided by a state
agency. Often, primary data is useful for a local market analysis. Surveys of
local residents can be organized and conducted.

Another method to gather information may involve convening focus
groups, representing audiences like homeowners, young people, or ethnic
groups, to collect data. The key to reliable and useful results in both these
and other primary data collection methods is careful survey design,
methodology, and data analysis. These primary survey efforts have proven
to be useful market analysis tools for businesses and communities (Fisher
and Woods 1987).

Marketing techniques including product packaging and visual merchan-
dising are included in the request for assistance. Visual merchandising can
be for the product itself as well as for the overall effect of the store. One in-
novative effort involves a visual merchandising class offered at Oklahoma
State University. Student teams work with the owners of main street busi-
nesses in rural communities. These firms have requested assistance in im-
proving some aspect of visual merchandising, from window displays to in-
store displays to store arrangement. The students receive a real-world
experience, and the firms receive valuable assistance and expertise in visual
merchandising techniques (Muske, Jin, and Yu 2004). Related to this is a
visual merchandising educational program that merchants might desire.

The visual merchandising program was in response to a rural community
request for help for its main street merchants to attract more of the nearly
two million visitors that visited a national recreation area on the edge of
town. The effort, an example of the Kellogg Foundation's (2004) report en-
couraging the “engaged institution,” has since become a regular class of-
fered each semester. Except for a small amount of seed money, the program
has become self-sufficient. Information on how the program might be du-
plicated has been provided to other states.

Yet visual merchandising can represent more than just the appearance of
one store. It also covers how the community presents itself to visitors as well
as to local residents. Such efforts can be enhanced through programs such
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as Main Street which work to improve the overall atmosphere and look of a
community.

Community marketing though is more than just how things look. Effec-
tive marketing also includes customer service. Quality customer service can
often overcome other limitations such as selection or convenience. Front-
line employees can “make or break” a business, and no amount of financial
planning can overcome rude or ineffective employees. The Oklahoma
PRIDE program has been a successful training effort for front-line employ-
ees of rural businesses (Woods, Selk, and Rash 1997). The program (Pro-
ducing Resourceful Informed Devoted Employees) includes a “train the
trainer” format, so local community groups can launch a PRIDE effort.
Firms benefit by having employees who not only understand that they need
to be friendly, but also that they should know the firm’s policies and goals.

A related tool often used by communities is a secret visitor program de-
signed to capture the experiences and perceptions of visitors. An individ-
ual(s) drives through town, shops in local stores, and asks for directions or
information. The experience is recorded, sometimes with pictures, and
shared during a debriefing with local merchants and organizations. This is
a community-wide variation of a secret shopper program. In this approach,
businesses are visited and evaluated on criteria such as product, service, and
accessibility. Also, communities should recognize a need for community-
wide and regional efforts designed to attract visitors. For examples of these
types of programs, visit the University of Illinois Website materials on Com-
munity Swap (University of Illinois, Community Development Toolbox
2006).

Finally, community marketing can include the events and attractions in a
community and how it advertises them to others. The key in these market-
ing pieces is that all parts must work together. Usually no one single mar-
keting element will make a successful microbusiness. To paraphrase Jay
Levinson’s book, Guerilla Marketing (1998), marketing is everything you do.

There remains however an important limiting factor on what all of these
marketing efforts can achieve. As noted by Muske and Woods (2004), mi-
crobusinesses tend to focus only on the local market. This was especially
true for businesses that already depended upon local sales. Expansion for
30 percent of owners depending on local sales meant now reaching out to
the town next door. If they have not done that in the past, such a move rep-
resents a step in the right direction and should be encouraged. However,
when marketing is identified as a need, another possible response would be
to work with an owner to take his or her product or service statewide,
nationwide or even worldwide.

The competitive environment for many of today’s businesses is evolving.
They may not recognize it but most are part of the global economy. Mi-
crobusinesses must consider market access via the World Wide Web as a
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possibility. Certainly, their competitors are doing so. Businesses in rural ar-
eas not only need an adequate technological infrastructure, but they need
the training and capacity to effectively use the technology.

One recent effort to enhance educational efforts for rural businesses re-
garding e-commerce is a national demonstration project led by the South-
ern Rural Development Center (SRDC) (2006). The project is funded by the
Cooperative State Research, Education, and Extension Service (CREES) and
focuses on cataloging current and emerging e-commerce educational prod-
ucts and investing in the development of needed curricula through cooper-
ating Land Grant University faculty.

Currently, faculty teams are developing curricula to aid in education re-
lated to e-commerce. Topics include experiential strategies for Web-based
marketing, use of the Internet by farm business owners, marketing for gro-
cers and food retailers, promoting an e-commerce niche for rural artisans,
and assistance targeted to help rural communities become digitally con-
nected. In most cases, the modules will include PowerPoint slides, instructor
guides, and resource tools for instruction. The intent is to enhance the
development and delivery of e-commerce educational activities for rural
America. The Website (http://srdc.msstate.edu/ecommerce/index.html)
provides more detail on this project.

Another support effort may simply involve helping local business owners
and communities with basic Web and e-commerce skills. The SRDC and
Cooperative Extension Service together provided a national workshop to
teach local assistance providers basic e-commerce skills. The workshop, En-
trepreneurship and E-Commerce, focused on the building blocks of entrepre-
neurship and discussed barriers and market opportunities for small and ru-
ral communities. The workshop was led by a group of extension educators
from around the United States. The first segment of the weeklong workshop
focused on tools and programs to assist potential and emerging entrepre-
neurs. Later sessions focused on e-commerce topics, including marketing
strategies, Website design, and use of search engines. In a computer setting,
participants participated in hands-on applications, training modules, and
Internet techniques. (For additional information, see the SRDC Website.)

In addition, many organizations such as the Cooperative Extension Ser-
vice provide hands-on courses in Website development. The University of
Nebraska initiative (Technologies across Nebraska) is one example, and the
Access E-Commerce training Website developed by the University of Min-
nesota is another.

Finally, a complete support program for business owners must include
helping them develop their own networks. Many times, questions or needs
of business owners can be most quickly and easily answered through an
owner’s contacts. Local Chambers of Commerce and/or economic develop-
ment groups should encourage members to join. In addition, efforts should
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be made to establish informal networks where owners can meet and discuss
issues.

Sources of Assistance

Listing types of assistance represents only part of the solution. The sec-
ond part involves how to offer such assistance. Perhaps some of the most
helpful suggestions come from work with microbusiness development in
the United Kingdom. In that research, Devins (1999) identified that
businesses benefited from a one-stop shop for business assistance. Also
when requesting help, Devins further identified that the assistance given
must not be off-the-shelf, but a customer-led approach designed to meet
business’ needs. This idea does not necessarily meet business requests. A
typical question from microbusiness owners is where do they turn for
help. The answer they received is not one source but many providers do-
ing multiple tasks and covering different geographical areas. This in no
way says that the help provided is not or cannot be effective; rather the
issue is to find it, then identify the best source of response for each po-
tential problem facing an owner, and then putting the pieces together
(Kayne 1999).

Following are several examples of potential sources for assistance found
in most states. Local communities may have other agencies or resources to
add to this list:

Local Cooperative Extension Offices
Chambers of Commerce

Colleges and Universities

Small Business Development Centers
Service Corp of Retired Executive sites
Vocational and Technical Centers

State Department of Commerce

Local incubators

Rural Development groups and agencies
Local elected officials

Investment capital sources

Inventors Assistance groups

State Planning Districts

Certified Development Agencies

Local community development groups
Secretary of State Offices

State Tax and Permitting Agencies
Health Departments
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THE COMMUNITY ROLE
IN ENTREPRENEURIAL DEVELOPMENT

Local businesses and entrepreneurs do not operate apart from the rest of the
environment. If they are fortunate, they operate in communities that strive
to offer a nurturing environment for potential and existing entrepreneurs
(see Hustedde, chapter 3). Such communities act entrepreneurially both in
their efforts to help and support business owners and in their efforts to see
the macrocommunity from an entrepreneurial perspective. Communities
have unique resources and assets that can be categorized into specific areas,
including natural, institutional, financial, and human (Woods and Sanders
1989). Successful communities, like successful entrepreneurs or businesses,
combine these resources to achieve profitable and positive goals.

One of the first tasks for a community is to identify what each support
entity can add to the economic development plan. Many support organiza-
tions tend to operate with a “silo” philosophy and basically offer a specific
set of resources on a continual basis. There may be little, or no, recognition
often by the agency of alternative resources, approaches or delivery meth-
ods. In fact, there is often no interest in coordination, cooperation, or com-
munication and even an unawareness of other resources.

Second, there typically is no follow-up to determine if the person seeking
help went to the recommended agency or whether any assistance provided
was of any help (see Lyons, chapter 6). Another operational mode found
among support agencies is a one-size-fits-all approach. With this method,
the agency offers somewhat broader support than that offered by a “silo”
but the services the business owner receives are the same whether they are
a product or service business, already in business or thinking about starting,
big or small, or other criteria.

A third approach to providing business support is the group education
model. Here a series of courses are given to groups. Individualized support
is minimal, that which occurs may be during the coffee break. Each of these
approaches do not usually meet the needs of microbusinesses.

The best community strategy is to remove barriers, whether a sole set of
resources, a one-size-fits-all approach, or a group education process. The
community can either work with the support groups to expand their offer-
ings or tailor a program to best support specific business owners. Most
likely, the final result will be a blend of all of these methods and will prob-
ably include all of the support agencies. What differs is how each agency is
brought into the mix. Often a community can find the agencies, determine
what each offers, build a database of available support, and then track busi-
ness owners to make sure they receive what they need and that it has an-
swered their question(s).
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The next challenge facing specific communities becomes what to capital-
ize on—what resources are most valuable, rare, and nonsubstitutable
(Dollinger 1995). Then, a community must decide how to best use these fi-
nite resources. Finally, a community may want to identify the best steps to
increasing current resources or developing new resources. Emery, Fey, and
Flora (2006) provide an excellent example of this approach using commu-
nity capital endowments. They offer a methodology complete with work-
sheets for community action as a part of the Community Development So-
ciety CD Practice Series.

Natural resources in a community include assets such as land, water,
mountains, and other nature-based amenities. These are resources over
which few communities have control—either they exist or they do not. Of
course, recognizing the natural resources, preserving and enhancing them,
and using them effectively are a key to success and often require out-of-the-
box thinking.

Institutional resources, on the other hand, are created and include or-
ganizations such as local government, schools, and civic groups which
form the structure for commerce, development, and civic/cultural interac-
tion. They provide the “playing field” for programs to work in a commu-
nity. Other institutional resources in a community include various fairs
and events that attract others. Finally, institutional resources can include
local cultural and historical elements that can offer entrepreneurial oppor-
tunities.

Financial resources are another key ingredient for local community
growth. Capital is required for both firm and community development.
Businesses look to both family and private/public sources of funds. Com-
munities look to residents and higher levels of government. Increasingly,
communities willing to invest in themselves, rather than rely on outside
help, are seen as successful examples of community building.

Finally, human resources are also a key building block for local commu-
nity efforts. Just as with individual firms, communities are often con-
strained by the amount and quality of labor available locally. Businesses
require different labor skill sets, and all communities are not equally en-
dowed. Not only might a business need help with human resources in
terms of labor but many times could also benefit from a local coach or
mentor. Such a person can gather information/resources and where to find
it. Lichtenstein and Lyons (2001), note that such assistance must be ongo-
ing and in-depth with people who can help owners identify the issue and
obtain the right help.

These resource sets may help when considering policy options for growth
and development. For instance, if a community lacks specific institutions or
identifies a need for a specific type of capital, then local policies may ad-
dress the need. Research on local policy development has found that it con-
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tributes to successful business and community development and, to be
most effective, should be customer-focused (Devins 1999). If local labor
needs require educational investment or redirection, then a community can
take action. The community has at least two options for action: (1) address
the resource need locally or (2) look externally for assistance.

Successful entrepreneurs are often seen to be reasonable risk-takers
(Brabec 1994). Entrepreneurs see an idea and assemble the appropriate re-
sources to take advantage of an opportunity. Successful communities may
behave in a similar manner. These entrepreneurial communities will iden-
tify a potential opportunity and pull the appropriate resources together to
seize that opportunity.

The set of four resources discussed above (natural, institutional, finan-
cial, and human) represent the ingredients available (Emery, Fey, and Flora
2006). Successful communities, like successful entrepreneurs, are innova-
tive and reasonable risk-takers in utilizing these resources to full advantage.

There are many recent examples of rural communities that have both
nurtured potential entrepreneurs and behaved entrepreneurially as a com-
munity (Barta et al. 2006). Greer County, Oklahoma, in the southwest
quadrant of the state, organized a countywide planning effort to identify lo-
cal assets and used the Mainstreet Program to revitalize the county seat.

Wagoner County in northeastern Oklahoma formed a medical board and
has successfully obtained grant funds to provide a medical center. Early suc-
cesses with the medical board convinced local leaders in Wagoner County
that they could succeed in economic development as well, and a county-
wide economic development trust has been successfully implemented. The
trust has partnered with the private sector to expand port facilities on the
Kerr-McCellan Navigation System and create jobs.

Another county in northwestern Oklahoma, Alfalfa, decided to build on
the rich natural resource base and is marketing agritourism experiences. It
has a rich agricultural tradition and abundant natural resources. Local lead-
ers are utilizing video and other marketing techniques to describe the bird
watching, hiking, and other outdoor opportunities. Lessons learned from
all these local examples include the following: (1) form partnerships when-
ever possible and think regionally; (2) do not give up because success some-
times takes time; (3) be aware of all the resources and build on assets; and
(4) have a plan so the entire community will know what is happening.

These successful communities have a willingness to take reasonable risks
and a strong desire to assess the market to see what will work in the current
environment. They also aggressively seek assistance from all possible
sources and build partnerships to achieve their goals. These traits and ac-
tions seem very similar to those used by successful firm-level entrepreneurs.

So how does a community make all of this happen? Many of the programs
and needs identified earlier can initially be addressed with an educational
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program. The groups listed and the concerns identified can all be ad-
dressed initially by bringing microbusiness owners to the table to discuss
their issues.

When looking more broadly at a community’s economic development
strategy, however, a key element involves developing a constant flow of new
entrepreneurs. Again, entrepreneurship education is what can make that
happen. Individuals are interested in “being their own boss.” The goal is to
encourage them to take the first step and to do it successfully. This means
helping individuals determine whether entrepreneurship is right for them.
It is not a question of whether they have the right traits to be entrepreneurs;
rather, whether it is the right time for them to start a business. Entrepre-
neurship education also helps them find and evaluate business opportuni-
ties (Gerena 2005).

General entrepreneurship education development programs should
begin with youth programs such as Be the e: Entrepreneurship, a 4-H pro-
gram, or Mini Society, a program from the Kauffman Foundation’s Cen-
ter for Entrepreneurial Leadership. Students should continue to hear the
entrepreneurial message through high school and college (Muske and
Stanforth 2000). Later, entrepreneurial programs such as Putting It All To-
gether: Micro and Homebased Businesses from the Oklahoma Cooperative
Extension Service or FastTrac from the Kauffman Foundation continue
the encouragement of developing one’s dream. There also is a need for
specific programs on issues such as marketing or opportunities such as
Basic Training offered by the Food and Agricultural Products Center at
Oklahoma State University for people interested in food-based busi-
nesses.

Several taxonomies exist that categorize entrepreneurs into a variety of
types. One such taxonomy, developed by the Kellogg Foundation (2004),
classifies individuals into groups of aspiring, survival, lifestyle, growth, se-
rial, and social entrepreneurs (Dabson, chapter 2). For the overall benefit of
the community, and the type of business developed is not the issue, a
broad-based economic development strategy promoting all types of entre-
preneurs is key. Each entrepreneur is a piece to a growing and thriving eco-
nomic engine. Aspiring entrepreneurs are just that—individuals who per-
haps have an idea and would like to take the leap. Survival entrepreneurs
are those in business to survive or subsist. Lifestyle entrepreneurs choose a
business option to support a quality of life or other choice that suits them.
Growth entrepreneurs focus on income or sales and are the more aggressive
type of entrepreneur. Serial entrepreneurs like to bring a concept to the mar-
ket, build the business, and then move on to the next entrepreneurial ac-
tivity. Perhaps they thrive on the risk and the “rush” of launching a new
venture. Even social entrepreneurs add to a community’s resource base as
they work in the social or volunteer sectors using entrepreneurial skills to
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promote and pursue social goals in nonprofit and volunteer sectors that are
part of all strong communities.

The goal is locating and developing the entrepreneurial talent that can then
become successful microbusiness owners (Markley and Macke 2003). It is
what this entire group offers to the economic growth possibilities in a com-
munity that is important. In The New Architecture of Rural Prosperity (Clin-
ton et al. 2005), the Southern Growth Policies Board identifies the need for
communities to create new businesses, retain and expand existing as well as
recruit new businesses.

CONCLUSION

The concepts and examples presented in this chapter provide strong sup-
port to encourage a community to see microbusiness development as a re-
quired element in any local economic or community development plan.
Microbusinesses often are the “mom and pop” or main street stores that
form the fabric binding a community together. Not only are they crucial in
the sense of providing needed goods and services, but the people who own
and work in these businesses represent the human capital needed for future
growth. They are often the “movers and shakers” of community growth.

This chapter offers ideas regarding the needs of microbusiness owners as
well as some programs that one agency in one state has used in supporting
development work. The list is by no means exhaustive of what might be of-
fered in a community to microbusiness owners or to the community itself
as it seeks to establish a nurturing environment for local businesses as an
opportunistic community. Being such a community builds on itself because
each new idea, new program, or new business encourages others to think
broadly. Examples of such opportunistic thinking and the tools that then
transform such opportunities into action can be found in the rest of this
book, from other service providers in the state, and from service providers
across the nation.
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Energizing Entrepreneurs:
Lessons from the Field

Don Macke

Rural America represents a diverse collection of landscapes, societies, and com-
munities. This diversity is reflected in economic and social realities that vary
widely as do the opportunities for development through entrepreneurial-
based strategies (Macke and Markley 2005). In 1999, with support from the
Ewing Marion Kauffman Foundation,! the Rural Policy Research Institute?
(RUPRI), and others,? a team was assembled to explore possible roles of en-
trepreneurship in rural America. During a three-year period from 2000 into
2003, the researchers* traveled more than one million miles throughout
North America exploring numerous landscapes ranging from the Olympic
Peninsula in Washington to Downeast Maine, into rural Georgia, through-
out the Great Plains, and many other rural regions.

The research approach was simple and direct—to find those rural places
that were prospering and had a reputation for innovative rural develop-
ment. Literally hundreds of communities were visited, and several thou-
sand rural residents, including civic leaders, entrepreneurs, and resource
providers, were interviewed. The investigations gathered major insights into
why these places were doing so well and the kinds of development ap-
proaches that were making a difference.

This chapter summarizes the field work and offers insights to help com-
munities or regions achieve greater development success through entre-
preneurship. The findings are organized into three sections. In the first sec-
tion, “Keys to Success and Failure,” core learning from the field studies and
exploration of entrepreneurial support systems in rural America is shared.
The second section, “Models of Practice,” reviews information on both
long-standing and emerging entrepreneurial development systems. The
final section, “Community Resources,” provides an outline of additional

211



212 Don Macke

information and helpful resources to assist practitioners interested in start-
ing entrepreneurship programs.

KEYS TO SUCCESS AND FAILURE

Defining success relative to failure is usually subjective at best. For commu-
nities in Nebraska’s rural Sandhills Region, success is defined as sufficient
population growth to sustain local schools, churches, and a main street.
Most residents in this cattle ranching region would oppose too much de-
velopment as counter to their desire for a certain type of rural life.

In southeast Georgia, the definition changes, with communities seek-
ing to sustain growth through expanded investment and job creation. Be-
cause success and failure are defined locally in varied ways, community
vitality as defined by the Aspen Institute (1996) is often used as an indi-
cator of whether a rural place or region is doing well or not. The Aspen
Institute’s definition of community vitality embraces multiple indicators
that a community or region can adopt to create a comprehensive and op-
erational definition of progress. For example, a community may adopt
wealth creation across class lines as a bottom line economic develop-
ment outcome and treat job creation as an intermediate metric. The
value of the Aspen Institute approach is that it provides a framework for
communities to develop their own system of outcome goal setting and
measurement.

The current research did not focus on macro indicators of economic per-
formance; rather, it seriously examined development strategies where local
residents and entrepreneurs felt they were succeeding because of the strate-
gies employed. The project continually interviewed local residents, espe-
cially local entrepreneurs. This process, by visiting and studying multiple,
different landscapes, reached an important insight, namely that the prac-
tice, not the form, of the strategy matters.

Many forms of entrepreneurial support were studied, including the fol-
lowing:

Incubators

Entrepreneurial Training Programs

Capital Access Strategies

Small Business Development Centers
Coaching and Facilitation

Project Based Development

Business Retention and Expansion Programs
Microenterprise Strategies



Energizing Entrepreneurs: Lessons from the Field 213

Success and failure, and everything in between, were found in each of
these forms of entrepreneurial support. No clear pattern of when one strat-
egy or approach achieved greater impact over another was uncovered. What
was found within all of these forms of entrepreneurial support, however, is
a set of practices that resulted in energizing entrepreneurial talent and in
stimulating development. Many attributes of these practices have been doc-
umented previously (Macke and Markley 2004). The overarching and five
most important attributes of successful practices will be discussed next:

A focus on entrepreneurs, not businesses

The right geography, capitalization and strategy

Use of the right approaches

Use of business services

A systems approach—performance driven and accountable

hANER ol B

Entrepreneurs

A majority of successful efforts are more about people development than
business development. Businesses are the means to an end while entrepre-
neurs are the key creative force. The implications of this orientation are im-
portant. Addressing the technical issues of business creation, development,
and growth is not enough to ensure success. More importantly, helping in-
dividuals and their teams acquire the knowledge, skills, and attitudes essen-
tial for business creation and development becomes a primary focus. This
view is similar to America’s embrace of a liberal arts education. Educating
people broadly and helping them learn to think will place them in a stronger
position to thrive through life’s many challenges and opportunities.

The same is true with investing in the entrepreneur as a person. The atti-
tude, aptitude, and networks of entrepreneurs will allow them to find the
best possible answers for business success. The challenge is not helping the
entrepreneur find the right marketing strategy; rather, it is helping an en-
trepreneur become good at finding the right marketing strategy today, to-
morrow, and in the years ahead given changes in the marketplace.

Geography, Capitalization, and Strategy

Helping entrepreneurs requires relationship building and a one-on-one
connectivity. Entrepreneurial development does not work well in a mass
produced or supported approach. Effective statewide support systems were
studied that reaped limited results because they lacked these relationships.
Instead, they focused on technical needs like capital and business planning
and failed to address the human and creative needs of entrepreneurs.
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The realities of following the wrong approach play out in many ways. Us-
ing the correct geographic area that can be served at a human scale proves
to be very important. The right geography is subjective but does have im-
portant boundaries. It must be an area where the support system can create
a one-on-one relationship with entrepreneurs but large enough to allow ro-
bust resources and entrepreneurial networks to emerge and grow. Creating
these kinds of human resource intensive systems demands adequate pro-
gram capital with a strategy that can effectively manage resources at a per-
sonal level over a regional landscape.

Right Approaches

Since most economic development is funded directly or indirectly by lo-
cal, state, or federal governments, tight fiscal times demand efficiency and
effectiveness. Such demands have moved many public programs away from
individual help to group assistance or mass approaches using Web-based re-
sources. Many of these programs and resources have good track records, but
they perform better with that one-on-one element. Interviews with success-
ful entrepreneurial approaches found that entrepreneurial networks, men-
toring, peer groups, small groups, and customized assistance work best. In
these environments, the full needs of entrepreneurs can be more readily
identified and addressed.

In addition, those programs with the greatest impact understood the im-
plications of a human development, rather than a strictly business devel-
opment, approach. More personal support issues such as life balance, goal
clarification, and preference management (e.g., the entrepreneur wants to
produce but not manage finances) can be addressed more effectively; how-
ever, as with education or healthcare programs, these kinds of entrepre-
neurial development systems are expensive and difficult to build and sus-
tain.

Business Services

Some policymakers might argue that most economic progress occurs out-
side of development programs, which are housed mainly in the private sec-
tor. The availability and level of private business services differs widely in
rural and urban areas, and these services can be important in local eco-
nomic development. Urban areas have a rich environment of private busi-
ness services, ranging from basic (e.g., help with taxes) to sophisticated
(e.g., patent attorneys).

Most rural areas, on the other hand, may offer some basic services, but
sophisticated business services are usually only located in urban centers.
Not only is access an issue, but there is a cultural barrier as well. Most rural
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entrepreneurs are not familiar with these services, do not know how to ac-
cess them, or do not know the rules of engagement (e.g., fee for services).
The RUPRI study found that places with successful strategies worked hard
to connect and graduate entrepreneurs into the world of private business
services. Successful locations had built regional business service networks
and created an understanding of, and pathways to, external and more so-
phisticated resources. They brokered and connected entrepreneurs to the
right services, both public and private, at a fair price and at the right time.

A Systems Approach

Creating and growing a venture is a challenge and it truly takes a system
to grow an entrepreneur. Meeting the needs of entrepreneurs with different
types and levels of entrepreneurial talent requires a support system that can
easily connect entrepreneurs to the resources needed on a real time basis
(see Lyons, Lichtenstein, and Kutzhanova, chapter 6). That means, provid-
ing access to resources and support when crises arise, whether at night or on
the weekends. It also means connecting and coordinating service providers
so that entrepreneurs can access appropriate services from any door to the
system, i.e., there is no wrong door.

A systems approach also recognizes that entrepreneurs exist within a
community and that a supportive policy environment is needed. The sys-
tem must include programs or activities that promote a new culture of en-
trepreneurship in the community or region, beginning with K-12 educa-
tion and extending to state and regional policymakers.

Most entrepreneurs readily admit that failures were usually their most
powerful teachers. The same can be said with entrepreneurial programs.
Programs viewed today as highly successful can share horror stories of mis-
steps, challenges, and incorrect approaches from which great learning was
realized. Many lessons were learned in the RUPRI-sponsored field research,
but five main reasons for why entrepreneurial efforts come up short were
identified:

Traditional economic development repackaged
General versus specific support

Too few resources

Limited staying power

Failure to target entrepreneurial talent
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Repackaged Development

Experiences in the field support the perception that many, if not most, ru-
ral communities and regions do not participate effectively in the economic
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development process. They do not have an adequate commitment, invest-
ment, or strategy to even have an opportunity to succeed. Most rural com-
munities engaged in economic development continue to focus on natural
resource industry preservation, tourism, and/or business attraction.

Even though many rural communities embrace the idea of entrepreneur-
ship, very few have invested adequately in this approach. For many, entre-
preneurship initiatives fail because they exist in name only with current de-
velopment efforts simply repackaged and renamed as entrepreneurship. In
reality, these efforts come up short because they do not address the critical
elements necessary for success outlined earlier.

General versus Specific Support

A repetitive theme in this chapter is that entrepreneurial development re-
quires a customized approach. Many other efforts have realized limited suc-
cess because of the general approach they employ. Often, these programs
focus on addressing a narrow set of business inputs or skills such as capital
access or business training. While these resources are part of the overall
picture, they alone are rarely sufficient to create an entrepreneurial society
and/or economy capable of moving a community or region forward eco-
nomically. By contrast, more successful programs provide real-time and
specific help to meet the critical needs of specific entrepreneurs.

Under Resourced

As noted previously, successful entrepreneurial approaches are human
and capital resource intensive. Providing customized and sophisticated real-
time assistance to hundreds of entrepreneurs on an ongoing basis requires
staff, volunteers, and dollars. Many programs, even those with a great de-
sign, are less successful because of inadequate capitalization. Some areas,
however, have overcome this obstacle. For instance, in very rural Valley
County, Nebraska (pop. 4,500), entrepreneurial programs work in part be-
cause of a staff of three, dozens of dedicated volunteers, and more than one-
half million dollars in economic development investment.>

Limited Staying Power

It is relatively easy to understand why efforts fail when they are short-
lived, and this is true of all development, but especially of entrepreneurship
programs. Since entrepreneurship is a human resource development ap-
proach, it requires consistent and long-term commitments. Even the most
respected programs such as Coastal Enterprises in Maine (www.ceimaine
.org) or the Delta Corporation (www.ecd.org) took years to refine their ap-
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proaches before realizing systemic outcomes. A three-year program is not
long enough; a generational commitment is mandatory if significant
change and progress are desired.

Failure to Target Entrepreneurial Talent

Any successful business has learned to find a competitive niche. Part of
this formula for success involves understanding the customers and doing
the best job in meeting their needs at a competitive price. The same is true
with entrepreneurial development. A key dividing line between less and
more successful programs is entrepreneurial talent segmentation. Success-
ful programs understand that an aspiring entrepreneur with no prior busi-
ness experience has very different developmental needs than an existing
business seeking to grow into a national market. Less successful entrepre-
neurship programs tend to treat all entrepreneurs the same and try to ad-
dress their needs through similar approaches. As entrepreneurial skills and
success increase, entrepreneurs require more customized and specialized as-
sistance.

Combined, these five attributes of success and five reasons for failure be-
gin to paint a picture of the core elements in cutting-edge entrepreneurial
development systems and environments. The next section describes models
of successful rural entrepreneurial development systems.

MODELS OF PRACTICE

Entrepreneurship is part of our American heritage, with Ben Franklin serv-
ing as a model entrepreneur at the time of the American Revolution. De-
spite this legacy and history, focused and intentional entrepreneurial local
economic development is relatively new. The oldest programs are only
twenty to thirty years old. This section explores five long-term programs and
five new promising initiatives. Each of these initiatives has learned the les-
sons outlined earlier in this chapter.

Long-Standing Programs

There are about two-dozen long-standing entrepreneurial development
systems in rural America that could be highlighted. Five have been selected
to illustrate important factors underlying their success. They exhibit diverse
approaches as well as different areas of the United States:

1. Kentucky Highlands Investment Corporation
2. Coastal Enterprises of Maine
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3. Northern Initiatives of Michigan
4. Sirolli’s Enterprise Facilitation
5. Economic Gardening in Colorado

Kentucky Highlands Investment Corporation

Like many of the other long-established programs, Kentucky Highlands
was created when the federal government was investing heavily in rural
America to address issues of chronic poverty and lack of economic oppor-
tunity. Located in a multicounty region of Appalachian Kentucky, Kentucky
Highlands began as a capital access strategy and grew into a comprehensive
entrepreneurial development system. Over time, it was discovered that cre-
ating access to capital was not enough; intensive one-on-one work with en-
trepreneurs was essential.

Kentucky Highlands also assumed the role of a regional development
corporation, addressing the issues of community culture and attitude to-
ward business development. It helped to create other initiatives (e.g., mi-
croenterprise programs) that collectively created a continuum of develop-
ment support for start-ups to high-growth entrepreneurs (Markley and
Barkley 2003).

The Center for Rural Entrepreneurship’s case study of Kentucky High-
lands documents the collection of subsidiaries, programs, and strategies
that have been created over time. The organizational chart with its many re-
lated elements looks complicated and reflects significant evolutionary so-
phistication. Kentucky Highlands is resourceful in connecting with avail-
able private and public resources and programs that can address specific
needs of the entrepreneurs within their portfolio. The staff of Kentucky
Highlands not only know how to “do” business deals, but they are able to
(and do) take over and manage a company in which they are investing. The
challenge for Kentucky Highlands in this time of declining state and federal
economic development program resources will be to find new sources of
funding to sustain program needs.

Coastal Enterprises of Maine

Coastal Enterprises Inc. (CEI) of Downeast Maine recently celebrated
twenty-five years of success. It started as an antipoverty development agency
and continues to support a broad mission, ranging from childcare facilities
to commercial development. CEI, matching the economy and society of ru-
ral Maine, also undertook cutting-edge work in agriculture, fisheries,
forestry, and other sectors central to the Maine economy.

CEI is also a leader in microenterprise development crafting, some of
America’s cutting-edge microcapital programs, including training resources.
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These strategies addressed entrepreneurial needs at the start-up and early
stage business end of the continuum. This focus and accomplishment in the
microlending and training arena reflect Maine’s tradition of self-employ-
ment.

CEI has moved beyond microlending to address the capital, human, and
technical needs of existing and expanding entrepreneurial businesses. Their
employment of state and federal capital programs link investment and tech-
nical resources to these ventures. With the exception of the far north, the
Western Mountains of Maine are economically distressed and very rural.
There is a sense of being disconnected from the state and the growth cen-
ters of the Bangor/Portland Corridor and the Downeast Coastal communi-
ties. CEI, partnering with existing western Maine development organiza-
tions, created a field presence in western Maine to extend credit and
expertise to entrepreneurs in this rural landscape.

CEI, like Michigan’s Northern Initiatives, also pioneered sectoral or
industry-specific development strategies. Maine, as is true with many rural
states, has deep roots in natural resource industries such as fishing and
farming. CEI worked with area commercial fishing interests to establish a
fish market in Portland when the closest market was in Boston. Its other
work with timber and agricultural interests has fostered important progress
from raw commodities to emerging value-added industries.

CEI, unlike many traditional development organizations, was not ob-
sessed with job creation as its primary outcome metric. It understood Maine,
the residents, and the communities, and the need to help self-employed and
small businesses find greater economic security and higher incomes as im-
portant. Greater job creation could only come if existing enterprises were
doing better and had greater sustainability.

There are many chapters in the CEI story. An important new development
in CEI's history is its geographic reach moving beyond its home county in
Downeast Maine to western Maine and other parts of New England. CEI un-
derstands that if it is to have systemic impact, organizational scale is very
important. Today, it is extending its reach to the entire New England region
(Rowley 2003).

Northern Initiatives of Michigan

Northern Michigan, especially the fifteen counties north of the Mackinac
Bridge, is a very rural region rooted in mining, fishing, forestry, manufac-
turing, and tourism. All of these industries are undergoing profound
changes that challenge the very future of this area. Northern Initiatives (NI),
which is affiliated with Shore Bank of Chicago and the University of North-
ern Michigan, is a highly networked organization that partners widely to
achieve its mission.
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Partnerships range from work with the Nature Conservancy (ecotourism
and landscape preservation) to manufacturers. This association has bene-
fited NI in pioneering work with youth entrepreneurship, small business
development, and sectoral development. NI was one of the first rural de-
velopment organizations to embrace cluster strategies. Today, NI is a pri-
mary player, stimulating and supporting an entrepreneurial culture in
northern Michigan (Bauer 2004b).

NI provides a variety of fairly conventional development corporation ser-
vices ranging from microlending, to entrepreneurial training, to peer groups
for existing growth businesses, to near equity financing and deal develop-
ment for larger businesses. It also engages in strategic community work. For
example, through its partnership with tourism interests, it has explored how
to shift tourism in the region from high impact and low value to lower im-
pact and higher value. NI is innovative and strategic in pursuing new an-
swers to this challenged region’s need for development.

NI has also been a pioneer in youth entrepreneurship. Its long-standing
and robust engagement with schools in the region has promoted entrepre-
neurship education within school walls and access to prime time with kids.
The number of schools and kids involved highlights the impact and effec-
tiveness of NI (Bauer 2004b).

Sirolli’s Enterprise Facilitation

Ernesto Sirolli, a well-known economic development speaker in the
United States and internationally, created the Sirolli Institute and Enterprise
Facilitation (EF) as a pioneering entrepreneur-focused economic development
strategy (see www.sirolli.com). Possibly one of the best opportunities to
study how EF works is in Kansas. The RUPRI Center for Rural Entrepre-
neurship, in partnership with EntreWorks, recently completed a multiyear
evaluation of Sirolli projects in Kansas.

The State of Kansas through its Department of Commerce became inter-
ested in EF in the 1990s. The State financially seeded five multicommunity
EF projects in rural Kansas. The Sirolli Institute was retained to design, train,
and support these projects. These projects benefited from EF's latest learn-
ing and offered a great opportunity to see how EF could work in five rela-
tively different rural landscapes. The State required multicounty and com-
munity collaborations to come together as part of this pilot initiative.

Overall, one project (located in southeast Kansas) achieved especially sig-
nificant economic and social impacts. It enabled a very poor and econom-
ically distressed region to come together and stimulate development. At the
other end of the state, the Western Kansas Project struggled due to vast dis-
tances, limited entrepreneurial talent, and a decade-long drought harming
the business climate. Despite these challenges, this project stayed together
and realized important development results.
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The other three projects have achieved relatively good impacts. Com-
pared with microenterprise development and business attraction, EF has
proven to be somewhat higher in cost than microenterprise programs
(based on cost per job created) but significantly lower in cost than business
attraction incentives. The RUPRI case study provides lessons learned with
summary statistics on costs and impacts.®

The remaining key lesson to be learned from Kansas is whether these
projects survive and thrive past state funding. Over time, state funds have
declined and forced these projects to press financially strapped local re-
sources for more funding.

Colorado’s Economic Gardening

For nearly twenty years, Chris Gibbons has almost single-handedly
created a major entrepreneurial movement called Economic Garden-
ing (EG) in Littleton, Colorado, a wealthy suburb of Denver (see www
littletongov.org). The lessons learned have been adapted widely and are
taking root throughout the United States and the world. Most of the
adoption of EG has been in larger communities such as Chico, Califor-
nia, or Loveland, Colorado; however, experiences in rural areas, such as
Wyoming, clearly suggest the secrets learned can be employed even in re-
mote regions. EG is very strategic in its work with entrepreneurs, focus-
ing on market research support and helping entrepreneurs find compet-
itive niches (Bauer 2005).

The five approaches just discussed all employ practices that are central to
impacting entrepreneurial programs and all demonstrate sustainability and
capacity. They have learned over the years and have created mature strate-
gies that work and here changed local and regional economies over time. A
review of key findings from these five mini-case studies offer clues on the
keys to building a successful entrepreneurial strategy:

o All of these efforts focus on individuals or teams and their personal as
well as business needs.

e There is a clear understanding that the potential for economic devel-
opment impact is rooted in the ability of these individuals/teams to
grow, sustain, and eventually build competitive businesses.

e Most of these systems provide access to capital (Sirolli’s EF does not)
as a core way to connect to entrepreneurs and help them grow. They
also have learned that capital access alone is not enough.

e Equally important to capital access is deal polishing or the process of
taking a good idea and team and evolving it into a great idea and team.
This is a hallmark of these systems. The impact numbers being realized
by these systems are directly tied to their ability to engage entrepre-
neurs in the polishing process.
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® Most of these systems see importance in youth entrepreneurship. They
understand that youth can and do play an important role in trans-
forming culture. These initiatives represent a long view and commit-
ment to the future and realize that bottom line economic impact met-
rics come slowly from youth entrepreneurship. These systems believe,
however, that youth strategies can improve the culture for an entrepre-
neurial economy over time.

e Many of these systems engage in civic entrepreneurship. They are col-
laborative, network well, and link to strategic partnerships. Coastal En-
terprises, Inc. cannot, on its own, attract venture capital to Maine, but
it has learned how the venture markets work in Boston and how to link
deals with investors. In turn, these systems build civic capacity to sup-
port entrepreneurial development.

e All of these systems are entrepreneurial themselves. They are led by
strong entrepreneurs seeking to change their worlds. Their visions are
expansive, and they are more interested in systemic change than sim-
ply organizational survival.

® Most of the systems are very good at optimizing available public and
private resources. They aggressively explore how various programs
from community banking to the federal government’s New Markets
Tax Credits can be used to advance mission priorities.

o All of the systems understand their markets. They know the cultures
and communities where they labor. This deep knowledge allows them
to build appropriate strategies that work with area cultures.

e Finally, most of these established systems engage in policy develop-
ment and advocacy by advising public policymakers (ranging from lo-
cal to federal) on how policies and programs can be more helpful in
building entrepreneurial cultures in their landscapes.

A very positive thing is happening at the dawn of the twenty-first century.
Interest and exploration of entrepreneurial development is showing up
throughout North America and rural regions from Scotland to Western Aus-
tralia. The experience of five of these promising new entrepreneurial initia-
tives shows the breadth of these innovations.

Promising New Initiatives

Just six years ago, when the current research initiative began, very
little new entrepreneurial activity could be identified. Yes, there were
programs, organizations, and places that were experimenting, but the
field was still emerging and was poorly defined. In only a half-decade,
there has been an explosion of activity as demonstrated by five prom-
ising new initiatives that highlight this new movement in rural devel-
opment:
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Northern California

Nebraska's HomeTown Competitiveness

Georgia’s Entrepreneurial Communities

North Carolina’s Entrepreneurial Development Network
Fairfield, lowa’s Entrepreneurs Association Approach
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Northern California

A remarkable rural landscape located in Northern California is some-
times referred to as Redwood Country or the Lost Coast. It is rugged, beau-
tiful, and isolated, with industries such as timber in decline and with eco-
nomic restructuring a significant challenge. In Humboldt County, a group
of partners, including the Humboldt Area Community Foundation, has
come together to build an entrepreneurial economy and society. They are
realizing very interesting successes. Now, this effort is branching out to in-
clude other communities in this region, with new partners, including Hum-
boldt State University, the College of the Redwoods, local development
groups, and local governments.”

The core strategy focuses on specific industries, such as timber, agricul-
ture, or business services, and the coalition has taken the time to learn from
and engage leaders in these industries. This learning process has brought
deeper insight and relationships. The coalition, rooted in this knowledge, is
working to build resources to address the needs of these industries and the
businesses within them. Issues of capital access, a trained workforce, infra-
structure, marketing, and branding are all part of the package being devel-
oped in this remote landscape in Northern California.

Nebraska's HomeTown Competitiveness

The Northern Great Plains, a land of small farming communities, has
been in demographic retreat since the 1930s and the Great Depression. Ne-
braska, for example, has 365 communities with an average size of approxi-
mately 350 residents.

HomeTown Competitiveness (HTC) was created to support sustainable,
appropriate, and entrepreneurial development in communities and re-
gions like those in the Northern Great Plains Region. HTC focuses on
helping communities build core development capacity (i.e., leadership,
financial resources, youth, and entrepreneurship). Started in 2000, HTC
now has a positive track record in partner communities in Nebraska, Mis-
souri, and Kansas.® The number of communities embracing and investing
in HTC continues to grow, and bottom line results from one of the early
adopting communities, Valley County, Nebraska, sheds light on the types
of outcomes being realized. Figure 11.1 is from Valley County’s recent de-
velopment reports.
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Accomplishments 2000-2006

Business Recruitment and Development

. Recruitment of Val-E-Ethanol, LLC in 2005

. 35 FTEs — payroll of $1.4 million annually

. Additional 73 secondary jobs created

. $1.2 million increase in retail sales annually

. $500,000 in personal property taxes in 1st year

. Increase in corn price for local farmers
To help service the anticipated increase in truck traffic Trotter Truck & Tire now open.
Arby’s and Trotters Whoa & Go scheduled to open in July—50 employees.

Recruitment of Timberline Total Solutions in 2002. From 2002-2005, TTS paid more than $4.7
million in total payroll. Each year since it has opened, college students return and reunite with
the community. In summer of 2005, 20 high school and college students employed.

Business Retention & Expansion visits in 2005 showed 20 PT and 2 FT positions were added from
January-May. Capital Investment—21,400 square feet of business expansion.

Two new full-service banks added—Pathway Bank opened 2005 and BankFirst expanded to new
location 2006.

Sales Tax Loans
14 Loans totaling $658,157 with 46 New and 31Retained Employees

Sales Tax | oans Loan Amt # of Employees

2003-01 $ 40,000 3 New

2003-02 200,000 14 New

2003-03 62,000 6 Retained

2004-02 17,500 9 Retained

2005-01 50,000 18 New

2005-02 30,000 2 Retained

2005-03 40,000 1 New, 4 Retained

2005-04 16,720 5 New

2005-05 (2 loans) 100,000 1 New, 8 Retained

2006-01 70.000 2 New, 1 Retained
Total $626,220

Re-Use Loans 6,500 1 New, 1 Retained

2004-01

2004-02 20,000 (See above)

2004-03 5437 1 New

Total $ 31,937

Figure 11.1. Sample HTC Communit Outcomes Report Card



Increase in Retail Sales, Personal Income, & Per Capita Income
From 2000 to 2004, retail sales in Valley County increased 20% compared to the state average of

16.2%. From 2000 to 2003, personal income increased by 20.9% in Valley County compared to
10.8% statewide. In addition, during that same time period, per capita income in Valley County
increased by 21.9% versus the 9.2% state average.

Grants Received—3566,890
. Award of $17,000 BECA Grant for youth attraction in 2006.
. Award of $75,000 Kellogg Grant for Valley County HomeTown Competitiveness in 2005.
. (This was part of a $2 million grant awarded to Nebraska HomeTown Competitiveness.)
. Finalization of $399,890 in housing rehab grant for Valley County in 2005.
. Award of $50,000 USDA RBEG grant for technical assistance in 2004.
. $25,000 Planning Grant for Downtown Project in 2003

HomeTown Competitiveness Pilot Community—2002 to Present
Entreprencurship
. Business Boot Camp, 2004—38 businesses participated
. EDGE Class in 2005—14 businesses participated
. First Valley County Job Fair in 2006
. Job Service for employees and employers
. Completion of 140 business visitations with NE DED
. Business Development Coordinator position added in 2004
. Immediate response to all business prospect inquiries and business assistance requests.
Youth
. Youth Entrepreneurship Program/Business Fair at St. Mary’s 2005
. Girl Scout Project 2006
Leadership
. Leadership Quest Program 4 years—87 graduates
Charitable Assets
. Establishment of Valley County Founders Club—67 members

Awards & Speaking Engagements

Selected as 2005 Governor’s Showcase Community; selected as the first “Certified Community” in
Nebraska in 2005; speaker at numerous HomeTown Competitiveness Workshops and ED Confer-
ences yearly

Publications

New York Times, Nov. 14, 2005, “In Ord, Neb., the Latest Success [s 20 New Residents” USA
Today, Omaha World Herald, Grand Island Independent, W.K. Kellogg Foundation Annual Report
and Web site.

Population Increase in Valley County (Number of Households—based on Kay Payne’s surveys)

2006 2001 Growth
Arcadia Area 243 226 108% 8%
North Loup Area 243 218 111% 11%
Ord Area 1439 1426 101% 1%
Total 1925 1870 103% 3%
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Valley County is clearly a leader with respect to the impacts realized
through the HTC Development Framework, but other communities are be-
ginning to see similar results. Typically, an HTC community moves through
the following phases as they build an entrepreneurial economy:

e Discovery and strategy building

e Organizational development, including engagement of stakeholder
groups increased development funding, and expanded professional
staffing

¢ Early economic development results, including business saves, expan-
sions, and attractions

e Early metrics, including increased business profitability, job cre-
ation, and new investment—eventually, there will be more job cre-
ation, business expansions, macro income growth, and tax base im-
provements.

Georgia's Entrepreneurial Communities

Rural Georgia is the land of industrial development and attraction, but
one of its greatest entrepreneurial champions is a former Chamber of Com-
merce executive. Don Betts and other leaders have built a remarkable local
and statewide entrepreneurial strategy. At the state level, there is now an Of-
fice of Entrepreneurship and Small Business and regionally there are now a
series of sector-focused innovation centers.

Locally, Georgia has created the “Entrepreneurial Friendly Communities”
program. An economic development transformation is occurring across
Georgia as rural communities and regions add entrepreneurship to their
portfolio of development tools.? Currently, the Georgia effort focuses on in-
creasing community awareness with engaged communities, building strate-
gies and capacity. Over time, indicators of bottom line economic impacts
related to business growth, job creation, tax base expansion, firms moving
to external markets, and business competitiveness will become apparent.

Entrepreneurial Development Network in North Carolina

Parts of North Carolina are booming with the new economy while other
regions continue to struggle with the loss of textile and apparel manufac-
turers. Like most other states, the state is in a profound economic transition.

Rural North Carolina has benefited from a strong partner over the years,
namely the North Carolina Rural Economic Development Center (Rural
Center) (see www.ncruralcenter.org). The Rural Center carefully researches
an issue before launching a new initiative as was the case several years ago
when it began to explore entrepreneurship as a rural development strategy.
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The research laid the groundwork for a new initiative starting at the Rural
Center, but which now embraces development partners, including the state
government, higher education, and local communities.

From the ground up, North Carolina is building an entrepreneurial de-
velopment system based on lessons learned from across the nation dur-
ing the past twenty to thirty years. Impressive progress has been made,
but this is an emergent effort with more to come over time (Bauer 2003).
North Carolina has proven that there is considerable community interest
in entrepreneurship. They have trained hundreds of community leaders
and developers. They have seeded innovative initiatives, allowing com-
munities to experiment with possible strategies. It is still too early to
document bottom line impacts, but the early adopters are building
strategies and capacity. Another year should begin to show evidence of
impact in North Carolina.

Fairfield, lowa’s Entrepreneurs Association

Fairfield, Iowa (pop. 9,500), is a small regional trade center community
located in southeastern Iowa with corn, hogs, and manufacturing repre-
senting the economic mainstays. An informal group of local entrepreneurs
started the Fairfield Entrepreneurs Association (FEA) in the early 1990s
(Chojnowski 2006).

The FEA has created an informal but strategic support system for area
entrepreneurs based mainly on networking. Many factors have con-
tributed to Fairfield’s success in becoming the “entrepreneurial capital of
Iowa,” but this networked approach to identifying and matching entre-
preneurs to mentors, peer groups, and resources has realized significant
development (Bauer 2004a). FEA does not offer established entrepre-
neurship programs; rather, it has built a “networked environment” where
entrepreneurs can find other entrepreneurs with insight, answers, and re-
sources.

Fairfield is like a large family with much business expertise. Want to go
into business? Do not bother to go to a state workshop; instead find some-
one in the family with the right expertise to help you down this path. En-
trepreneur forums foster learning on key topics such as marketing, but,
more importantly, they allow folks to become acquainted and build their
own resource networks.

Obviously, many other innovative, promising, and emergent entrepre-
neurial initiatives exist throughout North America and the world. In fact,
there are too many for the small RUPRI research team to even track, let
alone document, in the time available. Those interested in exploring entre-
preneurship further should take the time to not only research these historic
and promising initiatives but also visit some of these places. Often, only
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through visitation is it possible to fully understand reasons why these ef-
forts are achieving results.

Community Resources

The past decade has seen an explosion of new resources that can help
communities become more entrepreneurial. Some of these resources are
highlighted in the next section.

RUPRI Center for Rural Entrepreneurship

The RUPRI Center for Rural Entrepreneurship was created mainly to pro-
vide a one-stop shop for community entrepreneurship information. Several
community-friendly resources that can help local leaders in pursuing a suc-
cessful entrepreneurship initiative are as follows:

The Website (www.energizingentrepreneurs.org) compiles a great deal of
information on local entrepreneurship together in one location. It is free, is
updated regularly, and it contains easy-to-use information with links to the
other resources discussed in this chapter.

The Rural Entrepreneurship Newsletter is also free and is available electron-
ically every three weeks. It contains information organized in short sections
that allows for a quick review of important topics related to entrepreneur-
ship development. This newsletter provides cutting-edge applied research, a
calendar of upcoming events, and, most importantly, electronic links that
connect readers to potentially interesting resources.

Energizing Entrepreneurs: Charting a Course for Rural Communities. This com-
munity guidebook is a serious resource for practitioners. It can serve as a com-
munity guide in building a strategy, and it complements the Website where
additional information, tools, stories, and other resources can be located
quickly. This guidebook provides a comprehensive, easy to read, and logical
approach for community leaders seeking to pursue entrepreneurship as a de-
velopment strategy. The book is supported by a Website, www.energizing
entrepreneurs.org, with real-time and more in-depth information.

National Practitioners Network

Interested practitioners can join (also free) the National Practitioners
Network. This network can help connect practitioners with others under-
taking similar work. This informal network helps users find answers to spe-
cific questions, meet colleagues, find mentors, and become connected. Ul-
timately, this approach will enable people in very remote places interested
in entrepreneurship to be on the inside of the field through critical con-
nections with other practitioners and resources.
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Jurisdictional Groups

Many national associations address entrepreneurship, and groups such as
the National Governors Association, National Association of Development
Organizations, and the Appalachian Regional Commission have all done
excellent work and provide valuable resources for communities. The fol-
lowing groups have especially useful materials:

e AEO—Association for Enterprise Opportunity (www.microenterprise-
works.org)

e NBIA—National Business Incubation Association (www.nbia.org)

e SBA/SBDCs—U.S. Small Business Administration (www.sba.gov/) and
your state’s Small Business Development Centers (www.asbdc-us.org/)

Contact information for these and other resources is available on the Na-
tional Center Website listed above (www.energizingentrepreneurs.org).

Think Tanks

Many research organizations and foundations have picked up the entre-
preneurship call. Four organizations deserve special attention:

1 The Ewing Marion Kauffman Foundation of Kansas City

2 The Edward Lowe Foundation of Michigan

3 CFED (formerly the Corporation for Enterprise Development)
4 The W. K. Kellogg Foundation of Michigan

Again, contact information can be found on the National Center’s Web-
site (www.energizingentrepreneurs.org). For information on youth entre-
preneurship, a special resource page on the Web can provide guidance.

Resources Closer to Home

Chances are that many resources to help in launching entrepreneurship ef-
forts exist closer to home. Contacts with the regional or state Small Business
Development Center, Cooperative Extension, regional universities or colleges
and/or state economic development agencies can be very helpful. Likewise,
many utilities and trade groups, such as financial institutions, can also help.

Entrepreneurship may represent the most profitable basis for develop-
ment in the twenty-first century. Communities seeking to explore ways for
entrepreneurship to make a difference in the local economy and society are
strongly advised to do their homework. Invest time and money exploring
research and gaining a deeper understanding of how entrepreneurship can
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help your community develop. Look around and explore communities in
regions that seem further ahead of others. Learn from others who are pio-
neering entrepreneurship strategies. Finally, make room in your community
for a shared discovery process that enables a broad cross-section of the com-
munity to become part of your strategy.!?

CONCLUSION

Thomas Friedman (2005) in The World Is Flat makes a powerful case for
how a globalizing economy and society are impacting all of us. Rural Amer-
ica ranges from attractive landscapes adjacent to growing metropolitan ar-
eas to very isolated and challenged places in the Northern Great Plains. De-
velopment opportunities in a world economy and society will vary greatly
depending on which rural region one calls home.

Whether you are in a struggling rural community or one experiencing
growth opportunities, the RUPRI field research supports the view that entre-
preneurship may offer one of the best strategies for sustainable and appro-
priate development. Investing in local people and supporting their entrepre-
neurial talents can enable a more diversified and prosperous economy and
healthier society to emerge over time. This chapter provides many resources
that can help community leaders in their pursuit of effective entrepreneurial
programs and initiatives, keeping in mind that local action is essential to
achieving results.

NOTES

1. For more information, contact www.kauffman.org.

2. For more information, contact www.rupri.org.

3. Other support was provided by the Nebraska Community Foundation in Lin-
coln Nebraska; Partnership for Rural America; the National Rural Development
Partnership; and the National Commission on Entrepreneurship.

4. Members of the RUPRI field team included Don Macke, Deborah Markley, Erik
Pages, and Jay Kayne. Numerous other individuals and organizations greatly con-
tributed to this work.

5. Information on Valley County and HTC can be obtained through the HTC
Website at www.htcnebraska.org.

6. A copy of the Center for Rural Entrepreneurship/EntreWorks case study of the
Kansas Sirolli Project can be obtained by contacting Taina Radenslaben at taina@ru-
raleship.org.

7. For more information on Northern California, check out www.ruraleship.org,
the Library, and Eship Across America/California.

8. Additional information on HomeTown Competitiveness or HTC can be found
at www.htcnebraska.org.
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9. For more information on Georgia, see www.energizingentrepreneurs.org/
content/chapter5.php?id=241&sel=3.

10. Additional information on community strategies can be found at www
.energizingentrepreneurs.org.
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Transforming Rural Economies
through Entrepreneurial Networks:
A Case Study

June Holley

While support for individual entrepreneurs—such as state venture funds
and incentives for technology firms—may be effective in urban centers,
such approaches are unlikely to be sufficient to transform many of our trou-
bled rural economies into places of prosperity. What strategies and policy
suggestions can we offer that address the depth of the economic restructur-
ing that is needed in rural regions?

One approach that increasing number of scholars are exploring draws from
complexity theory, network analysis and recent studies of innovation (Kauff-
man 1995; Rogers 2003; Watts 2003; Axelrod and Cohen 2000; McDaniel and
Driebe 2005). These theories describe a set of dynamic processes that, with
small initial investment, can generate powerful forces capable of shifting rural
regions with little business activity into prosperous entrepreneurial regions.
Rather than focus on the individual entrepreneur in isolation, this approach
emphasizes the importance of the relationships between entrepreneurs and
supportive organizations in the region and the capacity of these entities to self-
organize in ways that result in economic advantage both for the entrepreneur
and the region (Cooke, Bockholt, and Todtling 2000; Haragon 2003; Kelly
1998; Saxenian 2000; Rosen 2000; Holley 2005; Krebs and Holley 2004).

In an earlier chapter, Dabson noted that regions are now the critical
unit of economic activity and entrepreneurship and innovation are key in
the process of mobilizing local assets into regional advantage. He also dis-
cussed the various types of entrepreneurs and how their efforts must be
supported. Hustedde discussed the importance of an entrepreneurial en-
vironment within a region to foster local business start-ups and expan-
sions. Lyons and others have stressed the idea that a systematic approach
is needed to meet the needs of various entrepreneurs. Markley described

233
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various ways to finance entrepreneurial ventures and the importance of
involving local financial institutions.

This chapter uses a case study to explore the factors previously described
as essential to successful entrepreneurship and the dynamics of regional en-
trepreneurial economies in greater depth. A case study format is used to the
transformative processes that occurred in one region—Appalachian Ohio—
and outlines the policy implications that can be drawn from that region’s
successful experimentation.

The chapter explores the intriguing changes that occurred in this region
during the last decade, from the initial formation of a specialty food cluster
to the current operation of the Appalachian Ohio Regional Entrepreneur-
ship Network. The first section describes how a local economic develop-
ment organization implemented an entrepreneurial strategy to add value to
the region’s agricultural assets through the organization of a cluster—a sys-
tem of support for specialty food entrepreneurs. This cluster-formation con-
sisted of three dynamic processes: (1) building networks, (2) encouraging
innovation, and (3) involving many groups in collaborative efforts.

The next section describes how the success in the specialty food sector be-
came the foundation for the development of a regional innovation econ-
omy. The major vehicle for this transformation was the emergence of a
regional flavor cluster where artisans and food businesses joined with
tourism bureaus and other community organizations to combine their of-
ferings and open large regional markets. The final section explores the po-
tential of two regional entrepreneurship networks to expand the impact of
local successes through policy and learning.

A SPECIALTY FOOD CLUSTER EMERGES
IN APPALACHIAN OHIO

Like many other local economies during the 1990s, Appalachian Ohio lost
businesses and jobs as lower cost international suppliers made Ohio busi-
nesses, especially small manufacturers, less competitive. For example, in less
than a decade, Athens County (pop. 60,000), saw the demise of three gro-
cery stores, a Japanese seat belt manufacturer, a plastics manufacturer, and
a shoe factory, resulting in the loss of more than 1,000 jobs. However, a
small group in the region began to explore options that would provide jobs
and wealth less susceptible to these large international forces.

A Kitchen Incubator

In 1992, a group of farmers approached the Appalachian Center for Eco-
nomic Networks (ACEnet), a regional nonprofit that operated a small busi-
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ness incubator and was organizing business networks to increase jobs in the
region. The farm group wanted to add value to their farm products but was
overwhelmed by state regulations for food processing. An ACEnet staff
member had recently attended a National Business Incubation Association
(NBIA) conference and had learned about a Kitchen Incubator project in
Spokane, Washington (the first of its kind in the country). Kitchen Incuba-
tors are processing facilities where entrepreneurs can rent the use of a wide
range of equipment—a bottling line, ovens, or catering space—to process
their products. After hearing the idea, the farmers agreed to work in collab-
oration with ACEnet to set up a Kitchen Incubator in their community that
would help them become specialty food entrepreneurs.

Kitchen Incubators are an example of facilities that focus on providing
services to groups of entrepreneurs in a specific cluster. Other cluster-
focused incubators work with artisans, technology businesses, or wood
products businesses. They usually provide shared equipment, offices or
workspaces, storage, and access to technical assistance related to that clus-
ter. These services mean that an entrepreneur does not have to invest scarce
start-up dollars in equipment or real estate but can use those funds for
working capital and more rapid expansion.!

Kitchen Incubator initiatives have the greatest impact on rural economies
when they combine low-cost access to equipment with three other key ser-
vices: (1) identifying needs of entrepreneurs and working with others in the
community to create new services to meet those needs; (2) building net-
works among entrepreneurs, so they begin to collaborate to gain economies
of scale; and (3) providing innovation services and market access so that en-
trepreneurs generate substantial sales and profits.

During the three years needed to access funds, find a building, and com-
plete required renovations to develop a regional Kitchen Incubator, ACEnet
staff held literally dozens of joint design sessions to gather input. These de-
sign groups—which included farmers, food artists, Ohio University’s food
service director, food specialists from Cooperative Extension, local grocery
store managers, and consultants—provided input and ideas that were used
to design the floor plan, select equipment, and determine rates. The diver-
sity of the design groups enabled potential food entrepreneurs to build re-
lationships with many individuals and experts who could help them suc-
ceed with business ventures. The relationships formed during this design
process were the beginning of the regional network development that became
so critical in the coming years: dozens of individuals from many different
types of organizations and businesses got to know and trust each other and
learned the basic skills of successful collaboration.

The resulting ACEnet Kitchen Incubator facility was a 12,000 square foot
space with 3,000 square feet of processing space. One room contained
equipment for bottling jarred products; another was filled with ovens,
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stoves, and preparation tables; and two smaller spaces were reserved for dry-
ing and cooling products. An even larger space was used for storage and had
palletized areas that entrepreneurs could rent to store bulk items such as
jars or raw materials.

The facility also contained large walk-in coolers and freezers where en-
trepreneurs rented sections or shelves. A large area next to the two loading
docks served as a staging area where finished products were palletized to be
picked up by distributors. Since there were usually at least several trucks at
the loading docks, this area became a networking hub where entrepreneurs
congregated, shared news, and discussed joint projects. Such informal net-
working spaces proved to be essential in fostering self-organized collabora-
tions among the entrepreneurs.

The front of the incubator included business offices rented by several en-
trepreneurs, a library with trade journals and regulations, a copier and fax,
and the offices of ACEnet’s three-person technical assistance staff. Eventu-
ally, the facility became self-sufficient; rental fees covered the costs of oper-
ations.

What Is a Cluster?

ACEnet decided not to limit its services to the food manufacturers who
used the Kitchen Incubator. Instead, ACEnet would serve the entire specialty
food and agricultural cluster in the Appalachian region, including food
manufacturers with their own facilities, locally owned restaurants, and
farmers interested in exploring specialty crops. The incubator also included
businesses that provided services (such as graphic designers and accounting
services), markets (from larger grocery stores to convenience stores), and
distributors.

Finally, the cluster included many nonprofits and support agencies such
as the Small Business Development Center and Cooperative Extension Ser-
vice. ACEnet helped them to customize their services to more effectively
serve food-related businesses. Defining the specialty food cluster to include
food producers, their markets, and organizations that supported their suc-
cess was an important step. From the start, the cluster included many of the
services entrepreneurs would need for continued growth and development.

Most of the partners became engaged in the cluster through involvement in
one of the many projects organized to develop a new cluster infrastructure—a
set of permanent services or programs that enabled more food cluster en-
trepreneurs to start-up and then continue to expand over the years. Exam-
ples of cluster infrastructure, described in a later section, include festivals,
regional brands, and an innovation fund. Over the years, ACEnet intro-
duced new approaches gleaned from conferences, the Internet, or from the
vast network of relationships with individuals around the country. In this
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way, several subclusters, such as agritourism and freshwater shrimp, were
formed.

Cluster-Focused Services

During the three years required to complete the Kitchen Incubator,
ACEnet staff set up a basic array of cluster-focused services that dramatically
increased business survival rates. The most crucial services were all intended
to ensure that entrepreneurs operated at the high end of markets, where
they could maximize profits.

Product Innovation

From previous research? ACEnet knew that businesses developing new
products and processes tended to grow more rapidly every year, create more
and higher quality jobs, and be more resilient during economic downturns.
Because of these findings, product and process innovation was a central part of
the technical assistance program provided by ACEnet. The results have been
impressive—more than fifty new businesses started each year, and annual
sales of existing food businesses grew by an average of 45 to 65 percent dur-
ing the past two years.

The most successful of the twenty or so salsa businesses participating in
the ACEnet network (each offering specialty salsa with unusual flavors such
as apple verde or blackberry chipolte), for example, could charge three to
ten times the price of typical grocery salsas. Since the ingredients cost only
minimally more than those of commodity brands, the products made the
businesses very profitable, often at an early stage of business development.

Somewhat surprisingly, entrepreneurs found that higher prices often in-
creased rather than decreased the volume of sales. Consumers desiring
high-quality, innovative, authentic regional products represent one of the
fastest growing market niches in the food industry, and higher prices often
signal to consumers that a product fits this profile.

Much of what makes products high-end is appearance, so ACEnet staff
identified several graphic artists willing to develop appealing labels and
introduced them to the entrepreneurs. Initially, the entrepreneurs hesi-
tated to pay the cost of graphic design. Finally, Crumbs Bakery, one of
the businesses in the incubator, agreed to work on a new label for a tofu
pasta. While working on the label in the incubator conference room,
staff encouraged other entrepreneurs to come in, meet the designer, and
give feedback on the design. The resulting label was stunning, and prod-
uct sales increased dramatically—even though the pasta was now being
sold for twice the price of the product with the old look. Even more ex-
citing was the fact that in the next three months, 14 previously resistant



238 June Holley

businesses suddenly decided to adopt new labels and appearances for
their products.

The production of food is fraught with issues of safety and shelf life.
ACEnet staff used this need for caution to introduce entrepreneurs to the
benefits of food science. Here, ACEnet linked entrepreneurs with food sci-
entists from university programs and consulting businesses who not only
worked with them to develop safe production processes but assisted with a
wide range of difficult issues, from separation in salad dressings to flavor
deterioration. Tackling these issues gave entrepreneurs the knowledge es-
sential to ongoing product innovation and taught them the rewards of us-
ing experts to improve product quality.

ACEnet’s food production staff was extremely innovative and continually
encouraged entrepreneurs to conduct extensive trials on new product ideas,
often using feedback from other entrepreneurs and staff in the incubator,
which, in turn, increased those individuals’ appreciation for the nuances of
product quality and innovation. Finally, through workshops and the food-
net group e-mail, ACEnet provided information on trends—not just in the
specialty food industry, but also in related areas such as wellness and
health, resulting in several product breakthroughs such as the development
of health-oriented teas and heart healthy soy pasta.

This spread of new practices is an example of the many vital innovation
diffusion processes that occurred in the specialty food cluster. Because the net-
work of entrepreneurs was very effective in spreading word of successes—
such as those with high quality labels—a whole set of new practices that in-
creased sales and profitability were quickly adopted by a large percentage of
the entrepreneurs, eventually creating a culture of quality and innovation.

Networking Entrepreneurs

The other critical cluster service involved building networks among en-
trepreneurs. ACEnet staff spent considerable time listening to entrepre-
neurs—often in informal conversations as they met in the halls of the in-
cubator. Staff identified needs and opportunities and then, rather than try
to meet that need themselves, introduced entrepreneurs to people who
could help them solve the problem or explore the opportunity. When one
entrepreneur needed a way to remove seeds and bitter skin from a local
fruit (pawpaw), ACEnet staff brought in a food scientist from the Ohio
State University who found the appropriate machine, which he lent to
ACEnet to use for this purpose.

ACEnet staff also encouraged entrepreneurs to share information and re-
sources with each other. One of the powerful dynamics of successful entre-
preneurial networks is the use of complex reciprocity, or what anthropologists
call a gift economy, to keep knowledge and resources circulating in a way that
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results in extraordinary economic value. First, staff share generously—pro-
viding important information about trends, markets, people, and so forth.
Entrepreneurs quickly translate this information into economic gain; they
buy a piece of used equipment for much less than they had expected, they
draw on the know-how of an experienced entrepreneur to develop superior
products, or they gain entrée into a large grocery chain very quickly because
someone shares the name of a key contact.

Next, staff encourage entrepreneurs to share generously among them-
selves, knowing that this behavior primes the pump of exchange and results
in much more knowledge and resource sharing by others back to them. It
is amazing how quickly the transition to this type of mutual sharing be-
havior occurs, even though entrepreneurs continue to compete fiercely with
each other in many ways.

Entrepreneurs quickly learn how to identify those areas where it makes
sound financial sense to cooperate. With staff assistance initially, they begin
to form collaborations. At first, many of these are twosies. For example, two
entrepreneurs agree to jointly purchase jars to obtain a much lower price or
two entrepreneurs agree to take turns driving their products to a nearby city
for delivery. Joint activities tend to be low risk at first, involving little or no
money and with little chance of adverse results if things go wrong. Entre-
preneurs use these activities to test other entrepreneurs—they quickly find
who they can trust for which activities. For example, one entrepreneur may
be an excellent partner on product innovation but may not be able to de-
liver products reliably. ACEnet staff help process the results of the joint ac-
tivities so that entrepreneurs realize that almost everyone can be trusted—
but perhaps only to deliver on certain activities. This ability to trust others
selectively means that many more people can be a resource.

As the cumulative knowledge about an individual’s capacities spreads
around the network, a huge informal knowledge bank is formed. Entrepre-
neurs need only go to a fellow entrepreneur or two to find the name of a
person appropriate to join with them to make some activity or scheme
more likely to succeed and more financially viable. Of course, some people
are more likely than others to know what is happening in the larger net-
work, and entrepreneurs contact them first when they need information. As
entrepreneurs gain the skills needed for successful collaboration—accurate
assessment, negotiation and clarification of expectations, dealing with mis-
understandings, and other issues—they start to form larger collaborations
that can really have a substantial positive impact on their business. For ex-
ample, the unit price drops substantially when six or eight entrepreneurs
join in purchasing a tractor trailer load of jars.

Crucial to the building of these networks are networking hubs where entre-
preneurs naturally meet each other. They are sufficiently unstructured spaces
so that entrepreneurs have the time to share information and negotiate
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deals. The design of incubators and other business assistance offices must
consider the importance of connections. For example, as mentioned, the
loading docks at ACEnet are an important networking spot. Restaurants run
by ACEnet-assisted entrepreneurs have also become effective networking
hubs, where entrepreneurs delivering supplies encounter entrepreneurs en-
joying a meal.

The tipping point of these entrepreneurial networks occurred when ACEnet
staff began to hear about dozens of collaborations that had received no as-
sistance from them. At this point, the economy was self-organizing—entre-
preneurs were able to identify needs and quickly draw together similarly in-
terested entrepreneurs to meet those needs.

Contrast this environment with the more typical training approach to
microenterprise development, where a local organization provides six or
eight weeks of training in starting a business, then usually has little contact
with entrepreneurs later. In a networked approach, staff provide technical
assistance in customized small doses as questions and issues arise, ensuring
that the assistance is immediately applicable. Staff have long-term relation-
ships with the entrepreneurs—they not only help a business start-up but
work with entrepreneurs to continue business growth and profitability.

Finally, because resources for technical assistance staff are limited,
ACEnet works to ensure that more experienced entrepreneurs assist those
with less experience. Why do experienced entrepreneurs do this? They know
that these same entrepreneurs will soon be valuable partners in joint ven-
tures, and they see their mentoring as a long-term investment. In addition,
they tend to enjoy helping others and knowing that their actions will build
a stronger local economy.

The result is that more businesses survive and prosper, adding jobs and
wealth to the region. ACEnet currently assists almost 200 food entrepre-
neurs a year, and the network includes many more organizations that are
actively engaged with other businesses in ways that enhance their produc-
tivity and profits.

High-Impact Collaborations

Peer networks among entrepreneurs are a powerful force, but they are sel-
dom able to coordinate the development of new services, programs, and in-
stitutions that can dramatically increase business success and accelerate
business growth. These more complex collaborations require the involve-
ment of a wide range of area organizations—from banks and chambers of
commerce to cooperative extension and tourism bureaus—that commit to
becoming entrepreneur support organizations. This means that they are willing
to work with others in their region to create a cluster infrastructure and an ac-
celeration infrastructure.
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A cluster infrastructure focuses on a single cluster, such as specialty food
or tourism, while an acceleration infrastructure helps entrepreneurs con-
tinue to expand their business and can help entrepreneurs in many clus-
ters by dealing with large gaps in the system. For example, lack of access to
capital is a huge barrier to business growth in Appalachian Ohio, where
banks are lending to small businesses at a rate two to four times less than
the national average.? Realizing this problem, the region collaborated by
creating new institutions and services to ensure that entrepreneurs could
access the kinds of capital they needed: ACEnet formed a high risk loan
fund; Ohio University supported the start-up of a venture fund with more
than a dozen investors; several organizations worked together to identify
angel investors; and the Oak Hill Bank applied for and received a New
Market Tax Credit, enabling it to set up a low interest loan fund for dis-
tressed communities. Although each project had a lead organization, vir-
tually all of these new institutions resulted from collaborations among
many regional organizations.

The regional capacity to collaborate was built over many years. The first
collaborations focused on the Kitchen Incubator, where area organiza-
tions learned to listen to the needs of entrepreneurs and share their ex-
pertise effectively in joint design sessions. Then, a series of small joint
projects emerged. For example, during the development period of the
Kitchen Incubator, Hocking College—a regional technical school—al-
lowed entrepreneurs to have access to its culinary kitchen to begin proto-
typing products. Local newspapers worked closely with staff and journal-
ism students to generate frequent stories about food entrepreneurs. Then,
projects became larger: entrepreneurs joined with local volunteers to de-
velop a regional brand—Food We Love—and urged more than eighty re-
gional stores to set up Buy Local displays; and several communities joined
with entrepreneurs and area organizations on festivals, most notably the
Pawpaw Festival and the Chili Pepper Festival. Finally, groups of organi-
zations began to help in the formation of subclusters. The agritourism
cluster, for example, brought together tourism bureaus from several coun-
ties that worked with ACEnet on workshops to help farmers set up farm-
based tourism activities—such as corn mazes and hayrides—to supple-
ment their income.

ACEnet partnered with Ohio State Cooperative Extension on workshops
for farmers interested in the production of freshwater shrimp, then worked
closely with the health department to approve the Kitchen Incubator
shrimp and fish processing. Hocking College then joined this cluster to
help with a Jambalaya Jam at the Hocking Festival to celebrate the first suc-
cessful harvest. Currently, area organizations and entrepreneurs are in-
volved in dozens of joint projects every year, ranging from festivals and
marketing brochures to new sources of capital and regional Websites.
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THE FORMATION OF A REGIONAL FLAVOR CLUSTER

What Is a Regional Innovation Economy?

Clearly, a new type of economy was emerging in Appalachian Ohio. This
economy was based on a subtle shift by a substantial number of busi-
nesses—especially restaurants and specialty food businesses—from being
local businesses to becoming regional businesses. What made the businesses
regional? A regional business tended to have a passionate, local customer
base but also drew from larger nearby urban centers (such as, in this case,
Columbus and Cleveland). These customers often felt that they were part of
the business, offering suggestions, lending money at less than market rates,
and acting as informal marketers.

In addition, the regional businesses were distinctive and authentic—they
used local ingredients; they offered exciting, innovative products and ser-
vices; and their owners and employees were known for their engaging per-
sonalities. They networked with other area businesses, which were suppli-
ers or worked with them on joint purchasing or marketing. They often used
innovative technology to streamline business processes and to connect
more effectively with customers. They helped create a more supportive en-
vironment for themselves and other regional businesses.

Casa Nueva, a worker-owned Mexican restaurant in Athens, is an excel-
lent example. This business not only purchases almost 90 percent of its raw
materials from area farmers and food processors, it highlights this fact in
its menu. The staff develops a new menu, full of culinary surprises, for
each season. In addition, Casa Nueva manufactures many of its salsas,
which are sold throughout the region. Casa Nueva has a devoted customer
base that stays in touch through the business’” Website. When these cus-
tomers move to other cities, they often demand that local stores carry Casa
Nueva products.

Casa Nueva plays an important role in expanding the entrepreneurial
economy, particularly the arena of the cultural creatives, which Richard
Florida points out is a magnet for a high quality workforce (Florida 2002).
For example, the restaurant displays the works of local artists, and the can-
tina provides a venue for area musicians and poets. Casa Nueva helped
form an Independent Restaurant Association that organizes joint purchas-
ing, supports local growers, and donates to local charities. The restaurant is
now one of the most profitable in town, employing more than eighty work-
ers, many of them owners as well.

In the past century, urban areas have become increasingly isolated from
surrounding rural communities, with urban and rural commerce and cul-
ture seen as vastly different and mutually exclusive. The new regional inno-
vation economy is healing this unnatural divide. This economy began with
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the notion of buying food locally, a behavior that has morphed into a
movement, with sales of locally grown products experiencing growth rates
higher than that of organic foods. Urban residents quickly realized that Buy
Local meant not just purchasing food grown in their city, but purchasing
food products from the rural regions around the city as well. When a region
includes one or more urban areas and the surrounding rural areas, an indi-
vidual'’s regional purchases can become a substantial percentage of his or
her spending. Plus, dollars spent in a region tend to stay in the region, cir-
culating again and again and creating local jobs and local wealth. Regional
economies usually transport goods less than 200 or 300 miles, unlike typi-
cal food or clothing items which often travel several thousand miles.*

Regions become wealthy through two major drivers: (1) exporting out-
side their region to bring in income and (2) increasing the circulation cy-
cles of regional dollars. By paying attention to the development of the in-
ternal economy of the region as well as its external economy, communities
can become more vibrant and resilient. An added bonus is that the collab-
oration required to develop a regional innovation economy will also in-
crease the capacity of communities to creatively confront the energy, health,
and diversity issues that seem certain to be major challenges as this century
unfolds.

Culture of Innovation

Many of the emerging regional businesses are innovation leaders. They
tend to be extremely innovative—developing new products and processes
every year—which often sets them on a powerful growth trajectory. This in-
novation is not only important for business success, but it helps create a cul-
ture of innovation that sets up a virtuous cycle of economic health and pros-
perity.

Only 5 to 15 percent of businesses are innovators in most regions; how-
ever, when more than 50 percent of the businesses in a region become in-
novators (usually by connecting the innovators to less innovative entrepre-
neurs), the economy becomes increasingly prosperous and resilient
(Audretsch 2003). In such an economy, the top performers among the re-
gional businesses—in all sectors—will often move into the traded or export
economy.

Prosperity does not come simply from high tech businesses; it occurs
when there are breakthrough businesses in many sectors. For example,
restaurants move into the traded economy by manufacturing some of their
food offerings. A dry cleaning business may innovate by developing a new
green process for cleaning and have the potential to develop a national fran-
chise. A beauty parlor may have developed hair care training programs for
employees that could be offered nationally. In rural communities or urban
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cores with few biotech or information technology firms, economic devel-
opers can still build a regional innovation economy by helping existing lo-
cal businesses become master innovators.

Developing a Regional Flavor

But how does a culture of innovation develop? How does an area build a
sense that it is a distinct and dynamic region? The story of AORIC and Re-
gional Flavor offer some clues.

Several years ago, several organizations—ACEnet, Rural Action, the Foun-
dation for Appalachian Ohio, the Ohio Arts Council, the Ohio University
Voinovich Center, and People for Adams County Tomorrow (PACT)—
formed the Appalachian Ohio Regional Investment Coalition (AORIC) to
explore this shift from local entrepreneurship to a dynamic regional econ-
omy. AORIC designed a strategy called Regional Flavor. The idea was to link
food entrepreneurs with artisans and entrepreneurs in tourism-related busi-
nesses with the hope that they would—through dozens of collaborative
projects—develop a distinctive and attractive sense of the region. They saw
Regional Flavor emerging from the area’s natural and heritage assets: the
beautiful parks and recreational amenities, the many musical venues, the
rich history related to the Underground Railroad and the coal fields, and
the work of skilled artisans using local woods.

When local assets are combined into unique sets of experiences, activi-
ties, and stories, the region becomes very appealing: residents become more
strongly committed to the region, others are drawn to move to the area, and
visitors to the region develop long-term emotional bonds. This process in-
creases economic activity as residents purchase more regionally made prod-
ucts and services; new arrivals bring much-needed skills and resources; and
visitors return again and again, spending dollars on each visit. The region,
as well as the businesses, become more innovative and entrepreneurial.

Quilt Barns and Birding Trails

When AORIC tried to identify examples of Regional Flavor projects al-
ready working, they discovered an amazing collaboration in Adams and
Brown Counties, two relatively isolated counties in western Appalachian
Ohio. For years, bird watchers (one of the most prosperous of all tourist
groups) had been coming to Appalachian Ohio to watch bird migrations,
but they spent very little money in the region.

The local Audubon Society decided to produce a brochure and map that
would include birding spots but would also point out retail shops and bed
and breakfast operations. In a serendipity typical of regional innovation
economies, this project developed a unique twist. One board member had
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a mother who was part of a quilting group. This group had the novel idea
that area artisans might paint large quilt patterns on local barns. If the
brochure included the location of the barns, they reasoned, the birders
might take more time to meander through the counties and spend even
more dollars in the region.

A public relations firm in nearby Cincinnati embraced the quilt painting
idea. They donated the design for a map/brochure, and 30,000 copies were
distributed to nearby urban centers. The project was such a success that
several barn owners set up gift shops in their barns, and artisans began to
make quilt puzzles and potholders to sell in local stores along the quilt
barn trail. The local bed and breakfast added cabins and a restaurant to
meet demand. Thus, from the unlikely partnership of birds and barns
emerged a lovely sense of Regional Flavor and significantly increased en-
trepreneurial activity.

Yellowroot: A Regional Innovation Fund

Seeing how a small amount of money and a somewhat unusual collabo-
ration had catalyzed this Regional Flavor project, AORIC decided to set up
a new but promising piece of infrastructure whose purpose would be to
jumpstart this kind of collaborative innovation. The concept was a small
but powerful innovation fund called the Yellowroot Fund. This fund pro-
vided small seed funds—from $300 to $3,000—to projects that involved
both entrepreneurs and at least two supporting organizations.

During the past few years, several dozen projects received money from
the fund. These projects ranged from a mural corridor project—a joint
brochure by five collaborating counties that included 17 large outdoor mu-
rals in communities around the region—to a grant to replicate the quilt
barn map in another part of the region. The idea was to offer seed funds to
many newly formed collaborative groups so that they could start an exper-
iment. If they could succeed at something small, the theory went, they
would be able to attract the attention of funders with larger pools of funds
and take the project to scale. This in fact happened as the quilt barn con-
cept spread rapidly throughout the region, and as several projects used their
successes to leverage substantial additional dollars.

Several projects began to create what are being called microregions. For ex-
ample, a group of nearly a dozen small former coal mining towns spanning
the borders of three counties became the Little Cities of the Black Dia-
monds. A collaboration of several small nonprofits and area artisans,
restaurants, and bed and breakfasts joined to develop a series of tours, some
highlighting the region’s coal legacy (the CIO of the AFL-CIO was first or-
ganized here), while others visited artisan shops or nature trails. The Yel-
lowroot Fund supported a brochure describing these tours.
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As the experiment with Regional Flavor progressed, AORIC began to re-
alize that Regional Flavor does not mean one consistent, packaged theme
imposed on the entire region, as often happens with regional brands gen-
erated by outside consultants. Regional Flavor, instead, emerges from the
crafting of dozens of microregions, such as the Little Cities of the Black Di-
amonds, linked by cross-cutting themes such as the heritage mural corridor
or the Underground Railroad activities.

These small projects are powerful, but often neglected, ingredients in an
entrepreneurial regional economy. They create the foundation for transfor-
mation of the economy in several ways. First, the projects build new lead-
ership. People involved in these projects gain new project development
skills and find that they can make important things happen. At the same
time, the project participants learn to work together and build trust and un-
derstanding. Perhaps most importantly, they learn that when they see an
opportunity or a problem, they can join with others to do something that
makes a difference for themselves and their communities. Once people suc-
ceed on a few small projects, they tend to become more ambitious and start
tackling larger and larger opportunities and problems as the next section
describes.

Mobilizing Regional Businesses: Regional Brands and Regional Support Services

Linking artisans, food businesses, and recreation to create a new style of
experiential tourism can prime the regional economy pump, but it is insuf-
ficient to turn around an economy in chronic decline. This level of trans-
formation requires several major shifts, including the development of re-
gional markets and market pathways, the creation of regional brands, the
implementation of services to enable local businesses to become regional,
and the ongoing support of projects that enhance Regional Flavor.

The first step is to develop a substantial market for regional goods and
services that convinces people, especially in urban areas, to demand re-
gional products, and ensures that those regional products and services are
easy to access. This approach requires development of new retail outlets—
online, in local communities, and in urban centers—and partnerships with
existing stores.

Development of effective regional distribution systems is also necessary.
Currently, distribution systems for most products are national. It is usually
easier for small food manufacturers to place their products on the shelves
of a natural food store in Utah than to sell to all the stores—grocery, con-
venience, specialty, natural, and farmers market—in a town fifty miles away.
Already, enterprising entrepreneurs who deliver their products to a nearby
city also take the products of other businesses, and they make a profit from
this activity. Entrepreneur support organizations can identify these entre-
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preneurs and help them work together to create reliable regional distribu-
tion systems?

Next, the products of thousands of small food and artisan businesses
need to be organized into regional brands. These Regional Flavor brands are
quite different than typical brands. For example, Food We Love, the Ap-
palachian Ohio food brand, is an umbrella brand for a wide assortment of
products. The only things these products have in common are that they are
each unique, are very high quality, and are made in Appalachian Ohio. They
constitute an inviting and engaging Regional Flavor stew, not a consistent
and bland purée. The brand helps very small businesses get into large gro-
cery chains, and it provides several congregate sites in the store where com-
mon branding draws people to the displays. The brand also helps organize
tastings, where customers can try the products and get to know the entre-
preneurs. This interaction helps consumers develop a long-term, emotional
bond to the entrepreneurs, the region, and the brand, which tends to gen-
erate repeat purchases and informal marketing of the products among their
friendship networks.

At the same time that regional brands are implemented, entrepreneur
support organizations work to help businesses become regional rather than
local. An area of huge potential for many communities is to provide the as-
sistance that enables artisans to become small entrepreneurial manufactur-
ers. Appalachian Ohio is home to more than a thousand artisans, but most
of them sell only in limited venues such as craft fairs. The first step is to
reposition artisan products not as gifts or knickknacks but as ingredients in
a Regional Home where the food, dishware, furniture, and art are all created
in the region and, through the sense of the region that they reflect, add to
the beauty and enjoyment of one’s home.

Regional economies are built from the ground up. The community of
Nelsonville (pop. 5,000), a former coal mining town that several years ago
had an unemployment rate of 16 percent and an almost empty, but archi-
tecturally attractive, town square, is an example. Several local benefactors
offered subsidies to entrepreneurs willing to open shops on the square, and
soon there were twenty-five shops, including several potters’ galleries, an ar-
tisan cooperative, a yarn shop, and an art gallery. A coffee shop opened at
one end of the square, and Hocking College’s culinary school established a
gourmet restaurant.

ACEnet then worked with shop owners on a brochure, with funds from
the owners leveraging grants from the Yellowroot Fund. The marketing
piece highlighted the heritage of the area (the region was home to many
brick manufacturers early in the century, including the stunning Starbrick)
as well as the artisans and included a walking map of the square.

Staff of the shops on the square were trained and encouraged to tell the
story of the business, the artisans, and the region. Shopping became an
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authentic and enjoyable experience and an important part of building the
Regional Flavor in the customer’s mind. Store staff were also encouraged
to cross-sell—identifying the interests of their customers and referring
them to other shops and activities that they might enjoy. The shops now
sell the products of more than 200 area artisans.

The next step was to identify those entrepreneurs interested in growth
and link them to new regional markets to start the expansion process.
ACEnet created a Website that featured Regional House and Home prod-
ucts. The galleries assisted entrepreneurs with product innovation and
quality, then warehoused and shipped the artisans’ products. As a result,
the galleries have increased their income streams, strengthened their inter-
est in quality, and became a source of aggregated purchasing trends for
area artisans.

The galleries also encouraged entrepreneurs to emphasize regional as-
pects of their products, through design and hang tags or brochures that tell
stories containing the products in the region’s heritage and culture. For ex-
ample, the Starbrick Clay gallery commissioned an artisan to make pottery
coasters and trivets using the Starbrick design and then told the story of the
early twentieth-century brickmaker to people who stopped by the shop.

How a Region Can Support Innovation and Regional Flavor

The media, local and regional leaders, and area consumers all can play
an important role in building a regional innovation economy. Marketing
in a regional innovation economy works because it generates buzz—peo-
ple become passionate about a new regional restaurant and urge their
friends and coworkers to try it. Thus, it makes sense for entrepreneur sup-
port organizations to understand how buzz, or innovation diffusion, works.
ACEnet involved a group of area women who had large networks of friends
in the community in the development of the Food We Love logo and store
materials. These women developed a sense of ownership of the brand and
shared their excitement with friends. Basically, they became an informal
sales force for the brand. Consequently, when the products arrived in
stores, many shoppers were already familiar with them, and sales were
brisk from the start. ACEnet developed a mailing list of people who ex-
pressed interest in buying local products and sent out frequent notices of
new products or the entry of the brand into additional stores. The media
also played an important role in supporting the emerging regional inno-
vation economy. Almost every week, area newspapers or radio featured sto-
ries of entrepreneurs and community collaborations. During the start-up
of the Food We Love brand, one paper ran a weekly column, written by
ACEnet staff, that provided information about the value and importance
of purchasing regional products.
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Regional leadership is also crucial to the success of regional innovation
economies. The director of the Governor’s Office of Appalachia, for exam-
ple, provided crucial funding for several Regional Flavor projects and cre-
ated a regional Web portal that helped link and incorporate a large number
of regional sites.

REGIONAL NETWORKS

Several new network structures were developed in Appalachia to support
the emergence of a regional innovation economy. The first was a small
learning network among a group of entrepreneurship organizations. The
second was the formation of an Appalachian Ohio Regional Entrepreneurship
Network, a loose network of entrepreneurs, entrepreneur support organiza-
tions, and government officials and policymakers.

A Multi-State Learning and Policy Network:
The Central Appalachian Network

The Central Appalachian Network (CAN) was formed more than a
decade ago by a group of entrepreneur support organizations in Ap-
palachian Ohio, West Virginia, southwest Virginia, and Kentucky. This
group has primarily served as a learning, knowledge-building, and innova-
tion diffusion network.

CAN periodically selects areas where members want to deepen their un-
derstanding, then it convenes CANtanks with speakers and interactive ses-
sions. Periodically, the groups share successful innovations with each other
and provide mentoring in the application and adaptation of these initia-
tives. In addition, CAN sets up joint capacity building activities that en-
hance the operations of the organizations.

More recently, the groups delved into the policy arena. Each organization
selected a local policy objective and, at the same time, a joint Central Ap-
palachian initiative was chosen by CAN members. The results of these ex-
periments led to a policy white paper, Strategies for Sustainable Entrepreneur-
ship, that included policy recommendations derived from the experiences of
the CAN members. The document described five key insights identified by
the groups as crucial to successful regional entrepreneurship, shared stories
about entrepreneurs to illustrate the insights, backed up their findings with
research, and then made policy recommendations.® This document was pre-
sented at a CAN Roundtable at which policy influentials from the five states
heard from national innovators and area entrepreneurs, discussed the policy
recommendations presented in Strategies for Sustainable Entrepreneurship,
then met in state delegations to identify next steps. These delegations have
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continued to meet in many of the states, leading to the development of new
entrepreneurship initiatives and/or statewide entrepreneurship networks.

The Appalachian Ohio Regional Entrepreneurship Network

A regional entrepreneurship network (REN)—the loose network of entre-
preneurs, entrepreneur support organizations, and public officials/
policymakers—is critical to the long-term success of regional economies. A
REN is a vehicle for identifying emerging needs of entrepreneurs; creating,
modifying, or coordinating new services to meet those needs; and engaging
policymakers to develop policy drawn from what the region has learned
about supporting entrepreneurs.

Many areas believe that they can organize a regional entrepreneurship
network by convening a la