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CAF’s Economics and
Development Report - RED 2013:

Enhancing productivity in Latin
America: from subsistence to
transformational entrepreneurship

Latin America’s low aggregate productivity growth is re-
flected in an overwhelming number of self-employed and
micro-businesses and a shortage of medium-sized and
larger establishments capable of generating quality jobs
and productivity gains. A lot of these small-scale enter-
prises stem from lack of other opportunities in the labor
market and do not have the potential to become dyna-
mic or transformational. Meanwhile, formal firms face
external and internal restrictions to grow and to create
enough high-quality jobs.

Enfancing productivity

Latin Amerca

| 7.

The Economics and Development Report 2013 emphasizes the role of entrepre-
neurship—the creation of companies that generate sustained increases in em-
ployment and productivity—as a key factor to Latin America’s development. It
does so in a comprehensive way, reviewing not only the potential impediments for
high-skilled innovative entrepreneurs to realize their projects, but also the reasons
why entrepreneurs with less potential opt for entrepreneurial activities instead of
a salaried job.

One of the report’s main messages is that these two phenomena —constrained
growth for dynamic companies and abundance of subsistence businesses—are
closely linked; and recognizing this link is crucial to design entrepreneurship poli-
cy. This policy needs to adopt a multidimensional approach, integrating things like
entrepreneurial talent, innovation fostering, financial access, and training.

The Economics and Development Report 2013 seeks to contribute to the unders-
tanding of these issues and to the implementation of policies that create jobs and
boost productivity in the region. This fifth edition of Focus Latin America highlights
some of the report’s most important results. B

For more information please visit www.caf.com/investigacion
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s there lack of entrepreneurial

spirit in Latin America?

key determinant of economic de-

velopment is productivity growth—
the different initiatives that make it
possible to produce more goods and
services with the given stock of physi-
cal and human capital in an economy.
Among the factors affecting producti-
vity are technological progress (which
results in new goods or new produc-
tion methods), access to new domestic
and international markets, and impro-
vement in firms’ management and ad-
ministration processes. The innovation
and creation of new products and mar-
kets is led by entrepreneurs capable of
visualizing new demands, finding mar-
ket applications for new technologies,
and coordinating the factors of pro-

duction within their organizations more
efficiently. These entrepreneurial activi-
ties often give birth to new businesses,
the most successful of which grow fast
and graduate swiftly from small firms to
medium and large enterprises, selling
their products across domestic and fo-
reign markets.

Therefore, a key symptom of the
economy’s productivity, partly reflec-
ting entrepreneurial activity, is the size
distribution of firms. In Latin America
this distribution shows that firms are
smaller than in developed countries,
and fewer new enterprises enjoy high
growth potential. For example, firms
with more than 26 years of age employ

only three times more people than firms
younger than 6 years old; in European
countries this ratio is 7 to 1.

What accounts for the low creation and
development of highly productive firms
in the region? Could this reflect its ci-
tizens’ less entrepreneurial disposition
vis-a-vis the developed world? We
explore these questions relying on the
latest CAF survey (ECAF 2012), which
measured, among other things, perso-
nality traits and skills associated with
entrepreneurial activity.

Although the concept of entrepreneu-
rial skill has a blurry definition, different
approaches from the fields of eco-

Table 1. Estimates of entrepreneurial talent indicators. Average of the selected cities of Latin America and the U.S. (2012)¥ ¥

Average for the selected cities of Latin America

Los Angeles, US.

Employed
population

Salaried
employee

Type of entrepreneur

Employed Salaried

Entrepreneur
Employer

Self-employed

Entrepreneur

population  employee

Management skills

Need for achievement 3779 375¢ 3804 3927 3777 3.59¢ 3.56% 374¢
Internal locus of control 345 345 344 3.58" 3417 347 343 363
Span of Activity 2959 294 297 3.05 295 3.04¢ 3.04 3.02
Self-efficacy 4.23 4.23 4.23 4.28 422 420 416 433

Innovation

Innovation and creativity 261

260 262

2817

2.58"

294 291 3.06

Risk tolerance 230 2159 2.549 290" 246 241 2.30¢ 2.83¢
Autonomy 372 372 373 3.84" 370" 361 3.60 3.67

# The psychological traits indexes are constructed as simple averages of the responses to questions indicative of each of the features. Each index ranges from 1to 5, and a higher value is associated with a greater
presence of the corresponding psychological trait in the individual. The indicator of risk tolerance is based on an exercise in which the individual must choose between a payment and a lottery with a certain expected
value. The indicator ranges from 1to 4, and a higher value is associated with a higher risk tolerance.
* Buenos Aires, Cordoba, La Paz, Santa Cruz, San Pablo, Rio de Janeiro, Bogota, Medellin, Quito, Guayaquil, Panama City, Lima, Arequipa, Montevideo, Salto, Caracas, Maracaibo and Los Angeles.
< The values for the employed population are statistically different between the cities of Latin America and Los Angeles (a significance level of 5%).

¢ The values for salaried employees and entrepreneurs are statistically different from each other in the cities of Latin America (with a significance level of 5%).

¢ The values for employees and entrepreneurs are statistically different from each other in the city of Los Angeles (a significance level of 5%).

7 The values for employers and self-employed are statistically different from each other in the cities of Latin America (with a significance level of 5%).

Source: chapter 1. RED 2013.
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nomics, management, and business
psychology coincide in highlighting
that a good entrepreneur must be crea-
tive and innovative, have managerial
skills ( need for achievement, internal
locus of control, span of activity , self-
efficacy) and be at least moderately
capable of tolerating risk. He must also
prefer autonomy.

ECAF 2012 was conducted on a sam-
ple of 500 households in 17 cities from
Latin America and in the city of Los An-
geles (USA)'. The reason to include Los
Angeles was to have a developed cou-
ntry as a benchmark. Table 1 shows the
average scores for the aforementioned
personality traits and skills among the
employed population in the surveyed
cities, distinguishing by occupation
type (entrepreneurs versus employees)
and, within Latin America, by whether
entrepreneurs are ‘employers’ or ‘self-
employed’. The scale goes from 1 to 5,
with a higher value indicating a stron-
ger presence of the personality trait or
skilled under analysis2.

When comparing the average scores
of the employed population in Latin
America with those of the employed
population in Los Angeles, it is not
obvious that one group scores bet-
ter than the other in the abilities as-
sociated with entrepreneurship. La-
tin Americans seem to score better
in need for achievement and have a
greater preference for autonomy. But
the workers from Los Angeles score
better at span of activity and creati-
vity. And there are no significant di-
fferences between the two groups
in terms of internal locus of control,
self-efficacy and risk tolerance.

It is also interesting to analize these
indicators by occupational category.
The results are very intuitive. Entre-
preneurs from both Latin America and
Los Angeles have higher risk tolerance
than employees, and they also score
slightly higher in need for achieve-
ment. Furthermore, in Los Angeles,
there are also significant differences
between the two occupation groups

with regard to internal locus of control
and self-efficacy; and in Latin America,
there are significant differences within
entrepreneurs, between the employers
and the self-employed. The employers
have greater need for achievement,
internal locus of control, creativity, risk
tolerance and preference for autonomy
than the self-employed and the em-
ployees. This means that a large share
of the region’s entrepreneurs —the self-
employed-- possess entrepreneurship
abilities that are significantly poorer
than those of the employers, and (ba-
rring greater risk tolerance) rather re-
semble those of the employees.

This evidence suggests that Latin
America has no less entrepreneurial
capacity than developed countries
(in this case, represented by the city
of Los Angeles), but its problem may
be that people with low skills —ba-
sically an important share of micro-
entrepreneurs—are  self-employed
when their best option may be to
work as employees. B

1The cities of Latin America included in the survey are: Buenos Aires, Cordoba, La Paz, Santa Cruz, San Pablo, Rio de Janeiro, Bogota, Medellin, Quito, Guayaquil, Lima, Arequipa, Montevideo, Salto, Caracas, Mara-

caibo and Panama city.

2Details of the questionnaire used to measure each of the characteristics can be found at RED 2013.

Who are Latin America’s
entrepreneurs?

atin America stands out for the fact
that a high share of the population is
engaged in some kind of entrepreneu-
rial activity. However, it also stands out

for its low productivity, which has been
identified as one of the reasons behind
its persisting development gaps. The
answer to this apparent paradox lies, in

part, in understanding who the region’s
entrepreneurs are, and why they chose
to be entrepreneurs.

The entrepreneurial population in La-
tin America is very heterogeneous. It
comprises individuals with high en-
trepreneurial talent leading large and
highly productive firms; people who
seek a source of income in the face
of no other attractive employment op-
portunities; and people who engage in
entrepreneurial activities for as diver-

3 WDEVELOPMENT BANK
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se reasons as gaining independence,
work flexibility, or autonomy. Although
this heterogeneity is common to both
Latin America and developed econo-
mies, Latin America has a high pro-
portion of entrepreneurs without the
talent or ambition required to create
high-value businesses; people who
choose to become entrepreneurs be-
cause they have no better options.

Table 2 shows the breakdown of the
employed population by occupa-

tion in 18 Latin American countries
and the United States. It shows that
the percentage of employers is re-
latively similar in Latin America and
the United States (3.3% on average
in Latin America versus 4% in the
United States). However, the per-
centage of self-employed workers
is much higher in the region (28.7%
versus 6.1% in the United States),
and the percentage of salaried em-
ployees is much lower (54.8% ver-
sus 80,4%, respectively). Moreover,

the percentage of employers in La-
tin America who manage 10 emplo-
yees or less is 91%, compared with
only 69% in the United States. All
this leads us to conclude that an im-
portant fraction of the employed po-
pulation of the region is concentra-
ted in small firms. Due to the close
relationship between firm size and
productivity, this phenomenon can
be highlighted as one of the reasons
explaining low aggregate producti-
vity in Latin America.

I
Table 2. Breakdwon of the workforce by occupational category and size of firms in selected countries of Latin America and

the U.S.
Workforce* (percentage) Empl(cl;yeerrcse i)t/ aférer;w size Salaried(\;)/:rrclzer::atéye )ﬂrm size
Country e Employer Self-employed Salaried Upto10 tmir% Upto10  More than 10
employee employees employees employees  employees

Argentina 2010 4 16.5 713 881 19 557 443
Bolivia 2008 59 339 372 951 49 618 382
Brazil 2009 40 189 613 na. na. na. na.
Chile™ 2009 28 1811 68.5 623 377 313 68.7
Colombia 2010 4.5 391 417 941 59 490 510
Costa Rica™ 2010 31 175 706 861 139 429 571
Dominican Republic 2010 36 42.0 49.0 955 4.5 319 681
Ecuador 2010 33 300 524 A1 89 590 410

El Salvador 2010 38 283 537 952 4.8 452 54.8
Guatemala 2006 38 306 508 955 4.5 558 442
Honduras 2009 24 428 429 94.7 53 570 430
Mexico 2006 39 218 649 90.9 91 487 513
Nicaragua 2005 At 298 469 na. na. na. na.
Panama 2010 30 249 619 90.7 93 369 631
Paraguay 2010 50 322 496 925 75 66.8 332
Peru 2010 57 359 415 954 46 557 443
Uruguay® 2010 4.5 210 66.5 872 128 453 547
Venezuela 2007 39 329 549 94.6 54 464 536
United States® 20M 33 61 804 68.8 312 15.0 85.0
Latin America 4.0 28.7 54.8 90.6 9.4 49.3 50.7

a/ The difference between the sum of the percentages of employers, employees and self-employed in the labor force and 100% is explained by the participation of unpaid family workers and the unemployed.
b/ In these countries the size distribution is made in companies with less and more than 9 employees.

na.: notavailable.

Source: Chapter 2. RED 2013.
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The evidence that a large part of La-
tin America’s entrepreneurial activity
is motivated by lack of employment
opportunities stems from looking at
occupation transitions. While for every
100 unemployed in the United Sta-
tes in a given year, 61 become sala-
ried employees the next year and only
three decide to become self-emplo-
yed?, in Latin America only 48 become
salaried employees and 16 become
self-employed®. That is, more entre-
preneurs in Latin America than in the
United States emerge from a situation
of unemployment. And to the extent
that entrepreneurship is a refuge from
unemployment, its potential produc-
tivity will be lower. This is confirmed
by observing the frequency at which
one-person enterprises are able to
grow into larger companies and hire

employees. While in the United Sta-
tes nearly 10% of the self-employed
succeed in becoming employers from
one year to the next, in Latin Ameri-
ca this figure is below 6%. In addition,
self-employed workers in Latin Ameri-
ca have a greater probability of failing
and falling back into unemployment
the following year. In other words, the
region’s self-employed run businesses
with lower growth potential and grea-
ter vulnerability (measured as the risk
of becoming unemployed).

The motivation behind entrepreneurs-
hip is not the only difference between
the employers and the self-employed
in Latin America. There exist also di-
fferent demographic, socio-economic,
and even psychological characteris-
tics between the two groups. The em-

3 The rest continue to be unemployed or leave the workforce while a minority become employers.
4 Latin America’s data were calculated using annual job transitions in Argentina, Brazil and Venezuela over the past decade.

ployers have higher education attain-
ment and more work experience than
the self-employed; they come from fa-
milies with higher wealth, being more
likely to take after a father who was
also an entrepreneur; they make a hig-
her average income and are more sa-
tisfied with their job; and while both of
these entrepreneurial types boast hig-
her risk tolerance and goal orientation
than the non-entrepreneurs, emplo-
yers are more creative and innovative
and have greater managerial skills,
measured by their multi-tasking ability.

Understanding the heterogeneity of en-
trepreneurial population is critical to de-
sign entrepreneurship policies, since not
all the entrepreneurs possess the poten-
tial and ambition to create value-added
ventures or a large number of jobs. B

Entrepreneurial Latin America:
Subsistence or dynamic entrepreneurship?

ot all enterprises are the same.

While some can be categorized
as “subsistence” enterprises, others
can be said to be “transformational”
or “dynamic”. In any given country, the
share of each type of enterprise will be
defining of its economic growth. This is
because it is “transformational” or “dy-
namic” enterprises that have the sca-
le and capabilities needed to innovate
and create quality jobs.

Latin America has a high rate of en-
trepreneurship among its workforce.
However, 75% of its entrepreneurs are

actually micro-entrepreneurs (running
enterprises with less than five emplo-
yees) who account for about 40% of
salaried private employment. In other
words, there are many microenterpri-
ses employing a very large share of the
workforce, mostly informally. Moreo-
ver, on average 27% of the employed
population is made up by non-profes-
sional, self-employed workers—i.e.,
often just individuals behind stalls on
the street or in improvised businesses
within their family homes. Furthermo-
re, many micro-enterprises have a
low probability of becoming large and

productive and, many times, they are
founded by individuals who were for-
merly unemployed.

The large number of micro-entrepre-
neurs in Latin America, their personal
traits, and the characteristics of their
businesses raise questions as to how
they came to be: are they potentially
successful entrepreneurs, only hin-
dered by external restrictions? or is it
that these entrepreneurs do not have
any better employment options and
start their own businesses only for this
reason? These two questions imply

5 WDEVELOPMENT BANK
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two different approaches to micro-en-
trepreneurship. An affirmative answer
to the first question would support the
argument that blames property rights
restrictions and low access to credit
for the sluggish growth of micro-en-
terprises®. In contrast, an affirmative
answer to the second question would
suggest that micro-entrepreneurs are
actually “hidden unemployed wor-
kers” who would rather have a salaried
job, and for whom access to credit is
not the main constraint to expand their
businesses or innovate to increase
their productivity.

In reality, Latin American micro-entre-
preneurs are very diverse, and neither
of these extreme positions can explain
them all. Therefore, in order to design
entrepreneurship policy it is crucial
to know which percentage of micro-
entrepreneurs have potential to grow,
and which percentage comes closer to
the idea of subsistence entrepreneur-

5 This vision is epitomized by Hernando de Soto’s work.

ship. Although this is no easy task,
observing the productive and socio-
economic differences among enterpri-
ses can help understand the relative
importance of each group. For exam-
ple, a statistical analysis of group se-
paration (discriminant analysis) based
on the features that differentiate each
set —using the ECAF 2012 data on 17
cities in Latin America®- indicates that
about 75% of micro-entrepreneurs are
actually subsistence entrepreneurs
(see Figure 1). This type of micro-en-
trepreneur resembles a salaried wor-
ker more than a proper entrepreneur
(running a medium or large enterprise).
Moreover, within subsistence micro-
entrepreneurs, more than 70% resem-
ble informal salaried workers more
than formal salaried workers (i.e., they
are less educated and come from
poorer socio-economic backgrounds).

Although these results indicate that
most micro-enterprises are just a mere
refuge from unemployment, they also
show that about a quarter of the entre-

preneurs would indeed have potential
to grow. Relaxing their financial cons-
traints and supporting them to impro-
ve their business practices could be
key engines for higher performance
and the resulting creation of new jobs.

In turn, if the entrepreneurs with po-
tential indeed created new jobs, ho-
pefully they could employ those who
are currently self-employed out of
need. However, given that less than
30% of subsistence entrepreneurs
have good “employability” (they re-
semble formal salaried workers more
than informal ones), this transition
between occupations may be limi-
ted. Public policies oriented toward
bolstering human capital among sub-
sistence entrepreneurs may improve
their employability, in turn facilitating
their passage to the salaried jobs that
more dynamic micro-enterprises or
bigger companies could create.lm

6 Buenos Aires, Cordoba, La Paz, Santa Cruz, San Pablo, Rio de
Janeiro, Bogota, Medellin, Quito, Guayaquil, Panama City, Lima,
Arequipa, Montevideo, Salto, Caracas and Maracaibo.

Figure 1. Subsistence microentrepreneurs versus dynamic
microentrepreneurs in selected cities of Latin America (2012)¥

Dynamic entrepreneurs

(similar to medium/large

employers) — |

Subsistence entrepreneurs
(similar to salaried workers)

N

Similar to

salaried workers

formal

27%

Similar to

salaried workers

informal sector

a/ Buenos Aires, Cordoba, La Paz, Santa Cruz, Sao Paulo, Rio de Janeiro, Bogota, Medellin, Quito, Guayaquil, Panama City, Lima,
Arequipa, Montevideo, Salto, Caracas and Maracaibo.

Source: Chapter 3. RED 2073.
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Dynamic enterprises and
productive transformation
In Latin America

One of the most prominent features
of the productive structure in Latin
America is the lack of high-quality jobs.
This phenomenon stems not only from
the low creation rate of transformatio-
nal” enterprises but, mainly, from the
disinclination of existing formal enter-
prises to increase their productivity and
employment. Figure 2 illustrates the
slow dynamism of the Latin American
manufacturing sector. It shows the ave-
rage size of establishments older than
26 years old as a proportion of their
size at birth for a sample of countries
in Latin America and in Eastern Euro-
pe. Establishments older than 26 years
old in Latin America are about 7 times
larger than their size at birth whereas in
European countries they are about 12
times larger than their size at birth.

The lack of dynamism and job creation
in formal enterprises has significant
costs in terms of aggregate producti-
vity. Among other things, it condemns
large parts of the population to take
refuge in subsistence enterprises, ty-
pically informal one-person businesses
with low productivity. Consequently,
taking the workforce from self-emplo-
yment and informality to jobs at firms
that, even at a modest scale, are orien-
ted towards innovation would generate
a substantial productive transformation
in Latin America.

7 When referring to transformational enterprises we do not restrict
ourselves to large corporations that shift the technological frontier
and promote major innovations in products and processes. We
also refer to production units which, although small in scale, are
able to generate value.

Figure 2. Size of the manufacturing sector of Latin America versus Eastern

Europe® (mean 2006 and 2010)

1
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only establishments in one establishment firms

M Latin America

All establishment

Eastern Europe

a/In Latin America, the averages include data from: Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Ecuador, El Salvador, Guatemala,
Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru, Dominican Republic, Trinidad and Tobago, Uruguay and Venezuela, RB. In Eastern
Europe the averages include data from: Lithuania, Slovakia, Slovenia, Estonia, and Croatia.

Source: Chapter 4. RED 2013.

Designing public policies that promo-
te this transformation requires a clear
understanding of the origin and nature
of firm-level productivity. The CAF Eco-
nomics and Development Report 2013
address just this, among other things.

One of the questions addressed by the
report is how the size and the age of a
firm impact are related to its ability to
create jobs. On one side, small firms
tend to boast a higher growth rate than
large firms. On the other side, young
firms grow more quickly than old ones.

Since young firms are typically smaller
than old firms, it is not clear whether
size or age is actually associated with
higher employment growth. Figure 3
summarizes an exercise that explores
whether smaller firms maintain their
employment growth differential with
respect to larger ones, after contro-
lling for age. The graph shows each
estimated coefficient and a confidence
interval. When this confidence interval
includes zero, it means that the coeffi-
cient is not statistically different from
zero. The results suggest that, after

7 WDEVELOPMENT BANK
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Figure 3. Growth: size versus age (2006-2011)¥ ¥/
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a/lt refers to the growth of the number of permanent workers in a company calculated according to Davis, S.J, Haltiwanger; J. y Schuh, S. (1996). Small business and job creation: dissecting the
myth and reassessing the facts. Small Business Economics, 8(4), 297-315.
b/ The countries in the sample are: Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Ecuador; El Salvador, Guatemala, Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru, Dominican

Republic, Trinidad and Tobago, Uruguay and Venezuela.

Source: Chapter 4. RED 2013,

controlling for age, small enterprises do
not grow more quickly than larger ones.
Thus, it is the youth of the firm that is
associated with greater dynamism.

The report also shows there is a high
heterogeneity of growth rates even
within young firms. This could be asso-
ciated, among other factors, with the
characteristics of those who manage
and/or fund these firms. Indeed, the
report highlights that behind a dyna-
mic quality enterprise, there is an en-
trepreneur with the appropriate skills,
experience, right motives, and accu-
rate perceptions. For example, among
the reasons given for starting a new
business, two were positively associa-
ted with the business’s size (“making
more money” and “improving an exis-
ting product or service”) whereas two
were negatively associated (“working
from home” and “difficulties in finding
suitable employment”).

WDEVELOPMENTBANK 8
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Regarding how previous work experien-
ce affects the creation and the charac-
teristics of new businesses, the report
found that over 30% of entrepreneurs
in Latin America® emerge from spin-offs,
that is, capitalize on ideas, resources,
knowledge, or contacts from another
firm. Moreover, the report found that
spin-offs are 7 percentage points more
likely to become employers (as oppo-
sed to self-employer) and, among em-
ployers, 13 percentage points more
likely to have 5 or more employees.

In addition to these factors, which
are internal to the firm® the envi-
ronment or “entrepreneurial ecosys-
tem” also affects the development
of enterprises. Unfortunately, La-
tin America has a series of features
that discourage firm innovation and
transformation. For example, firms
not only find it hard to innovate and
implement certain management

practices due to lack of high-skilled
labor, but also, even if they innova-
te, they face impediments to fully
exploit the gains from their growth
because of poor trade infrastructu-
re. Attacking these problems requi-
res major reforms that, among other
things, improve how factor markets
operate and promote a more compe-
titive environment that facilitates the
timely exit of inefficient firms and the
development of firms with potential.
This is perhaps one of the most com-
plex steps, but also an unavoidable
one, on the path to the productive
transformation of Latin America. g

8 The results come from the ECAF 2012 Survey in 17 cities in the
region (Buenos Aires, Cordoba, La Paz, Santa Cruz, San Paulo, Rio
de Janeiro, Bogota, Medellin, Quito, Guayaquil, Panama City, Lima,
Arequipa, Montevideo, Salto, Caracas, Maracaibo) and in the city
of Los Angeles (US).

9 In Chapter 4 of RED 2013 we show the influence of other internal
factors, such as management practices and innovation, on the
characteristics and performance of firms.
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Policies for entrepreneurship ,

employment, and productivity

he problem of productivity in Latin

America comes down to strengthe-
ning at the same time the employability
of the workforce and the job-creating
ability of firms. On one side, many tee-
nagers choose to drop out from school
and join the informal workforce, often
creating their own businesses, becau-
se their prospects of getting quality for-
mal employment are very low. Unfortu-
nately, when making that decision, they
slowly lose the skills that a good job re-
quires. On the other side, poor growth
among new and existing enterprises
results not only from poor access to
finance and technology and other
restrictions, but also from the limited
capabilities of the available workers,
both in terms of technical skills and in
terms of basic work habits (following
directives, meeting deadlines, etc.). As

a consequence, the region finds itself
in an informality and low-productivity
trap: firms do not grow much because,
among other things, workers are poorly
skilled; and, at the same time, workers
are poorly skilled because there are not
enough transformational firms genera-
ting the kind of job opportunities that
would discourage informal micro-en-
trepreneurship.

Latin America is thus plagued by mi-
cro-enterprises that do not provide
opportunities for economic and social
progress. Only a quarter of those mi-
cro-entrepreneurs have family and per-
sonal characteristics similar to those
of entrepreneurs capable of employing
other people, growing, and becoming
more productive. The rest resembles
salaried employees so that, for many of

Figure 4. The support system for productive entrepreneurship

Innovation

e.g, universities,
research centers,
R & D centers in companies

Funding

eg, seed capital, venture capital,
private equity investment,
capital market instruments

Source: Chapter 5.RED 2013.

Entrepreneurial talent

e.g, technology transfer centers,
networks of entrepreneurs,
education in business plans

Labor talent

eg, job training,
internship programs for young people,
knowledge upgrade courses

B Investment environment and climate g2

them, having a formal job would pro-
bably be a better option. Some of the
reasons why job-creating firms, both
young and old, grow slowly in Latin
America in comparison with developed
countries include fewer opportunities
for management training, low access to
capital, and a low-skilled workforce —all
of which, directly or indirectly, increa-
ses production costs and undermines
the scale of operations that firms find
suitable for their businesses.

To promote productive and sustainable
entrepreneurship, public policy should
have a multidimensional approach and,
as illustrated in Figure 4, should inte-
grate entrepreneurial talent, labor ta-
lent, innovation, and financing. The his-
tory of some global entrepreneurship
landmarks, such as Silicon Valley and
the technology corridor in Massachu-
setts in the United States, Israel, Singa-
pore, Taiwan, and Ireland, shows that
the public sector can play a significant
role in creating an environment favora-
ble to entrepreneurship in a variety of
ways: from improving the environment
for business creation to supporting in-
novation with targeted policies.

Entrepreneurial development policies
must be accessible to all enterprises
with growth potential, which may re-
quire innovation in the selection of the
beneficiaries —for example, selecting
them according to age rather than
size. Moreover, policy-makers should
recognize the social nature of those
policies oriented toward subsistence
micro-enterprises, the growth poten-
tial of which is much lower, calling
for a holistic approach that targets
the whole family rather than just the
economic activity of the head of the
household. Furthermore, employa-

9 WDEVELOPMENT BANK
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bility should be a key objective, and
it could be bolstered with programs
targeting the transition from school
to the labor market, such as first-job
initiatives, internship programs, and
training programs attending to the
demand of productive sectors.

There is no guarantee that the most ta-
lented individuals in society will engage
in socially productive activities: they
could also engage in rent seeking. It
will all depend on their incentives be-
cause, above and beyond their regard
for collective welfare, people usually
make their occupational choices prio-
ritizing their own welfare (Baumol, 1990
and 2010; Murphy et al., 1991)'°. These
incentives will be determined, to a large

CAF 2012 Survey

The entrepreuneur’s

personality
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extent, by the productive and institu-
tional regulatory environment in which
productive activity takes place. An eco-
nomy without a favorable environment
for productive entrepreneurship (i.e., a
legal and regulatory framework that fa-
cilitates the creation of enterprises, ar-
bitration services, among other factors)
will fail to generate more and better en-
terprises through public policy.

Summing up, there is a lot of room for
public policy to improve the producti-
vity of Latin American economies. The
completion of certain missing markets
and the access to financial services
can be important for the creation and
growth of quality enterprises. This is
also true for enterprises across the full

Apart from certain socioeconomic
and demographic characteristics,
there are psychological traits that dis-
tinguish not only the individuals who
decide to realize a business idea from
those who do not, but also some entre-
preneurs from others. This article uses
data from the ECAF 2012 to analyze
whether there are psychological cha-
racteristics that distinguish entrepre-
neurs from non-entrepreneurs in Latin
America and if these same traits are
associated with the size and success
of their businesses.

The left panel of Figure 5 shows how
certain indicators of psychological
traits are associated with the probabi-
lity to be an entrepreneur (be it an em-
ployer or a self-employed), controlling
for other demographic and socioe-

spectrum, from those whose full po-
tential is to create a few quality jobs
for the local market, to those who can
compete in international markets at a
much larger scale. Policies, moreover,
need to also consider the importance
of programs that stop the leakage of
young adults from the education sys-
tem to the informal sector, not only for
the sake of social inclusion, but also in
the interest of growth and the producti-
vity of the formal sector. m

10 Baumol. W. (1990). Entrepreneurship: Productive, Unproductive,
and Destructive. Journal of Political Economy, 98(5), 893-921.
Baumol, W. (2010). The Microtheory of Innovative Entrepreneurs
hip. Princeton: Princeton University Press.
Murphy, K, Shleifer; A. y Vishny, R. (1991). The Allocation of Talent:
Implications for Growth. (NBER Working Papers N°3530). Cam-
bridge: National Bureau of Economic Research.

conomic characteristics. The results
show that entrepreneurs stand out for
having greater need for achievement
and risk tolerance than non-entrepre-
neurs. Other psychological traits, such
as autonomy, internal locus of control,
innovation and creativity, self-efficacy
and multi-tasking ability, are not signifi-
cantly different between entrepreneurs
and non-entrepreneurs.

The right panel of Figure 5, considering
only entrepreneurs, shows which of
these features are associated with bet-
ter performance —proxied by the ability
to create jobs—and thus with greater
entrepreneurial potential, also contro-
ling for other relevant characteristics.
The results indicate that within the set
of entrepreneurs, those with higher
need for achievement, innovation and
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creativity, and multi-task ability, which
in part may reflect their managerial abi-
lity, are more likely to manage larger
companies and to have employees.
Other relevant psychological traits
for becoming an entrepreneur, such
as the willingness to take risks, are
not significantly different between the
entrepreneurs who employ other wor-
kers and the entrepreneurs who are
self-employed.

In summary, this evidence suggests that
some traits and skills could characterize
individuals who have a greater inclination
for entrepreneurship and, among them,
those who have more potential to grow. In
particular, having high need for achieve-
ment and risk tolerance may influence an
individual’s decision to become an entre-
preneur, but other features, such as mana-
gerial skills and the ability to innovate, will
help him attain business growth. m

T1ECAF 2012 includes a special module for measuring the presence of certain personality characteristics of individuals that are usually associated with a greater inclination towards entrepreneurship.

Figure 5. Psychological traits and probability of becoming an entrepreneur in selected cities of Latin America and

the U.S.#" (2012)
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Estimated coefficients and 90% confidence intervals

a/ The graphs report the coefficients and confidence intervals at 90% estimated by ordinary least squares (OLS). On the left graph, the dependent variable is a binary variable that takes the value 1if the
individual is an entrepreneur (be it an employer or a self-employed worker) and 0 if the individual is a non-entrepreneur (salaried worker). On the right graph, the dependent variable is a binary variable
that takes the value 1if the individual is an employer and 0 if the individual is self-employed. Regressions were controlled for gender, age, educational level, marital status, number of household members,
presence of children under 5 years old, educational level of parents, the fact that a parent has been an entrepreneur, the family wealth level when the individual was under 18 years old (measured by holding

at least one property owned by their parents) and the city of residence.

b/ Buenos Aires, Cordoba, La Paz, Santa Cruz, Sao Paulo, Rio de Janeiro, Bogota, Medellin, Quito, Guayaquil, Panama City, Lima, Arequipa, Montevideo, Salto, Caracas, Maracaibo and Los Angeles.

Source: Chapter 2. RED 2013.
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