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ABSTRACT

Personal and Regional Determinants of Entrepreneurial
Activities: Empirical Evidence from the REM Germany”

This paper contributes to empirical research in entrepreneurship by focusing on the link
between two stylized facts that emerged from a number of studies for Germany and other
countries: Entry rates differ between regions, and the propensity to become an entrepreneur
is influenced by socio-demographic variables and attitudes. We develop a theoretical
framework to discuss this link, and we test whether for a person of a given age, degree of
schooling, attitude towards risk etc. regional variables do matter for the decision to start a
new business ceteris paribus. Our econometric study is based on data for 10.000 persons
from a recent representative survey of the population in ten German planning regions, the
Regional Entrepreneurship Monitor (REM). We use a version of the probit model that takes
care of the regional stratification of the data, and the results of the nonlinear models are
carefully interpreted and illustrated. We find that the propensity to step into self-employment
is, among others, higher for males, unemployed, people with contacts to a role model, and
with past entrepreneurial experience, who live in more densely populated and faster growing
regions with higher rates of new firm formation, while risk aversion and high prices of land
have the opposite impact.

JEL Classification: J23, R12

Keywords: nascent entrepreneurs, Germany, regions

Corresponding author:

Joachim Wagner

University of Lueneburg

Institute of Economics

D-21332 Lueneburg

Germany

Tel.: +49 4131 78 2330

Fax: +49 4131 78 2026

Email: wagner@uni-lueneburg.de

* Research for this paper was done as part of the project Regional Entrepreneurship Monitor REM
Germany financially supported by the German Research Foundation (DFG STE 628/7-1/2 and WA
610/2-1/2).


mailto:wagner@uni-lueneburg.de

1. M otivation

Although comprehensve daa from officd datidics on new firm formaion and
entrepreneurs darting a new business are lacking in Germany, we know from a number of
empirical dudies that entry rates differ between regions, and that the propensity to become
an entrepreneur is influenced by socio-demographic varigbles and atitudes:

- A compaison of results from severa countries (France, Germany, Itdy, Sweden,
the UK, and the US) by Reynolds, Storey and Westhead (1994) shows that dart-up rates
vay by a factor of two to four between regions within a country. A large number of
empirical dudies invedigate the determinants of these inter-regiond varidions in new firm
formation. A comprehensve survey can be found in Sel (1999); for Germany, see
Audretsch and Fritsch (1994, 2002), Fritsch and Fak (2002), and Gerlach and Wagner
(1994). All of these studies on inter-regiond variation in new firm formeation are based on
aggregete data a the level of the region and, therefore, ignore informetion & the leve of the
individuas that act as entrepreneurs in the process of market entry.

- According to results from a large number of empirica dudies surveyed by Chdl,
Haworth and Brearly (1991) and Evans and Segfried (1994) persond characterigics and
dtitudes have an important impact on the decison to become an entrepreneur. For
Germany, this has been documented in recent sudies by Frick et d. (1998), Lagemann et
d. (1999 and Sternberg (2000). These dudies are based on micro daa for individuds and,
therefore, ignore information measured at the level of the region aperson livesin.

The focus of our paper is on the link between these two literatures. In our
invedtigation we teke a point of view tha differs from the one usudly followed in the
literature on inter-regiond differences in new firm formation. The dependent varigble in our
empiricdl modes is not the number or rate of dart-ups in a region that is regressed on a
group of independent variables measuring various characterigtics of the region which are
expected to be pogtivdy or negativdy reated to new firm formation. We look instead at

the decison of a person to dat a new business or not, and this decison is moddled as



depending on both persond characteridics and  attitudes, and on characteridics of the
region.

We contribute to the literature by empiricaly investigating two issues:

- Does the region matter for the decision to stat a new business in Germany ceteris
paribus, i.e. after controlling for persond characteristics and attitudes?

- If region maiters, what is indde the black box of the regiond effect? How do regiond
characteridtics affect the decison to Sart a new business?

Our economeric dudy is based on daa for 10000 pesons from a recent
representative survey of the populdion in ten German planning regions. We use a verson
of the probit modd that takes care of the regiond dratification of the data, and the results
of the nonlinear modds are carefully interpreted and illustrated.

The rest of the paper is organized as follows Section 2 develops a theoretica
framework for our investigation, section 3 introduces the survey data used and gives some
descriptive empirical  information on the extent of nascent entrepreneurship activities in
Geaman regions, section 4 introduces the empiricd modd and discusses results from an
econometric invedigation of the determinants of becoming a nascent entrepreneur and the

role played by persond and regiond factors, and section 5 concludes.
2. Theoretical framework

To discuss the link between persond and regionad determinants of entrepreneurid  activities
condder a utility-maximizing individud that hes the choice between pad employment and
sdf-employment. This person will choose the option sdf-employment if the discounted
expected life-time utility from sdf-employment (DELUS) is higher than tha from pad
employment (DELUP). The difference N ; between DEL U and DELUP,

(1) N;=DELU®-DELUR



therefore, is crucid for the dedson of individud i, and he will choose sdf-employment if
N; is pogtive.

DELUSi and DELUpi are determined by the expected monetary and non-monetary
returns from sdf-employment and pad employment according to the utility function of the
person and the individud's discount rate. Higher returns lead to higher vaues of DELU.

The expected monetary and nonmonetary returns from both types of employment
depend on vaidbles rdated to individud i, summarized in the vector X, and on vaiddles
rdaed to the region j he lives in, collected in the vector yj. Given that Ni depends on
DELUSi and DELUpi, and DELUSi and DELU'Oi depend on the monetary and non-

monetary returns, N ; can be written as a function of x and yj:
@ Ni: Ni()ﬁ’ Yj)

Note that we assume here that a person chooses between paid employment and sdif-
employment in the region he lives in. A raiond individud will condder each region | (j =
1 .., K and, given his individud charecterisics and attitudes, compute DELUSi ad
DELUpi for dl k regions (taking the cogts of moving to a region into account) to choose the
region with the maximum among these 2k vaues. Given high monetary and non-monetary
cods of migration this often (but not awvays) means that a person will stay in the region he
livesin.

Individud characterigics and titudes (dements of xi), and characterigtics of the
region (elements of yj), which have a more postive or less negative impact on DELUS‘i
than on DELUpi increase N; (and vice versa). Given that the expected monetary and non-
monetary returns from both types of employment, the utility function, and the discount rate
of an individud are unknown to an observer, we cannot observe N;. Therefore, we cannot
test directly whether an individud or regiond characteridic - say, age of a person, or
populaion dendty in a region - has a pogtive impact on N or not. If, however, N iS gregter
than the criticd vaue zero, according to our theoretica framework a person will choose to
become an entrepreneur, and the decison to do so or not is obsarvable In our empiricd



modd we will invegigate the influence of X; and yj on the probability that a person
becomes an entrepreneur by looking at his known decison pro or contra.

The theoreticd hypotheses regarding a podtive or negdive influence of persond
characteridics and attitudes, and of chaacterigics of the region, on this decison ae
discussed beow in section 4 together with a description of the way the dements of % ad
yj are measured. Given that detals of the specification of the empiricd modd are (as usud)

data driven, we will next turn to a description of the data base used in our study.
3. The Regional Entrepreneurship Monitor REM Germany 2001 survey

The data used in this paper are taken from a survey of the German populaion aged 14 years
or older that was conducted usng computer asssted teephone interviewing by TNS
EMNID, a leading German opinion research inditute, in the summer of 2001. This survey
is part of the research project Regional Entrepreneurship Monitor REM Germany which
focuses on the extent of the difference in entrepreneurid activities between regions in
Germany, its determinants, and its consequences for regiona development.

In 10 (out of 97) so-cdled planing regions (or Raumordnungsregionen, see
Bundesamt fir Bauwesen und Raumordnung, 2001) a random sample of 1.000 people was
interviewed, leading to a data set with 10.000 cases® The quedtionnaire’ asked for socio-
demogrgphic  characteridics (sex, age, education, maitd daus dze of household,
employment datus, income) and a number of items rdaed to entrepreneurid activities
(eg., whether the interviewee is the owner of a firm that is currently actively run by her or

him, whether shelhe is currently engaged in darting an own business). This data st gives a

! For further information about the REM project see Bergmann, Japsen and Tamasy (2002).
REM is cdosdy rdated to GEM, the Globd Entrepreneurship Monitor, a multi-country
study thet investigates the same topics at anationd level (see Reynolds et d., 2000).

? The data will be made available for public scientific use after the completion of the REM
project.

® An English version of the questionnaire is not yet avalable a German verson is available
from the authors on request.



sngpshot of activities and attitudes related to sdf-employment and new firm formation in
the 10 regions in the Summer of 2001. Even if we can not dam that the daa are
representative for Germany as a whole, the regions were sdected in such a way that they
mirror the spatia sructure with regard to old and new federd dates (i.e, West and East
Germany), highly indudtridized versus more rurd regions, center and periphery, etc. With a
pinch of sdt information relating to the average in the sdected regions can be consdered to
be avdid instrument for information on Germany asawhole.

In the survey the interviewee was asked whether shelhe is (done or with others)
activdy involved in dating a new busness that will (as a whole or in pat) bdong to
her/him, and whether this business did not pay full time wages or sdaies for more than
three months to anybody (including the interviewee). Those who answered in the
affirmative are consdered to be nascent entrepreneurs.” The share of this group in the
populaion is 3.7 percent.

Table | reports detaled results for the ten regions. Inter-regiond differences in the
order of magnitude point to differences in the leve of entrepreneurid activity among the
regions. The share of nascent entrepreneurs in the population is aout twice as high in the
regions Kdln and Miinchen as in the regions Emscher-Lippe and Mittleres Mecklenburg.

[Table | near here]

4. Personal and regional determinantsof entrepreneurial activities: Resultsfrom

an econometric investigation

In this section the question what didinguishes nascent entrepreneurs from the rest of
populetion is investigated econometricaly. We test for the role played by both persond and
regiond factors in shaping the probability of becoming a nascent entrepreneur. Section 4.1

* This definition of a nascent entrepreneur is identica to the definition used in the GEM
project mentioned above; see Reynolds et d., 2000, p. 9.



gives an outline of the specification of the empiricd modd gpplied, and section 4.2 presents

adetailed discussion of theresults.
4.1  An empirical model of deter minants of entrepreneurial activities

According to the theoreticd modd developed in section 2 aove the decison teken by
individuad i to become a nascent entreprener or not is shgped by his persond
characterigtics and attitudes (collected in the vector Xi)' and by characterigtics of the region
j he chose to live in (collected in vector yj). In our empiricd model we regress the observed
decison of dl persons from the REM survey aged between 18 and 68 on x and y. Sdection
of the dements incdluded in x and y are, & least in part, daa driven. Although we had full
control over the design of the quesionnaire used in the REM survey, we were undble to
collect informaion on dl individud characterigtics that are important for the decison under
condderation due to budget condrants (that limited the time per interview and the number
of items to be incduded) and the willingness of the interviewees to report information on
isues like the amount of persond wedth, or losses in bankruptcies in the past. Effects of
vaigbles not incduded in the empiricd modd ae covered by the error term. Frankly, this
might lead to an omitted variables bias - a problem common to many (dl?) econometric
invedigations.

That sad, we will now turn to a discusson of the variables measured a the individud
and a the regiond levd tha ae included in our empiricd modd. To dat with the
individud characterigtics and attitudes, X has the following dements

- Sex (a dummy variadle taking the value one if the interviewee is mae). Hypothess
It is a Sylized fact that men do have a higher propengty to sep into sdf -employment than
women, a least in Germany. Sex is included in our empiricdl modd to control for this
difference in behavior between men and women, and we expect a postive sgn for the
esimated coefficient of the dummy variable.

- Age (measured in years). Hypothess On the one hand, age is a proxy variable for
persond wedth - the older a person is, the longer is the potentid period to accumulae



wedth. Given tha young firms are often condrained by lack of credit because banks
usudly demand collatera to finance investments, a certain amount of wedth is crucid for
dating a new busness (see Evans and Jovanovic 1989). This leads to the expectation of a
postive sgn of the edimated coefficient of the age varidble On the other hand one has to
acknowledge that darting a new busness often leads to high sunk codts - think of al the
effot to st up a busness plan, doing maket research, deding with legd and
adminigrative problems, etc. The shorter the expected life span of the new business, the
shorter is the period over which these sunk cods can be earned back. To put it differently,
Setting up a new business with high sunk cogts is more dtractive a the age of 45 than a the
age of 60, ceteris paribus. This leads to the expectation of a negeive sgn of the etimated
coefficient of the age variable. Given these two opposte influences of age on the propengty
to become an entrepreneur it is an empiricd quesion whether one dominates the other, or
whether both net out (see Evans and Leighton 1989). Furthermore, it might be the case that
the wedth effect dominates in the early years, while the sunk cods effect dominates
towards the end of the active life, leading to an inversdly u-shaped relationship between age
and the probability to become a nascent entrepreneur. To tet for this nonHinear influence
ageis a0 induded in squares.

- Level of education (a dummy \arigble taking the vaue one if the interviewee has a
higher education, i.e. went to school for a leest 12 years, or holds a degree). Hypothess:
This dummy vaiable is a proxy for the amount of generd human capitd. Given that
success in busness demands knowledge in a number of different areas and a sufficient
capacity to learn, we expect a podtive rdaionship between higher education and the
propengty to sep into saf-employment.

- Unemployment (a dummy vaigble taking the vdue one if the interviewee is
unemployed). Hypothesis Unemployment often acts as a push factor for building a new
busness. For Germany, this is amplified by the so-cdled bridging dlowances pad by the
labor services to hep dat-ups by (former) unemployed persons. Therefore, a podtive
coefficient of the dummy variable is expected (on unemployed nascent entrepreneurs in

Germany, see Wagner 20024).



- Self-employed (a dummy variable teking the vadue one if the interviewee is df-
employed). Hypothess This dummy variable is a proxy for specific human cepitd related
to running your own busness, and a pogtive coefficent is expected (see Evans and
Leighton 1989). Note tha this varidble should not be consdered to be of a tautologicd
nature. On the one hand today's sdf-employed can (and often do) step out of thelr business
and opt for a job as a pad employee. On the other hand an owner of a busness might
decide to try another chance in a different area of business - in addition to or ingead of the
business he is running now.

- Failed as a self-employed in the past (a dummy varigble taking the vdue one if an
interviewee sarted - done or with others - a busness in the past that has been closed or
given up and not sold to others later). Hypothess Like sdf-employed, this dummy variable
is a proxy for specific human capitd related to running your own business, and a podtive
coefficient is expected. Although gtigmetization of those who faled once is often seen as a
problem (at least, in Germany), taking a second chance is widespread (see Wagner 2002D).

- Personal contact with a young entrepreneur (a dummy variable taking the vaue one
if the interviewee persondly knows someone who darted a new busness during the last
two years). Hypothesis Contacts with young entrepreneurs will reduce costs because they
make it eader to get answers to lots of 'how to' type questions rdaed to a dart-up. We
expect apogitive impact of contact with such a'role modd' (see Sternberg 2000, p. 60).

- Fear of failure a reason not to start (a dummy variable taking the vaue one if the
interviewee agreed that fear to fal would prevent him from founding a firm). Hypothess: If
the interviewee answered this question in the afirmative we condder this as an indicaor of
a high degree of risk averson, and we expect a negaive impact on the probability of
becoming a nascent entrepreneur (see Kihlstrom and Laffont 1979).

Dextriptive daidics for these variables are given in the upper pand of table II.
Among the nascent entrepreneurs we find more maes, more people with higher education,
more sdf-employed, more who faled as a sdf-employed in the padt, and with persond
contact to a young entrepreneur, and less people who condder fear of falure to be a reason

not to sat a new busness than among the rest of the adult population. Furthermore,



nascent entrepreneurs are about 3.5 years younger on average. Note that the share of

unemployed persons in both groups is the same.
[Table Il near herel

Let us now turn to the regiond characterisics included in our empiricd modd thet
condtitute the vector yj:

- Population density (number of residents per squarekilometer in 1998). Hypothess:
Given that the lion's share of new firms is founded in services, a higher population dengty
means more potentid cusomers and higher demand in the region. This has a pogdtive
impact on the expected returns to a new business and according to our theoretica
framework we expect this to have a podtive influence on the probability to become a
nascent entrepreneur.

- Growth rate of population (1990 - 1998; percent). Hypothess: The higher is the
growth rate of populaion, the higher is the rate of growth of demand for many services, and
the better are the chances for newly founded businesses in these areas. Again, this has a
postive impact on the expected returns, and, therefore, we expect it to have a postive
influence on the probability to become a nascent entrepreneur.

- Average monthly wage and salary in manufacturing (1999; in Deutschmark)
Hypothess Ths vaiable serves as a proxy for the purchesng power in the region and for
the demand for goods and services, and we expect a podtive impact of higher vaues on the
individud propendity to become a nascent entrepreneur due to postive effects on expected
returns. Note that in times of a shrinking manufacturing sector and high unemployment the
opportunity to gat working in menufacturing for this average sdary is not avalable for
most of the interviewess, 0 this should not be interpreted as the opportunity cods of
becoming sHf -employed for mogt of the interviewees.

- Average price of building plots (1996 - 1998; DM per square meter). Hypothess:
The higher the price of land, the higher are the codts for building or renting a flat or shop,
and given this negative impact of higher cost on returns we expect a negative impact of



10

higher prices of building plots on the individud propensty to become a nascent
entreprenewr.

- New firms per 1.000 residents (average 1998 - 2000). Hypothess: This varigble
serves as a proxy for the regiond entrepreneurid milieu. A high rate of new firm formation
points to a climate that is favorable for start-ups in many ways (not messured by the other
regiond variables incduded here). Therefore, we expect a podtive sgn of the edimaed
coefficient.

Descriptive dtatigtics for these variables are given in the lower pand of table II. Note
that on average dl regiond characterigics included in the empiricd modd have higher
vauesfor the group of nascent entrepreneurs compared to the rest of the adult population.

4.2  Resultsof the econometric study

The ceteris paribus role played by the eements of % ad yJ in determining the probability
of becoming a nascent entrepreneur is investigated in an econometric modd with a dummy
endogenous vaiable teking the vaue one if a person is a nascent entrepreneur, zero
otherwise. To teke the survey design described in section 3 above into account, the modds
were edimaed usng the survey probit program svyprobit induded in Stata 7.0 with the
region as the primary sampling unit (psu) to control for cusering; see StataCorp (2001, p.
321ff.). Note that spatid austocorrdation is not an issue in our dudy because the ten
planning regions are scattered dl over Germany.

The edimation proceeds in three seps. In step one only persond characterigics and
dtitudes are induded in the empiricd modd, i.e the dummy vaidile for nascent

entrepreneurship is regressed on % only. Resaults are reported in the column headed 'Modd

®> The source for populaion density, growth of populaion, average monthly wage and
sday in manufecturing, and average price of building plots is Bundesamt fur Bauwesen
und Raumordnung (2001); figures for new firms per 1000 resdents are cdculated from
daareproted in Statistisches Bundesamt (2001).
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A' in Table Ill. From the prob-vaues it follows that according to this modd, and in line
with our priors, the probability of becoming a nascent entrepreneur is higher for males,
people with higher education, unemployed, sdf-employed, who faled as sdf-employed in
the padt, and who have persond contact with a young entrepreneur. It is lower for people
with a high degree of risk averson. All these edimated coefficients are are sgnificantly
different from zero a the 6 percent level of error or better. The effect of age is less clear.
The dgn paitern points to an inversdy u-shaped impact of age; the estimated coefficient of
the age vaiddle messured in levds is, however, not datidicdly dgnificat a a

convertiond leve.
[Table Il near here]

Model A condders the role of persond atributes and dtitudes only. From the
descriptive evidence reported in Table | we know that the level of entrepreneurid activity
differs condderably between regions. In gep two, therefore, we additiondly test for the role
played by the region in determining whether a person becomes a nascent entrepreneur.
Reallts for an augmented empiricd modd containing nine dummy varigbles for the regions
(usng the Emscher-Lippe region as the sandard group) are reported in the @lumn heeded
‘Modd B' in Table Ill. All but one of the estimated coefficients of the region dummies are
highly sgnificant satiticaly, and an adjused Wad tes of the null hypothess that dl these
coefficients are zero regects the null with a pvaue of 0.0067. Note that the estimated
coefficients for the other variables induded and ther levels of dgnificance do not differ
much between Model A and Mode B.

In the third and find Sep the st of region dummies is replaced by the regiond
characteristics collected in the vector Y Results for this modd are reported as 'Modd C' in

® We report prob-vaues indead of t-vaues for two reasons Fird, the degrees of freedom
for the t in svyprobit are the number of duders (i.e, regions) minus one, and not the
number of obsarvations minus the number of edimated coefficients and this might cause
irritation; second, the prob-vaues give an immediate and exact impression of the empirica
sgnificance leve of an estimated coefficient.
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Teble Ill. The big picture from the results for the persona characteritics and attitudes is
the same as in Modd A and B. The characterigtics of the regions dl have the theorticaly
expected Sgns, and dl edtimated coefficients are datidicdly sgnificant a the ten percent
levd or better. According to the findings presented here, higher vadues of population
dendty and growth, higher earnings in manufacturing, and a higher levd of new firm
formaion intendty have a podtive impact on the probability to become a nascent
entrepreneur ceteris paribus, i.e for a given st of persond characteristics and attitudes
collected in vector % while higher cogt for building plots have a negative impact.

Discusson of results hitheto was limited to the oatistical sgnificance of the
edimated coefficients and the direction of influence conducted by the vaidbles
Information on the extent of this influence, or on the economic dgnificance, however, is
even more important. Evidently, a variable that has no datigicadly sgnificant impact can be
ignored from an economic point of view, but the opposte is not true A vaiddle tha is
highly ggnificant daidicaly might not matter a al economicaly - if the edimated
probability for becoming a nascent entrepreneur diminishes by 0.00001 percent when a
person is 68 ingdead of 18 years old, we can ignore age of a person in any discussion on
nascent entrepreneurs irrespective of any high levd of daidicdly sgnificance indicated by
the prob-vaue.

Unfortunately, the estimated coefficients from a probit modd (or for any other non-
liner mode) can not eedly be used for daements about the sze of the ceteris paribus
effect of a change of the vaue of an exogenous variable (eg., an increase in the age of a
person by five years) on the vdue of the endogenous vaiable (eg., the probability of
becoming a nascent entrepreneur), because the size of this effects depends on both the vaue
of the exogenous vaiable under condderation and on the vaues of dl other variables in the
moded (see Long and Freese, 2001, 87ff.).

A way to esse interpretation of the estimaion results is to compute the estimated
vdues of the endogenous vaigble (here the probability of becoming a nascent
entrepreneur) for a person with certain characterigtics and atitudes, and then to see how a

change in the vaue of one exogenous variable at atime changes the estimated probakility.
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For expogtory purposes, we define a reference person - cdl it person 1 - which is
mae, 40 years old, has higher education, is unemployed, does not condder fear of falure a
reason not to dart a new firm, has persond contact with a young entrepreneur, is not sdf-
employed, did fal as a sf-employed in the pas, and lives in a (fictive) region where dl
regiond variables have vdues a the sample mean. According to the results reported for
modd C in table Il the estimated probability for person 1 to become a nascent entrepreneur
is0.217.

If we condder a person thet is identical to person 1 but femde (cdl it person 2), the
edimated probability is 0.160 - much lower. The ceteris paribus impact of unemployment is
comparable to the effect of sex - a nonunemployed person 3 has an edimated probability
of 0.154. If we look a person 4 who consders fear of falure to be a reason not to dart a
new firm, we get an edimated probability of 0.142. The probability for person 5, who does
not have persond contact with a young entrepreneur, is about haf the estimate for person 1,
ie 0112. For peson 6, who is sdf-employed, we find a much higher vaue of 0.389.
Person 7, who did not fal as a sdf-employed in the padt, has an estimated probability of
0.106 that is about helf as big as person 1.

Turning to the impact of the regiond characterisics we will change the regiond
variables one a a time from their sample means to their sample maxima. If we do so for the
population dengty, the esimated probability for person 8 increases to 0.268 compared to
0.217 for person 1. Setting the growth rate of population to its maximum gives a probability
of 0252 for person 9. Living in the region with the highet average monthly wage and
sday in manufacturing leads to a vaue of 0259 for person 10. Setting the average price of
building plots a the sample maximum leads to an estimated probability of 0.142 for person
11. And coming from the region with the highest rate of new firm formaion means that
person 12 has an estimated prabaility of 0.256.

These amulation exercises (and many more not reported here) show that the variables
which are gatidicadly sgnificant according to the results reported in table 1l are important

from an economic point of view, too. The decison to become a nascent entrepreneur is
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related to the persond characteridtics and attitudes, and to characteridtics of the region, in a
way that is congstent with our theoretica hypotheses.
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5. Concluding remarks

In this pgper we look a inte-regiond differences in entrepreneurid activity from a
perspective that differs from an gpproach that is widdy agpplied in the literaure. Instead of
searching for regionad characteridtics that are postively or negatively related to differences
in the amount of new firm formation between regions we focus on the decison of the
individua to dat a new busness or not. This decison depends on persond characteristics
and atitudes, and on regiond characteridics that influence the discounted expected life-
time utility from sdf-employment and paid employment by increesng or decreesng codts
and bendfits. The results from our empiricd mode ae in line with our theoreticd
reasoning, and both the persond and the regiond determinants turn out to be important. If
these results show up in a milar way in sudies based on other data sets from other regions
and periods, they might help to shgpe economic policy messures to foster entrepreneurship

inaregion.
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Tablel: The share of nascent entrepreneursin selected German regions

Regi on Share of nascent
entrepreneurs
in the popul ation

(percent)
Enmscher- Li ppe 2.53
Kol n 5. 87
Lineburg 4.25
Mai n- Rhon 3.11
M ttel hessen 2.63
Mttleres Meckl enburg 1.95
Minchen 4.63
Schl eswi g-Hol stein Mtte 3.61
Stuttgart 2.92
West sachsen/ Lei pzi g 2.55
Aver age 3.74

Source: Oawn cal cul ations based on weighted data fromthe
Regi onal Entrepreneurship Mnitor REM Survey 2001
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Tablell: Descriptivestatistics

Al Nascent entrepreneurs QO hers
Vari abl e Mean Std. Mean Std. Mean  Std. Dev.
Sex (Dummy, 1 = Male) 0.45 0.50 0.64 0.48 0.44 0.50
Age (Years) 43.23 13. 49 39.63 11. 28 43.35 13.55
Age (squared) 2050.46 1189. 69 1697. 10 952. 33 2062.84  1195. 30
H gher education (Dummy, 1 = Yes) 0. 38 0. 49 0.53 0.50 0. 38 0.48
Unenpl oyed (Dummy, 1 = Yes) 0.05 0.21 0.05 0.22 0.05 0.21
Sel f -enpl oyed (Dumy, 1 = Yes) 0.10 0. 30 0.34 0. 47 0.09 0.29
Failed as a sel f-enployed in the past (Dummy, 1 = Yes) 0.08 0. 27 0. 24 0.43 0. 07 0. 26
Fear of failure a reason not to start (Dummy, 1 = Yes) 0. 47 0.50 0.23 0.42 0.48 0.50
Personal contact with a young entrepreneur (Dumy, 1 = Yes) 0.43 0. 49 0.76 0.43 0.42 0. 49

2

Popul ati on density (residents per km in 1998) 405.08  337.97 432.57 334.92 404. 11 338. 06
Gowh rate of population (1990 - 1998, percent) 2.27 4.50 3.10 3.92 2.24 4.51
Aver age nonthly wage and salary in manufacturing (1999; DV 5598. 73 1097. 20 5830. 86 1105. 09 5590. 60 1096. 10
Average price of building plots (1996 - 1998; DM per square-neter) 217.64  194.68 226. 14 189. 41 217. 34 194. 87
New firms per 1.000 residents (average 1998 - 2000) 7.85 1.50 8.08 1.60 7.84 1.50
Nunber of cases 7802 264 7538

Source: Omn cal cul ati ons based on data fromthe Regional Entrepreneurship Mnitor REM Survey 2001 (upper panel);
Bundesant fir Bauwesen und Raunordnung (2001) and Statistisches Bundesant (2001) (lower panel).

For a detailed definition of the variables see text.
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Model A Model B Model C

Vari abl e Coef f . P> t| Coef f. P>t Coef f. P> t]
Sex (Dummy, 1 = Male) 0.2154 0. 011 0.2164 0. 009 0.2120 0. 010
Age (Years) 0. 0303 0. 126 0. 0287 0. 160 0. 0287 0. 155
Age (squared) - 0. 0005 0. 052 - 0. 0005 0. 066 - 0. 0005 0. 064
H gher education (Dummy, 1 = Yes) 0.1227 0. 060 0.1040 0.078 0. 1049 0.074
Unenpl oyed (Dummy, 1 = Yes) 0. 1959 0. 054 0.2332 0.023 0.2380 0. 021
Sel f -enpl oyed (Dummy, 1 = Yes) 0.4821 0. 000 0. 5052 0. 000 0. 5002 0. 000
Fail ed as a sel f-enployed in the past (Dummy, 1 = Yes) 0. 4653 0. 000 0. 4626 0. 000 0. 4639 0. 000
Fear of failure a reason not to start (Dummy, 1 = Yes) - 0. 3052 0. 000 - 0. 2845 0. 000 - 0. 2875 0. 000
Personal contact with a young entrepreneur (Dummy, 1 = Yes) 0. 4312 0. 000 0. 4294 0. 000 0. 4315 0. 000
Regi on Kol n (Dummy, 1 = Yes) 0. 2529 0. 000

Regi on Lineburg (Dumy, 1 = Yes) 0.1029 0. 000

Regi on Mai n-Rhén (Dummy, 1 = Yes) - 0. 0230 0. 229

Region Mttel hessen (Dummy, 1 = Yes) -0.1015 0. 000

Regi on Mttleres Meckl enburg (Dunmmy, 1 = Yes) - 0. 2646 0. 000

Regi on Minchen (Dumy, 1 = Yes) 0.1355 0. 000

Regi on Schl eswi g-Hol stein Mtte (Dummy, 1 = Yes) 0. 0651 0. 000

Region Stuttgart (Dumy, 1 = Yes) -0.1282 0. 000

Regi on West sachsen/ Lei pzig (Dummy, 1 = Yes) -0.1074 0. 000

Popul ation density (residents per km2 in 1998) 2.33e-4  0.000
Gowh rate of population (1990 - 1998, percent) 0. 0176 0. 022
Average nonthly wage and sal ary in manufacturing (1999; DM 6.57e-5 0.099
Average price of building plots (1996 - 1998; DM per square-neter) -6.22e-4 0.000
New firnms per 1.000 residents (average 1998 - 2000) 0. 0404 0. 023
Const ant -1.2678 0. 000 - 2.6537 0. 000 -3.3430 0. 000
Number of cases 7802 7802 7802

1
The nodel s were estinated by Stata 7 using the program svyprobit with the region as a cluster.
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