ENCOURAGING MORE ENTERPRISE IN DISADVANTAGED
COMMUNITIES AND UNDER-REPRESENTED GROUPS

Introduction

1 The government’s main objective in encouraging more enterprise in
disadvantaged communities and under-represented groups is to increase the overall
rate of business start-up and growth. This objective forms part of a wider
government agenda to address social exclusion, whether this is caused by lack of
access (disadvantage) or a lack of resources (deprivation).

2 The purpose of this section is twofold:

e To provide an overview of the evidence which explains why the government is
putting in place a range of activities and actions to address this issue.

o To outline how the government will monitor and evaluate success in achieving
its objective and highlight the main gaps in the evidence base that will need to
be filled if policy is to be further developed and improved.

3 This section therefore complements Chapter Six of the Government Action
Plan for Small Business by setting out the rationale for the government’s actions and
by giving a fuller account of the plans to track and monitor success.

Rationale: why is action required?

4 Despite sustained economic growth, low inflation and falling unemployment,
marked differences in levels of enterprise between and within UK regions have
persisted. Regions and sub-regions differ significantly in their ability to develop local
enterprise; there are marked disparities in rates of male and female
entrepreneurship; and there are substantial variations in levels of entrepreneurial
activity between different minority groups.

5 If the potential economic and social benefits of enterprise are to be fully
realised, it is vital that all individuals in society have equal opportunities to contribute
to and gain from the benefits of a strong small business sector. It is widely accepted,
however, that without at least some intervention, the market cannot always be relied
upon to deliver the most efficient, or socially desirable outcomes.

6 The rationale for government activities to encourage more enterprise in
disadvantaged communities and under-represented groups is underpinned by two
inter-related government objectives:

o To correct for specific market failures.
o To ensure equality of opportunity.
7 Of the 9.6 million people of working age living in deprived wards, over 2.5

million are not in work and claiming some form of benefit, and even more are in low
paid jobs. Enterprise may offer a real opportunity for meaningful and rewarding
employment for many. However, the challenges and barriers to starting and
succeeding in business, discussed in more depth in other sections of this evidence
base, tend to be heightened for particular groups or areas. For many, this is an
extension of wider labour market inequalities. For example, a more fragmented



career history may lead to problems in accessing start-up finance and acquiring the
skills needed to set up in business.

8 A range of factors can interact to reinforce and reproduce a position of
disadvantage in relation to the labour market, including self-employment, particularly
for those in deprived areas. Lower levels of educational attainment or vocational
skills may be associated with under-performing schools in such areas. Relatively
high levels of unemployment and low paid employment will often result in reduced
labour mobility and fewer opportunities to own property and build collateral for a
business start-up. This acts to reduce the potential for business growth and
investment which in turn can serve to maintain and increase deprivation in an area.
Higher crime and poorer health are among a range of other negative consequences
that also serve to reinforce and reproduce disadvantage.

9 Government action to offset market failures, which takes account of the
particular challenges faced by some communities, can work to increase economic
benefits and both alleviate social problems and reduce their associated costs to
society as a whole. A thriving small business sector can help disadvantaged
communities develop a more diverse economic base, giving them more resilience to
economic change and improving the employment opportunities and household
incomes for many.

10 Beyond this, a buoyant small business sector can also encourage social
cohesion by enabling people to contribute to and share in the development of their
own communities. It also allows them to gain transferable new skills and experience
that will enhance their prospects and subsequent employment opportunities.

Nature and extent of the problem: what does the evidence say?

Patterns of disadvantage, deprivation and under-representation: the reality of
unrealised potential for enterprise...

11 The extent to which people in the UK engage in enterprise activity varies both
geographically and between different groups of people. The reasons why some
communities and some groups are under-represented include both culturally derived
differences in preferences and attitudes to risk and, importantly, inequalities in the
resources and opportunities available, (see for example Bramley, 2002).

12 People living in deprived communities and those from disadvantaged groups
face all of the general challenges associated with starting and growing a business.
Over and above these general challenges, however, many people encounter further
difficulties specific to where they live or their background. These can and do
significantly limit both their aspirations and their potential to succeed in starting and
growing a business.

Geographies of disadvantage, deprivation and enterprise are complex and
multi-layered...

13 Business start-up rates vary both between and within regions. For example,
VAT registration statistics for 2002 show that there were 57 new VAT registrations
per 10,000 residents aged 16 or over in London and 44 in the South East, but only 31
in Yorkshire and Humber and just 21 in the North East (SBS, 2003a).



Chart 1: VAT registration rates’ by deprivation decile, English wards, 2001
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14 There is clear evidence that entrepreneurial activity is lowest in the most
deprived local authority wards - most of which are located in urban areas. Chart 1
relates VAT registrations to levels of deprivation. There is a clear trend for
registration rates to fall as the level of deprivation increases. Excluding London, the
20 per cent most deprived local authority districts in England had 27 start-ups per
10,000 residents, compared to 51 in the least deprived districts. Similarly, 70 of the
88 Neighbourhood Renewal Fund local authority areas in England have VAT
registration rates below the national average (SBS, 2003b).

15 Although there is a clear statistical relationship between deprivation and
levels of enterprise activity, the causes and consequences of lower levels of
enterprise in particular areas are varied and complex. The specific problems faced
by, for example, run-down inner cities are not the same as those faced by former
coal, steel or textile areas or by remote coastal towns (Westall, et al., 2000). There
are also examples of localities where enterprise rates are high, despite apparent
deprivation. For example, in some London wards high VAT registration rates and
deprivation coincide (North et al., 2003).

16 Although it tends to be most obvious in urban areas, deprivation and
disadvantage also occur in rural areas. Rural England actually has a higher number
of VAT registered businesses per 10,000 population (411) than urban (380), and
higher proportions of self-employment, particularly among women. However, the
situation is uneven. There are particular problems in some remote peripheral areas
and pockets of deprivation elsewhere (The Countryside Agency, 2003; Phelps et al.,
2001).

17 Many farming and agriculturally related businesses have faced particular
problems in recent years, but these businesses account for only 15 per cent of all
businesses in rural areas. The most common forms of business in rural areas are
real estate, wholesale and retail. Established businesses and would-be
entrepreneurs are affected by a number of problems that are particularly associated
with remoteness, low population densities and limited local markets. For example,
rural areas generally have smaller businesses (85 per cent have 10 employees or



less); economic activity tends to be concentrated in particular sectors; major national
and international markets can be difficult and costly to access; the small size and
composition of rural labour markets is often problematic; local business support
services can be limited; and, rural economies are often vulnerable to unique crises,
for example foot & mouth (The Countryside Agency, 2003; Keeble 2000).

Women are under-represented in entrepreneurial activity...

18 Women in the UK are significantly less likely to start and own a business than
men. Chart 2 illustrates figures for England and Wales. The Spring 2003 LFS shows
that although women account for 44 per cent of the economically active population in
the UK, only 27 per cent of self-employed adults are women.

Chart 2: Economic activity by gender and Ethnic Group, England and Wales,
2001
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19 Countries exhibiting the highest rates of enterprise activity are typically
characterised by a more widespread involvement of women in entrepreneurial
activities. The proportion of women engaging in enterprise in the UK is lower than
that in some other developed economies. For example, although women’s
participation in self-employment in the UK (27 per cent) is in line with most
comparable European Countries, it is considerably lower than in the USA where their
share of business ownership is estimated to be 38 per cent (Harding, 2002).

20 Women tend to believe they are less capable of running a business than men
and are less likely to consider starting one — 15 per cent of men are ‘would-be
entrepreneurs’ compared with nine per cent of women. Despite these differences in
perceptions and practice, gender does not affect the success or failure of a business.
However, women are more likely to be disadvantaged in terms of factors that
influence business success (SBS, 2002b).

21 In practice, difficulties securing access to finance tend to be a particular issue
for women. Women are more likely than men to rely on their own savings for start-up
funding and less likely to use external financing for ongoing business survival and



growth (Carter and Rosa, 1998). Women often lack the track record that lenders seek
in terms of proven management skills and have fewer personal financial resources.
They also have reduced access to financial or advisory support which is typically
articulated through male dominated networks (Carter et al., 2007).

22 Increasing women'’s enterprise has been identified as a key way to increase
the size and strength of the small business sector (Harding, 2000). However, if this
potential is to be realised ‘demand side’ issues, including those related to how
women relate to business role models, will need to be more fully understood.

Patterns of entrepreneurial activity vary significantly between ethnic groups...

23 The ethnic minority population as a whole engages in enterprise and self-
employment at rates similar to the white population. However, there are substantial
differences in entrepreneurial activity between different minority groups. For example,
22 per cent of Pakistani people currently in employment are self-employed,
compared to eight per cent of black people.

Chart 3: Breakdown of adult population and self-employed population for
minority ethnic groups, males and females, England and Wales, 2001
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24 Chart 3, which excludes data for the 93 per cent of the total England and
Wales population classified as White, shows the numbers in each ethnic group as a
proportion of the total adult population (for men and women separately) and
compares this with their share of total self-employment. For example, Indian women
represent approximately 2 per cent of all women over the age of 16, but they
represent approximately 2.5 per cent of all women who are self employed. The data
shows a number of significant differences. For example, Indian and Chinese men
and women are relatively over-represented in self-employment, compared to their
representation in the population as a whole. However, Black, mixed groups and
Bangladeshis of both genders are relatively under- represented.

25 The evidence suggests that these differences are not simply the product of
culturally defined preferences for particular forms of employment. For example,



relatively higher proportions of working age people in the Asian and Afro-Caribbean
groups are interested in starting a business, but the apparent interest in the Afro-
Caribbean community, and in the mixed group, is much less likely to be converted in
to a business start-up (SBS, 2002b; Boorah and Hart, 1999).

Barriers to enterprise are more intense for some groups and in some
localities...

26 There is considerable evidence that problems in gaining access to
appropriate finance is a key barrier to would be entrepreneurs generally, and, as
already raised in relation to women, a particular barrier to people from particular
groups or localities.

27 For example, analysis of data on self-employed people in deprived areas
suggests that potential entrepreneurs and businesses are more likely than the
general population to have problems accessing bank finance (Bank of England,
2002). Compared to people in other areas, self-employed people in deprived areas
are:

Twice as likely not to have a personal bank account.

Less likely to be able to produce business accounts.

More likely to have lower incomes from full-time self-employment.

Less likely to own their own home or to hold significant financial assets.

28 Businesses in deprived areas are typically offered smaller value and shorter
duration loans at higher interest rate margins than comparable loans elsewhere
(Bank of England, 2003).

29 Ethnic minority groups tend to differ quite markedly in the ways they access
finance. Compared with white-owned firms, Chinese-owned businesses have a
higher propensity to access start-up finance from banks, while African-Caribbean
businesses are significantly less likely to do so. South Asian-owned firms have a
similar propensity to white-owned firms (Ram, Smallbone and Deakins, 2002a).

30 The success with which an individual can start and run a business depends in
large part on the skills they have. Business and management skills are particularly
important to entrepreneurs (Hughes, 1998). In practice, there are marked
geographical, socio-economic and ethnic differences in skill levels, educational
achievement and in access to training, that can and do act as a barrier to
entrepreneurial activity.

31 Barriers to entrepreneurship that particularly affect women include a lack of
accessible or affordable childcare, the need for flexibility to support elderly or ill
relatives and restricted eligibility for support in the transition from benefits to self-
employment (Marlow, 2003).

32 There is some research relating different rates in starting up a business to
attitudes, or entrepreneurial propensities, prevalent in different groups (Bridge et al,
1998; Basu and Goswami, 1999). In the case of women, their lower rate of
entrepreneurship has been related to lower self-confidence or risk aversion (although
such findings have been challenged, see for example Carter, 2001)). It is apparent,
however, that some communities or groups prefer advice and networks involving



people from similar backgrounds. Research also suggests that barriers to enterprise
can be perceived as being greater than they actually are by some groups.

33 One particular issue that affects various groups is a concentration of
enterprise activity within particular sectors or within particular communities. For
example, women entrepreneurs are over-represented in the services sector, where
half the businesses are started by women. Similarly, certain ethnic groups are
concentrated in particular sectors; for example 71 per cent of Chinese people work in
the distribution, hotel and restaurant sector compared with an overall figure of 18 per
cent (Ram and Smallbone, 2001).

34 Many ethnic minority businesses rely completely or heavily on co-ethnic
minority markets - they supply and trade with businesses owned by people from the
same ethnic group. This concentration of activity may offer a clear focus for business
support activity. However, it can also be problematic where it limits the potential for
growth amongst small businesses and creates vulnerability as a result of over-
dependence on specific markets (Ram and Smallbone, 2001).

Enterprise can be a route out of disadvantage and deprivation but we need a
better understanding of what works...

35 One debate within the recent academic literature relates to whether under-
represented groups should be supported through mainstream or specific initiatives
(see for example Chrisman et al., 2002). There is a body of evidence that highlights
the specific problems and distinctive needs of various disadvantaged groups and
advocates the case for selective and targeted support designed to complement
generic offerings (see for example Mukhtar, 1998, Ram et al. 2002). Other authors,
including for example Fadahunsi et al. (2000), advocate the use of more community
based support networks.

36 A range of innovative solutions is currently being tested to address labour
market inequalities and wider social exclusion issues through enterprise. For
example, evidence from the USA suggests that inner city areas have some important
competitive advantages, such as lower rents and wage costs, and that these
advantages can stimulate new enterprises and small business growth (Porter, 1995).
An ongoing evaluation of City Growth Strategy Pilots will establish whether this is the
case in a UK setting. An evaluation of the Phoenix Development Fund' should
highlight transferable good practice from a wide range of innovative projects offering
specialist business support in disadvantaged communities.

37 There is an increasing body of evidence suggesting that enterprise can make
a significant contribution to economic and social prosperity. For example, the Inner
City 100 Index? demonstrates that between 1996 and 2000, the 100 companies listed
created more than 3,500 additional jobs, and average turnover grew by 274 per cent.
Research has also shown positive relationships between enterprise and employment
and positive effects from area regeneration initiatives (see for example North et al.,
2003).

1

The Phoenix Fund, launched in November 1999 is designed to encourage entrepreneurship in disadvantaged
areas through a range of initiatives including Community Development Finance Initiatives, a network of volunteer
mentors and City Growth Strategies.

2 http://www.theinnercity100.org/



38 Social enterprises, including for example those that aim to help ex-offenders
into self-employment or to promote enterprise as an option for people with mental
health problems, can make a contribution to local economic development in addition
to their primary social outcomes. The evidence on how effectively this occurs in
practice is, however, mixed (North et al., 2003).

Measuring success: what are the plans to monitor and evaluate
progress in encouraging more enterprise in disadvantaged communities
and under-represented groups?

39 There are a large number of indicators that could be used to monitor and
track success in addressing enterprise inequalities. Table 1 includes the main
indicators that the SBS is committed to monitoring and reporting on over time in
assessing the extent to which policies and initiatives have been successful in
addressing this agenda. It shows the current baseline position for each measure of
success, and indicates when further information will be available to assess progress.

Table 1: Main progress indicators

Key measures Source Current position | Next update

N Reduce the ONS Inter 30:46 VAT Jan 2004 (2002
gap between Departmental registrations per data)

start-up rates in Business 10,000 adults —

the most and Register a gap of 34%

least deprived (2001)

areas

N Reduce the ONS Labour All groups: 11% Aug 2004 (Spring
gap between the | Force Survey Black/mixed 2004 data)

self- employment groups: 7%

rates of black (Spring 2003)

(and mixed) and

all groups

N Reduce the ONS Labour Men: 15% Aug 2004 (Spring
gap between Force Survey Women: 7% 2004 data)

male and female (Spring 2003)

self-employment

rates

40 To complement these key measures, the SBS will work with partners to
collect data on a number of supporting measures. These are likely to include:

& Increase the proportion of people in disadvantaged areas and amongst
under-represented groups considering going into business.

# Increase the number of social enterprises.

A Increase the proportion of small businesses and individuals in deprived areas
involved in enterprise awareness raising activities.

? Increase the take-up of business support across areas and communities
(including all rural and urban areas).

N Reduce differences in the ease of access to finance between disadvantaged
and other areas.



41 In addition to monitoring success against these indicators, specific research
projects will be carried out to fill gaps in knowledge about why women, particular
ethnic groups and other disadvantaged groups make the choices they do. Crucially,
research will gather views from small businesses themselves on what more needs to
be done.

42 Gaps in the evidence base are particularly acute in this area. For example, a
review in 2003 found evidence on business-led regeneration to be ‘fragmented and
of variable quality; limited in the extent to which it makes direct reference to deprived
areas; dated in that it relates to policies that have now finished’ (North et al., 2001).

43 In recognition of these knowledge gaps, the SBS and other government
departments have already begun an extensive programme of evaluation designed to
draw out key lessons for informing future strategy development. For example:

e The SBS evaluation of the Phoenix Development Fund will report in
summer 2004.

o An evaluation of the City Growth Strategy Pilots will be published in spring
2004.

¢ An evaluation of Community Development Finance Institutions (supported
by SBS) began in the summer of 2003.

o ODPM/SBS/HM Treasury research will report early in 2004 on the
relationship between business and regeneration in a selection of deprived
ward clusters.

o Another SBS study, to report in spring 2004, will analyse the link between
business growth and job creation and displacement.

e Social Exclusion Unit (ODPM) research, to report in 2004, includes
consideration of what more could be done to help unemployed people to
become self-employed.

o A booster sample in the SBS Small Business Survey should allow a more
refined analysis of the issues facing different ethnic groups.

44 Further evaluations will be considered, including the potential to evaluate the
interaction of a number of government initiatives, including Enterprise Areas, targeted
at deprived areas.
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