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ABSTRACT

Asastrategy to help low income people create their own jobs, numerous training programs have been
developed to assist the poor to start a small business. This effort is becoming widespread in both the U.S.
and Europe. While there seems to be a consensus of what a self-employment training program should
contain, the appropriateness of the typical program, for low income people with severe educational
deficiencies, is questioned. A typology for differentiating self-employment training programs is generated
and their distribution is described from a survey of self-employment training programs for low income
people in the United States.

INTRODUCTION

Assisting low income people into self-employment activity has its American roots in
immigrant and ethnic mutual aid societies (3, 23,9).' They arose among diverse populations
such as Asians, Eastern Europeans, Afro-Americans, and West Indians. These societies provided
a network of business contacts, knowledge of market niches, opportunities to apprentice, loan
funds, and a supportive environment that inculcated a strong work ethic. Owning a business has
been part of the American dream for a long time. The Roper Organization (30) conducted a
telephone survey of adults to determine their views on ways to improve their economic situation
through different types of employment. The highest rating was given to business ownership.

Owning a business has been used strategically in two ways: as an advancement in one’s
career path, and as a survival mechanism by being the employer of last resort. Frequently the
purpose behind business ownership is related to one’s level of formal education. Highly
educated people are more likely to use business ownership to further their career plans while
those with low levels of education and skills frequently use it to provide a survival safety net.

Asa public policy strategy to create jobs and alleviate poverty, there hasbeen great interest
in programs that assist low income people to start businesses. The growth in client demand for
these programs is from persons who have become unemployed, underemployed, or pushed out
of the labor force due to structural changes in the economy, and from people experiencing
changesin life circumstances such as becoming widowed, disabled, acquiring a criminal record,
orbeing forced to retire. The growth in the provision of these programs is a response to this client
demand and a search for alternative ways to provide job training, reduce poverty, and accom-
plish job creation. Part of this search for providing alterative training stems from a view that
many poor people already engage in commercial activities in the informal economy and self-
employment training may develop some of those underground skills into aboveground businesses
(3,12).
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The spurt in self-employment training activity will be briefly described. This will be
followed by the development of a typology for categorizing self-employment training programs
and a description of the distribution of types of programs extant in the United States.

SELF-EMPLOYMENT TRAINING ACTIVITY
Europe

Fifteen European countries have entreprencurial assistance programs directed to the
unemployed, as do both Canada and Australia (5, 6). Among the most notable programs are the
United Kingdom’s Enterprise Allowance Scheme, France’s Chomeurs Createurs (Unemployed
Entrepreneurs), and Italy’s Youth Enterprise Creation. In the United Kingdom, adults who have
been unemployed 13 weeks or longer, have 1000 pounds to invest, and intend to work full time
at their business, are entitled to select themselves into the program and receive a flat-rate
allowance of 40 pounds a week for 52 weeks. Participants are eligible to obtain free business
counseling but receiving technical assistance and preparing business plans are not mandatory
for participation (6, 5). In France, a citizen who is entitled to unemployment compensation or
welfare can apply to collect their cash benefits in a lump sum in order to start a business. The
amount increases if additional employees are hired. Receiving technical assistance is not
mandatory, although participants can use any of the many publicly supported entrepreneurial
outreach support programs. Participants have to prepare a business proposal and pass a
screening system (6, 5). InItaly, a person between 18 and 29 yearsold who resides in the Southern
half of Italy can apply for grants and loans to start a business (26). Grants can be for up to 60%
of initial start-up capital; loans can be for up to 30% of start-up capital; grants are also available
for part of the first three years operating expenses. Businesses in the retail and food service
sectors are excluded and funding can not be used for purchase of an existing business. Potential
participants have to prepare an elaborate business plan with the aid of a local business support
group such as a chamber of comnmerce or trade association. A panel of business experts picksthe
best plans to fund.?

United States

The U.S. Department of Labor is currently engaged in an elaborate random assignment
control group evaluation of projects providing financial capital and entrepreneurial training to
recipients of unemployment insurance. The projects are in the states of Washington and
Massachusetts and are modeled after the British and French transfer payment diversion
programs for self-employment (33). The Self-Employment Investment Demonstration (SEID),
funded through the U.S. Department of Health and Human Services and conducted by the
Corporation for Enterprise Development and the Manpower Development Research Corpora-
tion, is another large self-employment training evaluation project. It is directed towards women
on welfare and is taking place in demonstration sites in lowa, Maryland, Michigan, Minnesota,
and Mississippi (15). In the first year of the program, 543 recipients of Aid to Families with
Dependent Children (AFDC) have attended orientation sessions and 187 people have enrolled
(16). Thisdemonstration is based on a model developed by the Women's Economic Development
Corporation in Minneapolis. After a rigorous process of screening and self-selection, enrollees
participate in group workshops that teach business skills related to starting a business. Then
enrollees must complete a business plan and are encouraged to seek financing for their
enterprises. Most SEID programs have in—house loan funds attached; participants are also
encouraged to seek loans from private banks. Those who open a business are exempt, for one
year, from AFDC regulations that would handicap the operation of a business. Follow-up
technical assistance is also provided (15, 17).
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At the purely State level, numerous States are funding self-employment training programs
on their own (27). The leader in the nation is Illinois, which has recently spent $800,000 to fund
23 self-employment training programs in poor and distressed areas (21,-8).

Comprehensive Employment and Training Act. An early modern precursor to this spate of
programs occurred during the late 1970s and early 1980s under the Comprehensive Employment
and Training Act (CETA) (4). Only a very small portion of programs that operated under the
Comprehensive Employment and Training Act involved entrepreneurial training, and their
existence largely went unnoticed.’ Only 21 CETA programs provided entrepreneurial training
that was oriented to business ownership after the program was completed. 'I'hey did demon-
strate that CETA eligible clients could be assisted to start their own businesses.! The programs,
however, were small, and costs per participant were greater than other CETA training programs.
The businesses that were started created jobs mainly for the owners. Substantial “creaming”
occurred and participants were generally not the poorest of the poor (4). In 1982 CETA was
discontinued and replaced by the Job Training Partnership Act (JTPA), under which self-
employment training programs continue to be funded.

Format of Self Employment Training Programs. There seems to be a consensus of what a self-
employment training program should do: screen applicants to pick the most likely candidates
to initiate a business; provide classroom training on business skills; teach about starting
businesses in general; focus on preparing a business plan; and assist a client to obtain a source
of financing (19). All the U.S. programs mentioned above are of this type.

Contemporary self-employment training programs are more varied than those in the past,
as described above. For some projects, new program elements have been introduced and some
of the old elements have been rearranged. Following the demise of CETA in the early 1980s, a
great growth occurred in self-employment training programs targeted to the poor. A survey was
conducted in 1988 to describe the distribution of the types of those self-employment training
programs. A description of a program typology follows.

TYPES OF SELF-EMPLOYMENT TRAINING PROGRAMS

As a first attempt to develop a typology of self-employment training programs for low
income people, projects can be classified according to the following three dimensions: target
population, industry linkage, and business plan focus. From discussions with colleagues and
operatorsof programs, these three characteristics seemed to be the most salient for distinguishing
programs. Further, there seems to bemore variation on these characteristics than onothers, Other
attributes that could have been used to categorize programs are whether or not there is: a
screening process, extensive academic classroom work, self-confidence improvement work,
client access to a loan fund tied to the program, extensive post-training follow-up assistance, use
of formal mentors, and reliance on government funding.

Target Population

Programs differ on whether they target a low income population in general versus
targeting clients in a specific group, in addition to the low income criteria. Specific groups
generally are categorized by demographic characteristics, type of transfer payment received, or
by the cause of being low income. For example, some programs only serve women, youth,
elderly, Hispanics, Blacks (demographic groups); welfare recipients, unemployment insurance
recipients (type of transfer payment received); or dislocated workers, ex-offenders (cause of

49




being low income) (32). Some programs may combine elements of the possible targeting criteria;
forexample, women (demographic) receiving Aid to Families with Dependent Children{(transfer

payment).
Industry Linkage

Some programs specialize and train clients to start and operate a specific type of business
versus training clients in entrepreneurship and business management in general. Examples of
some of the businesses that programs specialize in are: child care, street vending of food, home
sewing, and horticulture. General entrepreneurship training is provided on the assumption that
participants need an idea for a business to initiate and can only become a business owner if they
work on their own business concept. In contrast, training for specific businesses is provided by
programs which feel the trainers should specialize in only the types of businesses they know best,
or those that are the most feasible to start; and it is not necessary for prospective participants to
have their own business ideas.

Business Plan Focus

Some programs focus on preparing a formal business plan as the centerpiece of the project
{e.g. two year cash flow projections, projected income and balance sheet statements, formal
marketing strategy) versus not requiring clients to prepare a business plan. Similar to the latter,
some projects interpret the notion of a business plan very loosely and make its preparation a
small part of the program. The degree of focus on the business plan islikely a function of whether
clients will be applying for business loans, and the educational background of the trainers. Many
trainers in self-employment programs were educated in university business schools or read
manuals prepared by business academics. According to a survey of small business educators,
80% viewed business plan preparation as an important element in a small business course (28).

Program Type Matrix

By considering all the combinations of these three program attributes, measured di-
chotomously, there are eight possible mutually exclusive program types. These combinations
are presented in the following matrix and numbered one through eight. See Figure 1.

Figure 1. Matrix of Eight Types of Self-Employment
Training Programs for the Poor

Specific Target Population General Target Population
Business Plan Business Plan ~ Business Plan Business Plan
Important Unimportant Important Unimportant

Industry
Linked (1) 2 3) @)
Training
General
Entrepreneurial (5) (6) (7} (8)
Training
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A SUMMARY DESCRIPTION OF UNITED STATES
SELF-EMPLOYMENT TRAINING PROGRAMS
SERVING LOW INCOME PEOPLE

The population of programs here are those whose intentions are to assista client in starting
abusinessafter the initial training part of the program is completed.” In 1988, as part of aresearch
project, fifty such programs were found across the U.S. that were currently operating or recently
operated. The enumeration was accomplished by drawing on an extensive literature search,
attending conferences on self-employment training, and using data from the Corporation for
Enterprise Development and the National Conference of State Legislatures. A list of all 50
programs is available from the author. Descriptions of most of the programs can be found in(1,
3,10, 11,13, 14, 19, 20, 24, 25, 27). Programs that do not predominantly serve low income people
were notincluded.’ For example, there were many programs serving minorities and women but
that either do not serve very many low income people or intentionally screen them out.

Results

In Table 1, the matrix in Figure 1 is reproduced with the percentage inside each cell being
the relative frequency for each of the eight types of programs. The cell percentages are
proportions of the total 50 programs. See Table 1.

Table 1. Relative Frequencies for Eight Types of Self-Employment
Training Programs for Low Income People

(n=50)
Specific Target Population General Target Population
Business Plan  BusinessPlan  BusinessPlan  Business Plan
Important Unimportant Important Unimportant

Industry
Linked (1) 2 (3) (4)
Training 2% 12% 2% 2%
General
Entrepreneurial (5) (6) 7) (8)
Training 2% 4% 32% 4%

Programs that target a specific low income group are slightly more numerous than ones
that do not. This is observed by comparing the left half of the table (60%} versus the right half of
the table (40%). Programs that provide general entrepreneurial training are much more common
than industry linked programs. This is observed by comparing the second row of the table (78%)
to the first row (18%). Programs that focus on a business plan are much more common than ones
that do not. This is observed by comparing the first plus the third columns (78%) versus the
second plus the fourth columns (22%).
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The most commonly occurring program is type #5: general entrepreneurial training,
focusing on a business plan, and serving a specific target group. Forty-two percent of all the
programs are of this type. Programs of type #5 and type #7 (serving general low income clients
but also a business plan oriented general entrepreneurial program) together comprise almost
three quarters of all the projects. Thus, programs that provide general entrepreneurial training
and focus on clients preparing a business plan are by far the most common.

One reason for the predominance of the business plan focus is the influence of bankers and
business academic textbook writers. Business plans are important if bank fmancmg is being
sought, the business is complex, and /or substantial growth is expected to occur.” However, if
the businessis very simple, the size will be limited to no or few employees, no external financing
is sought, and validated easy rules-of-thumb operation are available, perhaps the requirement
of clients preparing a business plan is not necessary. One important function that business plans
serve is to act as a screening mechanism to restrict the program to those with good literacy and
math skills. The purpose of this screening is to increase success rates by admitting clients who,
many times, would have started their businesses anyway, without the assistance of the program.
Thishelps to generate a high success rate when success is defined by measures such as the percent
of enrollees who started a business. However, from a socia! policy perspechve this may not be
a correct strategy because it may diminish the expected degree of impact.® Impact isdefined as
the outcomes of the program (e.g. increased business starts, improved earning streams, greater
employment stability} that would not have occurred in the absence of the program. If clients are
very likely to start their businesses even without the program, there is less likelihood of finding
a big difference between the program outcome and the outcomes from a similarly situated
control group who did not participate.’

Twenty-two percent of all of the programs did not focus their assistance on clients
preparing business plans. Of the eleven programs that did not focus on client preparation of
business plans, seven were industry linked. Program types #2 and #4 are those that are industry
linked and do not focus on client preparation of a business plan. Essentially, these seven
programs (15% of the programs) specialized in learning the essentials for operating and choosing
abusiness ina certain industry and, therefore, could provide validated rules of operation for the
business, Basically they operate like a franchlse and franchises purportedly have significantly
lower failure rates than other forms of business.” This can mitigate against the fear that targeting
clients with severe skill deficiencies will lead to high failure rates. Because of its modest demands
on participants and its potential to achieve start-ups quickly, greater use of this type of program
may permit more targeting on the poorest of the poor: those with very little formal education.
These are people who would have great difficulty preparing a business plan and who would
more likely not enter or would drop out of a self-employment training program that was
classroom and analytically oriented. Sometimes self-employment training programs refer to
orientation sessions, where the requirement of preparing business plans is presented, as “scare-
off” sessions.

The franchise approach should be explored as a means to develop self-employment
programs that have the potential to reduce failure rates for low income clients. This could take
the form of assisting clients into low cost franchises, stimulating the number and variety of low
cost franchises, and having programs and assistance organizations act like franchisors by
specializingin certainindustries. If thereare enough of these programs, and a client wants to start
a business that a particular program doesn’t specialize in, he/she can be sent to one that does.
With the high rate of growth for these programs, there may be enough of them ina region so that
clients can be served by a network of programs, rather than by only one.
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It is, however, still too early to tell which type of program works or works best for which
type of client. A variety of programs need to be tried with extensive evaluation implemented for
the most promising ones. The evaluations should include use of control groups and long term
follow-up. At this point we need to experiment and evaluate."

CONCLUSION

Variety in self-employment training programs ought to be encouraged because there are
a variety of clients who have different needs and capacities. Some participants may be low in-
come people but with a high level of formal education and skills who are looking for high profits
and have high financial capital needs. Programs that focus on a business plan and provide
general entrepreneurial training may be correct for this group because they are likely to need
bank financing and their businesses will more likely be complex and have growth potential. The
most common type of self-employment training program for the poor was of this kind.

Other self-employment training participants may just want to ‘enhance their survival
capability or attain needed lifestyle flexibility. They may have a low level of academic skills, have
alow tolerance for classroom education, and require little capital. Birch (7) would categorize this
latter group as “income substitutors” rather than “entrepreneurs”. They may be best helped by
programs that specialize and train for starting a business in a specific industry without requiring
the preparation of a business plan.

We need to know what works, for whom, and at what cost. While there is reason to think
that self-employment training belongs in the mix of programs geared to alleviate poverty,
develop human capital, and create jobs, just how much of it should be there will likely depend
on the development of new types of business advisory services that can help people with
educational deficiencies to start a business. If programs can effectively target the poorest of the
poor, show impact, and pass a cost-benefit test, thereisreason to be optimistic about their growth.

ENDNOTES

1. Iwantto gratefully acknowledge support from The Coleman/Fannie May Candies Founda-
tion, The Joyce Foundation, the U.S. German Marshall Fund and Roosevelt University. I also
want to thank the reviewers for their helpful comments. The views expressed are my own.

2. Part of the information on the Italian Youth Enterprise Creation program comes from my
field notes from a research trip to Italy in 1988.

3. Prime sponsors were the local administrative bodies of CETA. In August 1982, an initial
screen questionnaire was sent to all 524 CETA prime sponsors in an attempt to obtain a census
of all CETA entrepreneurial programs. 286 responses were received, for a response rate of 53%.
Of these 286 responses, 17% or 49 replied that they did have some sort of an entrepreneurial
oriented program. It appeared that of these 49 entrepreneurial oriented programs, only 21 were
genuinely entrepreneurial in the sense of having an ownership orientation, 12 seemed to be
involved in providing training in just business skills, and 16 were very marginally entrepreneur-
ial (e.g. training employees for local businesses) (4).

4. Different programs had different eligibility criteria depending on the title of the CETA law
the program was under. The following are some CETA eligibility criteria: Eligible CETA clients
could be unemployed for 30 days or more (in areas of 7% unemployment or more, this could be
reduced to 15 days); underemployed which means part-time or full-time workers whose earnings
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were below the poverty level or persons from families receiving AFDC or SSI or persons working
part-time but seeking full ime work; long term unemployed which means persons who exhausted
unemployment insurance benefits or were ineligible for such benefits or those who had been
unemployed 15 or more weeks; and low income long term unemployed which means persons
unemployed for atleast 15 weeks and whose family income was not above the poverty level and
persons in families receiving AFDC without regard to their employment status. In addition,
several groups were targeted to get special consideration. These included Vietnam-era veterans,
ex-offenders, persons of limited English language proficiency, handicapped, women, single
parents, displaced homemakers, minorities, youth, older workers, individualslacking educational
credentials {e.g. high school dropouts), migrant workers, and public assistance recipients.

5. Many smallbusiness programs are run by community colleges, universities, and government
agencies and are geared to provide either general business education or how-to workshops for
particular types of business. But it is usually not expected that the student or client will initiate
the business immediately after the course and post-program assistance is usually not provided.
For a survey of community college and university programs in entrepreneurial education see
Solomon (29). Many local private non-profit agencies and community organizations provide
technical assistance, networking, and referral services for low and moderate income people who
are interested in starting a business. For a directory of such organizations in Chicago, see Balkin
(1). There are also myriad forms of for-profit private sector assistance to assist someone into self-
employment. These mostly consist of professionals, (e.g., attorneys, accountants, brokers) who
will provide advice for a fee, and franchises. The most common form of assistance into self-
employment is through informal networks of family, friends, and associates.

6. In this analysis, low income people includes the newly unemployed and the long-term
structurally unemployed, as well as discouraged workers. Discouraged workers are not
technically in the labor force but would be willing to work if suitable employment were found.
These groups have different capabilities and aspirations. The newly unemployed have recent
work experience, are likely to be more skilled, and have more savings, assets, and effective social
networks. It would seem to be easiest for the newly unemployed to start a business, but it would
be more difficult for their businesses to match their previous or potential earnings (including
fringe benefits from a wage job). The long term structurally unemployed and discouraged
workers may be harder to work with to accomplisha business start, butit would be easier for their
businesses to match or exceed their previous or potential earnings from the labor market.

7. The 1982 Survey of Business Owners (31) reports that only about a third of U.S. business
owners used some borrowed capital for financing their start-up.

8. TheSupported Work experiment wasa random assignmentcontrol group evaluation of a job
training program targeted to four groups: AFDC women, ex-addicts, youth, and ex-offenders.
It found that the program had the greatest impact with the participants who were the worst off.
The greatest impact occurred for groups with the lowest rate of employment and earnings, and
higher crime and drug use rates (18, p. 45).

9. The poverty population is not static; people do leave poverty on their own. Only arelatively
small proportion are in poverty or on welfare continuously for long periods of time. (22) Itis
contended that many training programs “cream” by selecting clients from the “temporarily”
poor segment and then claim their exit from poverty as a program success. If this is the only
process operating, targeting the poorest of the poor will more easily reveal the ineffective
programs.




10. Literature, citing the International Franchising Association as the source, reports that
franchises have the lowest rates of failure compared to non-franchises. Using Dunand Bradstreet
data, along with data from the U.S. Department of Commerce, I could not replicate that
finding (2).

11. Consideration should be given to supportive public policy and ancillary services that can
enhance the success of self-employment training programs targeted to the poor. This involves
such areas as expansionary macro-economic policies, welfare reform, national health insurance,
day care subisidies, changes in tax reporting requirements, changes in zoning laws, incentives
for outside investment in micro-enterprises, creation of micro-loan funds and rotating credit
associations, incentives for business owners to act as mentors, and creation of peer self-help
groups. It may be true that the poor can be effectively encouraged to enter self-employment
through initiatives such as the above without the necessity of training programs.
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