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<a>INTRODUCTION
The entrepreneurial activity of a population is, first, one of the core sources of economic and social development of any region or settlement. Second, its density is as such a complex indicator of the business climate and pro-entrepreneurial structural conditions in the related territory. Hence, the differences in entrepreneurial activity of the population between territories can tell us much about the regional context of entrepreneurship as well as varying economic prospects.
Until the establishment of projects such as the Global Entrepreneurship Monitor (GEM) researchers did not possess much reliable data for cross-country investigations of entrepreneurial activity. The GEM data for 2006–13 show that the entrepreneurial activity of Russia’s population is lower compared with most formerly socialist Central and Eastern European (CEE) countries. Meanwhile, being a huge country where regions have different geographical features, economic structure and cultural heritage, Russia should have a very diverse level of entrepreneurial activity across regions. However, additional data are needed in order to determine this. Such data were collected for the first time during a pilot project conducted with the direct participation of the authors in 2011. This chapter deals with the analysis of the results.
What are the factors explaining the uneven dissemination of entrepreneurial activity in Russia’s regions? Are these the same factors explaining the entrepreneurial activity of other large countries under transition, such as in established market economies, or are there a different set of factors that we should take into consideration? This chapter is a first attempt to explore these questions using relevant empirical data.
<a>CONCEPTUAL FRAMEWORK
There are different approaches in the literature, based on labour market analysis (factors such as unemployment and skills), firms’ ecology (industrial structure of the regional economy by size and industrial sector), demography (population density and growth, human capital) and financial infrastructure (availability of financing, and so on), to the characteristics which significantly influence regional variation in new firm birth rates.
In several empirical surveys it was shown that economic growth and performance of the regional economy influences the density of already established small and medium-sized enterprises (SMEs), and that the latter also affect entrepreneurial activity (Reynolds et al., 1994; Foelster, 2000; Audretsch and Fritsch, 2002). In the 2000s, some progress was achieved regarding some of the questions raised earlier. However, most papers dealt with the impact of entrepreneurial activity on differing levels of growth and prosperity in different regions (Audretsch and Keilbach, 2004; Fritsch and Mueller, 2004; Van Stel and Storey, 2004; Mueller et al., 2008). Fewer studies analysed the regional factors that influence the level of entrepreneurial activity within specific regions. However, this chapter is concerned with the impact of the characteristics of regions and regional differences on the pattern of entrepreneurial activity across Russia.
In some recent years, some headway has been achieved in explaining cross-regional disparity in entrepreneurial activity by using some measurements of social capital along with the traits and values of the population (Audretsch et al., 2008; Westlund and Adam, 2010; Westlund et al., 2014; Kibler et al., 2014). Such person-related variables include the so-called variables influencing perception (opportunity cognition, self-efficacy, fear of failure), education level and practical experience, and prior employment in a small firm or self-employment experience (Zhao and Seibert, 2006; Rauch and Frese, 2007; Zhao et al., 2010; Storey and Greene, 2011; Sorgner and Fritsch, 2013; Caliendo et al., 2014). For instance, regions with a high share of people inclined to become entrepreneurial, or regions with a significant role of small firms in the employment structure, could have higher entrepreneurial entry rates (Obschonka et al., 2013).
Two more approaches are important for this chapter. First, Bergmann (2004), using multivariate data analysis with ten German regions, showed that regional start-up activities – when determined by demand and agglomeration – depend, in a more direct way, on the attitudes and self-efficacy of novice entrepreneurs; which mediate the objective state of the economy and infrastructure and other structural conditions of a particular region. Similar evidence was found by Bosma and Schutjens (2011) who compared the data for 127 regions in 17 European countries participating in the GEM, linking institutional factors and economic and demographic attributes to variations in regional entrepreneurial attitude and activity. The authors found entrepreneurial attitudes (the fear of failure in starting a business, perceptions of start-up opportunities in the place of residence, and self-assessment of personal capabilities to start a firm are among them) to especially influence differences in the Total Early-Stage Entrepreneurial Activity (TEA) index and related indicators.
Recently the Kibler et al. (2014) paper has shown how differing levels of the social legitimacy of entrepreneurship affect the formation of new businesses in different regions. The authors stress that a better attitude towards entrepreneurship ‘can give those with entrepreneurial intentions the final impulse needed to turn their intentions into actual start-up behaviour’ (Kibler et al., 2014: 16).
To summarise, from the existing literature it is known that to explain differences in entrepreneurial activity among regions the level of the population’s economic well-being and the structure of the regional economy exert an influence. Both agglomeration (higher density of population) and access to external financing positively affect entrepreneurial activity, whilst unemployment does not. Furthermore, regions and settlements with higher levels of human capital show higher entrepreneurial activity. Finally, variables influencing perception (perceived opportunities to become an entrepreneur, self-efficacy, fear of failure) correlate with entrepreneurial activity in a region.
It is important to stress, however, that all these effects can be found ceteris paribus primarily in established market economies. Meanwhile, in this chapter we identify whether some of the factors explored in the literature play any explanatory role when discussing disparities in entrepreneurial activity of the Russian population by region and type of settlement.
<a>METHODOLOGY
The main principles of the explanatory model of the Global Entrepreneurship Monitor (see Reynolds et al., 2005) were used while constructing a regionally representative sample to study and measure entrepreneurial activity in Russian regions. A database was established employing standard methods for observing entrepreneurial activity. Based on the GEM approach, a set of 18 questions were integrated into the omnibus Georating survey by the Public Opinion Foundation (POF), Moscow. From these 18 questions, eight were related to the socio-demographic characteristics of respondents (gender, age, education, main source of income in last month, its amount, professional occupation, labour market status, family well-being), and ten special questions identified the engagement of the interviewee in entrepreneurial activity (nascent, novice or established business owner – three different questions to define), self-estimation of ability and capability to run a business, single owner or co-owners, social capital, sources of financing, the innovativeness of products, motivation, and a general estimation of entrepreneurial structural conditions in the settlement where they reside.
The POF used a three-step stratified household sampling procedure. In the first step, administrative districts were selected; in the second step, concrete locations; in the third step, concrete households. The survey was conducted in May 2011. The main characteristics of the sampling are as follows:
<bl>
<bt>79 Russian regions (of 82 in total), with 139.9 million inhabitants, or 98.6 per cent of the total population of the Russian Federation;
<bt>adults aged 18 years and older;
<bt>total sample of 56 900 respondents, 800 respondents in each of 58 regions and 500 respondents in each of 21 regions;
<bt>2335 settlements: 77 capitals of republics, krays and oblasts including Moscow and St Petersburg, 683 cities, 282 small towns (official status: ‘town-like villages’) and 1293 villages; of 2372 cities and ‘town-like villages’ in these 79 regions, 1042 were included in the sample;
<bt>statistical error did not exceed 5.5 per cent in regions with 500 respondents and 4.6 per cent in regions with 800 respondents; in total for all 79 regions statistical error did not exceed 1 per cent.</list>

For Russia on weighted average, the TEA index value was between 4.8 and 5.2 per cent (taking into consideration the ultimate sample error and a probability standard of 0.95). The range of variation of the TEA across regions was 7.8 per cent (from the minimal value of 0.4 per cent in the Republic of Karelia, up to the maximal value of 8.2 per cent in the Republic of Dagestan). The variation coefficient, as a characteristic of the degree of homogeneity of regions, is 54.3; hence regional disparities are extremely high.
The special subindexes for each entrepreneurial cohort also show a high differentiation (Table 7.1). For instance, the values of the nascent entrepreneurship index in the top 10 per cent of regions by level of development is nine times higher than in the 10 per cent of regions with the lowest nascent entrepreneurship index. As regards the new business owners (NBOs), the differentiation is somewhat lower, but even in this case the highest and lowest index groups differ by nearly eight times.
<Insert Table 7.1 about here>
Such a big differentiation in entrepreneurial activity among regions, combined with the rather moderate general level of entrepreneurial activity in Russia, is an explanatory challenge. As we know (Reynolds et al., 1994; Foelster, 2000; Audretsch and Fritsch, 2002), regions with more developed SMEs also score better with regard to the entrepreneurial activity of the population. Hence:
<hypotheses>

H1:<em>The higher the density of already existing SMEs in the region, the higher the prevalence of opportunity driven entrepreneurship.
<1 line space>
Keeble and Walker (1994) argued that the state of urban agglomeration is one of the key factors influencing the diversity of entrepreneurial activity on a regional level. Hence, we test this under:
<1 line space>
H2:<em>The bigger the settlement, the higher the TEA (H3.1) as well as the prevalence of opportunity-driven entrepreneurship (H3.2).</hypotheses>
In spite of the argument made by Naude et al. (2008), that the level of unemployment does not play a significant role in explaining necessity-driven entrepreneurship, we test both the role of unemployment and the role of the well-being in the structure of incentives (dominance of push or pull factors), as follows:
<hypotheses>

H3:<em>In locations with a higher than median level of unemployment the share of necessity-driven early entrepreneurship is higher than the median.
<1 line space>
H4:<em>In regions with a higher level of well-being per capita, both TEA (H4.1) and the prevalence of opportunity-driven early entrepreneurship (H4.2) are higher.</hypotheses>
Because it is recognized that factors influencing perception affect the readiness of adults to engage in entrepreneurial activity (see, e.g., Arenius and Minniti, 2005), levels of entrepreneurial activity of the population in different regions may correlate with them. That is:
<hypothesis>
H5:<em>The lower the fear of failure, the higher the perceived opportunities to start a new venture (H5.1), and self-efficacy leads to a higher TEA in respective regions and types of settlement (H5.2).</hypothesis>
<b>Data Analysis
Firstly, a database of SMEs was created, based on the last (2010) SME census. A database was established for 79 Russian regions where the Georating survey was conducted in 2011 (four regions did not participate in this survey) which contained indicators such as the number of jobs and the number of enterprises in each region.
Second, we took data on the economically active population in Russian regions, based on the 2010 Russian population census. Third, a database on early entrepreneurial activity (Georating) was used to measure indexes of TEA for each region and groups of regions, entrepreneurial motivation, and the prevalence of opportunity entrepreneurship in each region.
Moreover, two separate indexes were measured, reflecting the share of employment in the economically active population of the respective region for, respectively, groups of small and medium-sized enterprises. After dividing the regions into three groups, we obtained the results shown in Tables 7.2 and 7.3.
<Insert Tables 7.2 and 7.3 about here>
The correlation between employment in both small and medium-sized enterprises and the prevalence of opportunity-driven entrepreneurs is relatively weak. The lowest prevalence rate is characteristic of regions with the lowest employment share; the highest rate of prevalence is found in regions with average employment share. Regions with a higher than average level of employment in both medium-sized as well as small enterprises show a far more moderate prevalence of opportunity-driven entrepreneurship. The delineation of regions on median number of employees in medium-sized enterprises and the values of opportunity-driven TEA are shown in Table 7.4.
<Insert Table 7.4 about here>
Furthermore, it was also assumed that the type of settlement influences early entrepreneurial activity and its ‘quality’, or the prevalence of opportunity-driven entrepreneurship.
Meanwhile, as Table 7.5 shows, there is neither a direct nor an inverse correlation between the type of settlement and the TEA; the TEA levels vary between different types of settlements in a random fashion. Yet in regard to the prevalence of opportunity-driven entrepreneurship, it tends to diminish with the reduction in settlement size; however, the correlation is not strong. In general, in urban areas the opportunity-driven entrepreneurship is dominant, while in villages there is an inverse picture: necessity-driven entrepreneurs dominate.
<Insert Table 7.5 about here>
It was assumed, also, that in locations with a higher than average level of unemployment the share of necessity-driven early entrepreneurship is higher than average. Regrettably, official statistics in Russia provide data on unemployment only for two big groups: cities and villages. In these types of locations the unemployment rate differs: in cities in 2010 it was 6.4 per cent, whilst in villages the rate was 10.8 per cent. Of course, the difference between types of cities might be rather large, and may be bigger than that between cities and villages, but it is not possible to obtain data to check this.
Regarding the correlation between unemployment and necessity-driven early entrepreneurial activity in different types of settlements (Table 7.6), the results are uneven. In approximately 40 per cent of cities the share of necessity-driven entrepreneurs among early entrepreneurs does not differ from the average.
<Insert Table 7.6 about here>
In general, it was observed that in settlements with an unemployment rate higher than average the level of necessity-driven entrepreneurs is also higher. This is true both for cities and villages, but in villages it occurs in a clearer way. However, the empirical correlation coefficient and ANOVA test results are very encouraging.
Furthermore, it was supposed that in regions with a higher than average level of well-being, both the TEA as well as the share of opportunity-driven early entrepreneurship is higher than average. To prove this hypothesis we decided to use not the gross regional product (GRP), which measures the production level, but rather to use the factual final consumption of households (FFC) per capita. This indicator reflects the consumption of households established on the regions’ territory, including both incomes and state and public organizations’ transfers (Table 7.7).
<Insert Table 7.7 about here>
Table 7.7 shows that, in regions with higher than average FFC, both the TEA and opportunity-driven entrepreneurship prevalence are higher than in the opposite group of regions.
Using the FFC with a one-year lag changed the results on TEA and opportunity-driven entrepreneurship prevalence, as a higher level of well-being encourages people to become entrepreneurial after a certain period, but the basic tendency remained (see Table 7.8). The changes between 2009 and 2010 result from the fact that during this one-year period the set of regions with higher and lower than average FFC per capita changed.
<Insert Table 7.8 about here>
Even when using a less detailed indicator such as GRP per capita (Table 7.10), the results are similar. In regions with a higher than average level of GRP per capita the TEA (correlation is not significant) and the prevalence of opportunity-driven entrepreneurship are higher as well.
<Insert Table 7.9 about here>
As the set of regions belonging to each group remained the same, the usage of the GRP per capita for the previous year did not affect the early entrepreneurial activity indicator, TEA.
We also tested whether differences in the state of factors influencing perception across regions, such as perceived opportunities, self-efficacy and the fear of failure, affect the entrepreneurial activity of the population in different regions. The assumption was that the lower the fear of failure and the higher both the perceived opportunities to start a new venture and self-efficacy, respectively, the higher the TEA should be in respective regions and settlement types.
Among variables influencing perception, data for perceived opportunity (PercOpp) as well as self-efficacy (SelfEff) have a positive correlation with TEA indexes (Tables 7.10 and 7.11).
<Insert Tables 7.10 and 7.11 about here>
Meanwhile, fear of failure has a weak negative correlation with regional TEA indexes (Table 7.12).
<Insert Table 7.12 about here>
As was revealed, the ТЕА of regions correlates positively with the level of perceived opportunities in the respective region (r = 0.474), as well as with self-efficacy (r = 0.314). Fear of failure, however, has a negative correlation with the regional TEA (r = −0.498) only in the regions with the highest self-efficacy values (higher than average plus standard deviation). In other regions no impact was found of this variable on the ТЕА level. The analysis of variance (ANOVA) results are stronger when explaining the correlation between self-efficacy and the TEA in different groups of regions.
When looking for differences among settlements types we used three groups: largest cities, all other urban settlements, and rural settlements. As may be seen from Table 7.13, the perception variables show different trends, and their correlation with TEA in settlements belonging to respective groups is not significant. However, ANOVA test results – especially for self-efficacy – are notable.
<Insert Table 7.13 about here>
These findings merely coincide with the general reasoning that in urban areas with a higher level of human capital and better infrastructure, as well as higher competition on markets and higher market entry barriers, the objective constraints for any start-up activity might be higher, too; whilst in rural areas the level of economic constraints for entrepreneurial activity is lower, but the set of human and physical capital available is much scarcer.
<a>RESULTS AND DISCUSSION
H1 is not confirmed: a higher density of SMEs does not guarantee a better quality of entrepreneurship, in terms of the prevalence of opportunity-driven entrepreneurs. This may look confusing when compared with the observation made in established market economies, but in economies such as Russia’s, in regions with established SMEs, entrepreneurial opportunities are restricted to niches for necessity-driven entrepreneurs, because of issues such as unfair competition or restricted demand typical of imperfect market economies. This means that convincing results in promoting entrepreneurship in Russian regions cannot be achieved with a supply-driven entrepreneurship policy alone. Demand-side policies, such as prevention of local and regional monopolies, promotion of the establishment of local business associations, as well as any policy shaping incentives to transform savings into supply and investments of households, should be facilitated too.
H2.1 is not confirmed: only a rather low correlation between the level of urbanization and the general TEA level could be found. Yet H2.2 is confirmed: the higher the level of urbanization, the higher also the prevalence of opportunity-driven early entrepreneurship. These results do not support the mainstream literature findings about the importance of human capital, high population density and cultural diversity for entrepreneurial activity. Perhaps this can be explained by the combination of a wide range of possibilities facing individuals, that include working in a state-owned sector and starting a new venture in bigger urban settlements ,combined with rather restrictive entrepreneurial framework conditions. The fact that urban settlements are characterized by a higher prevalence of opportunity-driven entrepreneurs supports this idea, as only those driven by the idea of improvement and possessing high human and social capital may be inclined to start up a business under such environmental constraints. When big cities and urban areas in general provide not only concentrated physical infrastructure but also opportunities for the free choice of economic activity and support for people’s creativity, Russian urban landscapes will become friendlier for entrepreneurs.
H3, about the role of unemployment, is not confirmed: the correlation between unemployment and the share of necessity-driven early entrepreneurship, in both urban and rural settlements, is insignificant. This, again contradicts many observations in established market economies and even in economies in the early stages of transition (Earle and Sakova, 2000). Yet this fact only reflects the generally low level of unemployment in most of the Russian regions as well as, in lieu of starting up a new business, the possibilities to work in state-funded sectors or to engage in subsistence in smaller towns or informal work in bigger settlements (Round et al., 2010; Williams and Round, 2010; Chepurenko, 2014). However, the stagflation which occurred in the Russian economy in 2013–14 may both diminish the opportunities to find a secure job in state services as well as increase the role of the informal sector. The federal state and regions should intervene with proactive measures, shaping possibilities for improvement of the knowledge and skills needed for start-ups, which usually strengthens self-efficacy and diminishes the fear of failure among nascent entrepreneurs, thus transforming them toward opportunity motives and away from necessity orientations.
H4.2 is not denied: the level of well-being correlates with the share of opportunity-driven early entrepreneurship on the regional level. However, the correlation between both well-being (expressed in terms of factual consumption as well as GRP per capita) and the TEA is not significant. Hence, the level of general entrepreneurial activity in a region may be low even if the well-being is relatively high; in other words, factors other than well-being are important to pull people into entrepreneurial activities. H4.1 is denied. In fact, this evidence reflects one of the core issues of the economic system established in Russia in the first decade of the twenty-first century: namely, the low correlation between the engagement in entrepreneurial activity and the level of well-being, as well as the poor state of entrepreneurship structural conditions (World Bank and IFC, 2012). Under such circumstances, the more prosperous regions are not necessarily more entrepreneurial, and vice versa. Here, only the evolution of the whole system of economic incentives and political power may bring any significant change.
H5.1 is confirmed on the regional level for two variables influencing perception (but not for fear of failure). When both perceived opportunities to start a new venture and self-efficacy (especially) are higher, the TEA in respective regions is higher as well. On the other hand, the analogous H5.2 for settlements types was denied; hence, the transparency of the economic policy of regional authorities may influence positive change in opportunity perceptions. Meanwhile, the establishment of a full-fledged system of courses on entrepreneurship and related themes may support the enhancement of self-efficacy among adults and thereby also support their readiness to establish a new venture.
In a non-homogenous economy there are different possible factors, including non-economic factors and models for explaining the entrepreneurial activity of the population. The results support the proposition that one size does not fit all, but rather models of entrepreneurship need to be sensitive to the context in which they are operating, which includes both the formal and informal sectors. As a consequence, it is impossible to facilitate the same models of entrepreneurship promotion in different types of regions in Russia. Rather, there should be different models of SME and entrepreneurship policy invented to support entrepreneurial activity within its regionally and locally specific constraints.
For instance, there is no definite correlation between the SME density in the region and the level of opportunity-driven entrepreneurial activity. Hence, a smart entrepreneurship policy should focus on an in-depth analysis of the structure of the sector and early entrepreneurship when formulating policies, rather than on quantitative data based only on the number or density of SMEs.
Generally speaking, while checking most of our hypotheses we found that for the whole sample the statistical correlation is either absent or very low. Some tendencies can be seen only among some specific groups of regions or settlements. These groupings, however, are based merely on individual criteria (population size, estimations of well-being, and so on), and we assume that more robust correlations could be found when constructing typologies based also on socio-cultural items, which could give more insight into not only the level but also the type of entrepreneurial activity in different Russian environments.
Further insights could be gained if particular sets of variables could be found to represent different mixes of economic, social and psychological characteristics that would explain the diversity of entrepreneurial activity, not across all regions but within specific groups of regions and settlements. Taking into consideration the high degree of heterogeneity of Russia’s society and economy, this approach should be promising.
Nevertheless, the above results show that the high level of heterogeneity of Russian regions demands a more fine-tuned focus on the part of researchers as well as policy-makers. In terms of SME and entrepreneurship support policy, an approach that simply disseminates from the centre to the periphery, while co-financing the same set of measures and mechanisms in different Russian regions without taking into consideration the different quality and quantity of resources, skills and institutions, is unlikely to reduce regional imbalances in entrepreneurship.
<a>NOTE
<Please take in note 1 here>
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1.<em>The data analyzed in this chapter are from a 2011 project in which the authors participated: the Georating survey by the Public Opinion Foundation (POF), Moscow. It was realized with financial support of the Center of Fundamental Research of the National Research University Higher School of Economics, Moscow.








