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The Milken Institute is a publicly supported,
nonpartisan, independent economic think
tank whose work makes a difference in the
lives of people worldwide by helping create a
more democratic and efficient global
economy. We do this by using capital-market
principles and financial innovations to
address some of our biggest social and
economic challenges, from energy
independence to poverty.
Guided by market-based approaches, we
work to improve economic conditions and the
quality of life for people in the United States
and around the world. Our approach is
straightforward: we put research to work,
pursuing viable solutions to the gaps in access
to capital markets, education and job
opportunities.
Our work is rooted in the long-term trend
toward three revolutions of access – the
worldwide democratization of capital, health
and knowledge. By improving global access
in these areas to all citizens, states and
nations, the Institute hopes to spur economic
development and improve standards of living.
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Note from the Editors

This volume examines the crucial role entrepreneurship plays in fostering job
creation and promoting economic growth, particularly in traditionally overlooked communities in the United States. Individuals with new ideas, new
approaches to organizing businesses, and new products for the market are vital
to generating economic development and creating wealth. Greater recognition of
this fact has led to increased interest in better understanding the determinants of
entrepreneurship, as well as the potential barriers limiting its ability to flourish.
The latest research in these topics is particularly important for low- and moderate-income communities, and those with high ethnic and immigrant concentrations. Entrepreneurship offers individuals in such areas the opportunity to improve
their standards of living through their own efforts. In the process of improving their
own lives, moreover, these entrepreneurs contribute to the overall economy. With
the U.S. population undergoing rapid diversification, enabling the economic potential of these emerging domestic markets is critical to enabling the national growth.
The Federal Reserve Bank of Kansas City and the Ewing Marion Kauffman
Foundation sponsored a conference November 3–4, 2005, in an effort to further
our knowledge about the importance of entrepreneurship to low- and moderateincome communities. A group of experts on entrepreneurship from around the
country participated in the conference, which involved the presentation and
discussion of several policy-oriented papers. Most of the papers are included
here and provide an up-to-date and first-rate assessment of policy actions that
can alleviate the gap between those with an entrepreneurial potential and the
resources necessary to make it a reality. It is hoped that the information provided
here will help guide policy makers when focusing on ways to improve conditions
in our emerging domestic markets. The production of this volume would not
have been possible without the support of our colleagues at the Milken Institute.
The Co-Editors wish to specifically acknowledge the valuable contributions of
Alethea Abuyuan, Dinah McNichols, Caitlin MacLean, and Karen Giles.
James R. Barth and Glenn Yago
Milken Institute Series on Financial
Innovation and Economic Growth
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Foreword

Slowly but surely, entrepreneurship is getting its proper due as a source of
economic growth for the economy as a whole, and as a pathway to economic
and personal independence for many individuals in our society. This book
makes an important contribution to the literature by documenting the significance of entrepreneurship in low- and moderate-income communities.
The studies in this volume, by eminent experts in the field, document how
entrepreneurial activity provides income to the entrepreneurs themselves (who
need not be residents of these communities), and to the people they employ. But
starting and growing a business is risky. Many firms fail, and individuals of lowand moderate-income face higher hurdles than others, because many lack the
requisite skills, education, financial capital, and social contacts that increase a
business’s likelihood of success. Many of the papers in this volume provide
guidance to policy makers on how to bridge these gaps so that individuals of all
means have an equal shot at success in their entrepreneurial endeavors.
The Kauffman Foundation is devoted to helping the public and policy
makers to appreciate and understand the contribution of entrepreneurs to the
U.S. economy. The Foundation is grateful for the opportunity it had, together
with the Federal Reserve Bank of Kansas City, to help sponsor the conference
at which most of the papers in this volume were presented. We hope that the
findings will be useful to citizens, professional researchers, and policy makers in
United States and throughout the world.

Robert E. Litan
Research and Policy
The Kauffman Foundation
rlitan@kauffman.org
June 2007
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Entrepreneurship in Low and Moderate
Income Communities
Kelly D. Edmiston1

Over the last several decades, numerous programs and policies have been
established to assist low and moderate income families.2 Some of these endeavors, especially those targeting the very poor, have made substantial improvements in the lives of those they have touched. Historically, however, most of
these efforts to assist low and moderate income people have had little impact
beyond the provision of basic needs, such as food, clothing, and shelter.
Advocates have recognized this, and increasingly efforts are being made to
generate more sustainable improvements in the financial well-being of low
and moderate income people by assisting them in creating and maintaining
wealth (Sherraden, 1991). Examples of these endeavors include home ownership programs and individual development accounts. Another important way
one can create wealth is through entrepreneurship.
Although a consensus definition does not exist, most would agree that an
entrepreneur is one who starts a business and accepts (most of) the risk associated
with owning that business. Some believe that one must bring an innovative
product or service to market to be considered an entrepreneur, but others
would consider any self-employed person to be an entrepreneur.3 In the low
and moderate income context, it is probably best to use a broad definition, which
would include self-employed people generally.
Evidence suggests that entrepreneurship is a viable alternative to wage
and salary employment (or unemployment) for many low and moderate income

K. Edmiston
Community Affairs Department of the Federal Reserve Bank of Kansas City.
kelly.edmiston@kc.frb.org
1

The views expressed in this chapter are those of the author do not necessarily reflect the
views of the Federal Reserve Bank of Kansas City or the Federal Reserve System.
2
Low income refers to families earning less than 40 percent of area median income (metropolitan statistical area median income for those living in metropolitan areas and state median
income for those living in nonmetropolitan areas). The earnings of moderate income families
lie between 40 percent and 80 percent of area median income.
3
See, for example, Evans and Leighton (1989) and Blanchflower and Oswald (1998).
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people. An analysis of data from the Panel Study of Entrepreneurial Dynamics
(PSED) suggests that 38 percent of nascent entrepreneurs, defined as those who
are actively involved in the creation of new business ventures, live in low and
moderate income households.4 Of these, about 45 percent live in low income
households. Roughly eight percent of nascent entrepreneurs live in households
with below poverty-level income.
Entrepreneurship may yield a double dividend in low and moderate income
communities. Many of the retail and services establishments available in
higher income areas, such as grocery stores, often are not available to low
and moderate income people because they tend not to be located in low and
moderate income places, and many low and moderate income people face
transportation challenges (Cotterill and Franklin, 1995). Entrepreneurial
activity not only provides income to the entrepreneurs and perhaps others
in the community, but also provides needed goods and services. The entrepreneurs themselves do not need to be low and moderate income people for
the community to profit from this double dividend, however. Benefits also
arise from the location of entrepreneurial enterprises developed and operated
by higher income people, but located in low and moderate income
communities.
Additional gains may also arise from increased entrepreneurship. Self-employed
people on average have higher incomes than wage and salary workers (Fronczek,
2005), and self-employment may be an important component of upward mobility.
Further, many report nonpecuniary benefits: self-employed people tend to report
having more control over their lives and more often report being highly satisfied
with their lives than do wage and salary workers (Blanchflower, 2004).5 And of
course, self-employment may be the only reasonable option to earn income for
many low and moderate income people.
Although the benefits from entrepreneurship in low and moderate income
communities are many, numerous hurdles also exist. For example, low and
moderate income people hold little of the nation’s wealth. Wealth can be critical
for entrepreneurial success because it may provide start-up capital, provides a
financial safety net during the transition from wage and salary employment,
and may serve as a positive signal to other potential investors (Kim et al., 2004).
Although there is some debate, research largely suggests that the lack of
financial capital is a major impediment to entrepreneurship (Kim et al., 2004;
Dunn and Holtz-Eakin, 2000; Evans and Jovanovic, 1989).
Human capital also presents a problem in low and moderate income
communities. Educational attainment among low and moderate income people

4

All figures reflect calculations by the author using data from the PSED. For data and
documentation, visit http://www.psed.isr.umich.edu/main.php (accessed May 17, 2006).
5
Of course, as Blanchflower notes, self-employment people also work under a lot of pressure
and report that they find their work stressful, come home from work exhausted, are constantly
under strain, lose sleep over worry, and place more weight on work than they do on leisure.
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is significantly lower than that of higher income households (Zhan and
Schreiner, 2004). Low and moderate income people also tend to have less
work experience.6 Research suggests that human capital, in the form of both
education and work experience, is positively related to the survival and
performance of new ventures (Brush and Manolova, 2004; Cooper and
Gimeno-Gascon, 1992).
Many other obstacles to entrepreneurship exist for low and moderate income
communities as well, not the least of which is a declining economy in many urban
areas. Although several promising efforts to promote entrepreneurship and support small business owners in low and moderate income communities have been
implemented in the last several years, the idea of fostering entrepreneurship in low
and moderate income communities has received little attention in academic
circles. In an effort to stimulate research, encourage discussion, and begin to
frame the issues, several leading scholars were brought together for a conference
to explore the possibilities that entrepreneurship might offer for low and moderate
income communities. The conference, which was held November 3–4, 2005
in Kansas City, Missouri, was jointly sponsored by the Federal Reserve Bank
of Kansas City and the Ewing Marion Kauffman Foundation. This volume is a
collection of original essays prepared for the conference, as well as comments
from discussants and remarks from panelists.
One way to think about entrepreneurship in low and moderate income
communities is to consider the role of entrepreneurship in revitalizing depressed
areas, which often are heavily populated by low and moderate income people.
This is the path followed by Tim Bates.
In many of the great industrial centers of the 20th century, established firms
constituting the economic base of the area – firms serving national and international markets, which provide the ‘‘raison d’etre for the regional economy’’ – have
lost their competitive edge, due in large part to an increasingly globalized
economy and relatively cheap labor over seas. Reduced money flows from outside the area also result in dimmer fortunes for local suppliers that service the
base industries and for the many, mostly smaller firms that service local needs,
such as food, housing, and medical services.
As the local economy becomes depressed, ‘‘bright young people’’ and established professionals often depart to seek attractive opportunities in expanding
regions. Physical capital often is drained from the area as well, as factories and
other facilities become underutilized or closed down altogether. The flight of
human capital and erosion of physical capital simply exacerbate the problem,
and a downward spiral often ensues. Finally, public infrastructure tends to
decay and public service delivery suffers as local governments face declining
resources.

6

For data, see http://pubdb3.census.gov/macro/032002/perinc/new05_001.htm (accessed
May 19, 2006).
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Bates argues that often local government attempts to revitalize depressed
areas contribute to further deterioration. There is little ‘‘hard evidence’’ that
enterprise and empowerment zones, and to some degree tax incentives in general, achieve their stated goals – one only has to look at Detroit, which is
‘‘blanketed’’ by a variety of such incentives. Worker training and education
make sense as a tool for easing the transition of workers into sectors where labor
demand is increasing, but these are ‘‘people based’’ rather than ‘‘place based’’
policies, and the effect is to enhance the workers’ mobility, which often means
an escape from stagnant and declining areas to expanding areas where job
opportunities are readily available.
Revitalization of a depressed area requires an entrepreneur to re-deploy its
underutilized resources. This can be most directly accomplished by strengthening the region’s economic base. But if the market for the base product is large
and stable, and the product is highly standardized, the strategy is not going to
work. Rather, what is needed are circumstances in which small, innovative,
entrepreneurial firms can compete at this level. These include a small, but highly
viable market for a product that is highly differentiated (as opposed to standardized) and for which the weight and bulk to value ratio is high, where speed
of delivery is important and applicable supplier industries are competitive.
Echoing Bates, Zoltan Acs and Kadri Kallas argue that the role of the
entrepreneur is to shift resources yielding a low return into activities that yield a
high return and a personal gain to the entrepreneur. In the absence of entrepreneurs, resources continue to be employed in activities yielding low returns, which
leads to an ‘‘ossified economy’’ where resources are under-utilized. Empirical
evidence supports the notion that entrepreneurship can be a critical factor in
economic growth. Acs and Kallas refer to findings of a 2004 paper Acs wrote with
Catherine Armington, which suggest that a one standard deviation increase in the
rate of new firm formation (from 3.5 to 4.5 per thousand in the labor force )
yields a one-half standard deviation increase in the employment growth rate, from
2.1 percent to 2.85 percent.
Unfortunately, while entrepreneurship can provide a substantial boost to
economic growth in general, its prospects for revitalizing low and moderate
income communities are not very promising. Acs and Kallas assert that a major
conclusion of his literature survey is that ‘‘entrepreneurship may not play an
important role in poor communities.’’ The majority of microentrepreneurs who
start off poor remain poor.
The chief problem, it seems, is that many low and moderate income people
simply lack the requisite skills to be successful entrepreneurs. Many of the
deficiencies that prevent entry into white-collar employment, such as language
and technical skills, also hinder small business development. Of course, the lack
of human capital is not the only problem impeding entrepreneurship in low and
moderate income areas. These communities often also suffer from a lack of
other required inputs and inadequate social capital and finance. Having said
that, it is important to note that money will not overcome gaps in education and
entrepreneurial skills.
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Acs and Kallas argue that ‘‘each segment of the population includes some
proportion of entrepreneurs.’’ The extent to which they will emerge depends on
the support they receive. In terms of support from the public sector, he suggests
that it is not so much pro-active policies that are needed, but the undoing of
some destructive policies. The economic value of the inner city as a business
location can be increased by, among other things, ‘‘abolishing self-inflicted
regulatory costs.’’ There is little evidence that public financial support programs
to small businesses are effective in poor communities, although there is evidence
that some specific programs work well in some cases. In general, public intervention should not try to imitate market functioning mechanisms. Rather, it
should focus on creating an enabling environment for entrepreneurship and
applying non-market solutions to market failures, such as education and physical infrastructure.
An interesting twist in the Acs and Kallas paper is the notion that the link
between entrepreneurship and low and moderate income communities may be
social entrepreneurship. They argue that ‘‘social entrepreneurship is when an individual who has the prerequisite skills to pursue for-profit entrepreneurship chooses
to maximize his or her utility instead of profits.’’ An ‘‘attractive’’ opportunity is one
with sufficient potential for a positive impact to justify the investment. The development of social capital that social entrepreneurship often engenders can help to
‘‘empower disadvantaged people and encourage them to take greater responsibility
for, and control over, their lives.’’
Much of the literature Acs and Kallas review is tepid at best in its support of
public financial support programs for small businesses in poor communities.
But the U.S. Small Business Association’s loan guarantee programs may have
something to offer low and moderate income communities, according to a
paper by Will Jackson, Ben Craig, and James Thompson. Previous work by
the same authors suggests that SBA guaranteed lending has a positive, albeit
small effect on economic growth rates in local geographic markets, as measured
by per capita income. In this paper, the authors extend the analysis to another
measure of economic performance, the employment rate. Perhaps more importantly from the perspective of this volume, they investigate the possibility of a
differential impact on low income communities vis-à-vis higher income markets.
Using a simple fixed effects model, Jackson, Craig, and Thompson find that
the inflation-adjusted total dollar amount of SBA-guaranteed loans, scaled by
population, has a statistically significant positive impact on employment rates
in MSAs and non-MSA counties, but similar to their previous work, they find
that the result is economically small. Importantly, the authors find that the
effect of per capita SBA-guaranteed lending on the employment rate diminishes
with greater levels of market development, as measured by per capita bank
deposits. Given a positive correlation between financial market development
and per capita income, the authors draw the conclusion that SBA-guaranteed
lending has a larger impact in lower income areas.
Like Acs and Kallas and Bates, Barth, Yago, and Zeidman suggest that
government regulations can be stumbling blocks to entrepreneurship. Results

