THE
BEHAVIORAL
INSIGHTS
TEAM

Paving the Path to Successful Youth
Entrepreneurship in the Arab States with
Behavioural Science

A review of the evidence by The Behavioural Insights Team
for the United Nations Development Programme

o




Paving the Path to Successful Youth Entrepreneurship in the Arab States with Behavioural Science 1

Acknowledgements

This evidence review was prepared by The Behavioural Insights Team, namely by Dr Lydia
Hayward, Chloé Chambraud, Hubert Wu, Monica Wills-Silva and Alexandra de Filippo. It
benefited from the inputs of UNDP’s Regional Hub for the Arab States, among others those of
Roxani Roushas, Jennifer Colville, Kawtar Zerouali, Frances Guy, Rania Tarazi, and Mariem
Abdelkefi. It has been inspired by the work of UNDP Country Office colleagues and their
national partners in Djibouti (Asako Sakurai, Kadiatou Diallo and Fatouma Mohamed Barkad),
Iraq (Safa Al-Qoch, Noor Al-Kamoosi and Hasan Al Rubaiey), Jordan (Ramzi Maaytah and
Yeonkyeong Joh), Lebanon (Sawsan Nourallah and Lilian Abou Zeki), Libya (Osama Mansour,
Hanin Elhamdi and Ayad Babaa), Morocco (Najoua Soudi, Omar Agodim and Mahir
Chekkoury), Somalia (Sherif El Tokali, Rahmo Hassan, Hodan Abdullahi and Ahmed Dirie),
Sudan (Ali Muntasir, Basma Gubara and Anas Bashr), Syria (Minako Manome, Hasan Fallaha
and Louay Fallouh), and Tunisia (Mehdi Fathallah, Selma Cheikh-Melainine, Laurine Peyronnet
and Hayfa Sdiri). We are also grateful to Palestinian entrepreneur Hiba Awaysa for generously
sharing her story.

The views expressed in this publication are those of the author(s) and do not necessarily
represent those of the United Nations, including UNDP, or the UN Member States.

UNDP is the leading United Nations organization fighting to end the injustice of poverty,
inequality, and climate change. Working with our broad network of experts and partners in 170
countries, we help nations to build integrated, lasting solutions for people and planet.

Learn more at undp.org or follow at @UNDP.

Copyright ©UNDP 2021. All rights reserved.
One United Nations Plaza, NEW YORK, NY10017, USA



Paving the Path to Successful Youth Entrepreneurship in the Arab States with Behavioural Science 2

Table of contents

Table of contents 2
Preface 3
1. Introduction 4
The state of the situation 4
Examining entrepreneurship through a behavioural lens 5
A note on assumptions 5
2. What is entrepreneurship? 6
Box 1. Case study of entrepreneurship in the Arab States: Sawaed19 6
3. Factors that influence youth and women’s entrepreneurship 8
Table 1. Summary of factors that influence youth and women’s entrepreneurship,
and possible interventions to address them 9
Individual level factors "
Box 2. What role does risk appetite play? 13
Factors in the immediate context 14
Factors in the wider context 15
4. What works: Interventions to increase entrepreneurship 16
Interventions targeting the individual level 17
Box 3. Personal initiative training impacts business success more than traditional
business training: A randomised controlled trial in Togo 18
Interventions targeting the immediate context 20
Box 4. The effectiveness of business incubators and accelerators 20
Interventions targeting the wider context 21
5. Conclusion 22

6. Endnotes 23



Paving the Path to Successful Youth Entrepreneurship in the Arab States with Behavioural Science 3

Preface

All dimensions of the entrepreneurial ecosystem (young people, their families, communities,
organizations, decision-makers and societies at large) are shaped by people’s behaviour: the
decisions they make and the actions they take. Insights from the behavioural sciences can
help better diagnose what drives not only policy-makers to create a positive enabling
environment but also institutions to offer relevant and accessible services for young
entrepreneurs and young women and men themselves, in all their diversity, to follow through
with their entrepreneurship intentions and run successful businesses.

In 2021, the Innovation Team at UNDP’s Regional Hub for the Arab States is leading a
multi-country project aiming to better understand the behavioural enablers and barriers to a
robust, vibrant and inclusive environment and to experiment with solutions that can support
young women and men to engage in entrepreneurship and become successful entrepreneurs.
The project incorporates behavioural insights as a complement to structural interventions by
UNDP and national partners. The 10 UNDP Country Offices involved in exploring behavioural
barriers and experimenting with behavioural solutions through this initiative are in Djibouti,
Iraq, Jordan, Lebanon, Libya, Morocco, Somalia, Sudan, Syria, and Tunisia.

The project builds on previous UNDP explorations into the potential to apply behavioural
insights to youth entrepreneurship. In 2018, preliminary research was undertaken among
participants in UNDP’s regional Youth Leadership Programme (YLP) to identify structural and
behavioural barriers they experience on their path to successful entrepreneurship. Input from
this research was subsequently used to structure hands-on interactions with young
entrepreneurs to generate behaviourally informed solutions to these challenges.

This evidence review shares the outcomes of a desk review of existing findings on the
behavioural barriers to entrepreneurship and possible solutions. It focuses on identifying
barriers that are prevalent for youth and women in the Arab States, though the available
research often covers broader groups. It was commissioned by UNDP and compiled by The
Behavioural Insights Team as part of the multi-country project, and in preparation for
behaviourally-informed interventions that participating Country Offices will be undertaking
over the course of the year. It will be complemented by further knowledge products and
practical tools emerging from their experiences and lessons learned.
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1. Introduction

The state of the situation

Young men and women in the Arab States' face significant barriers to employment. The
unemployment rate among youth aged 15-24 currently stands at an estimated 23%, compared
with a global average of 13.7%.% Although the rate has undoubtedly been exacerbated by the
COVID-19 pandemic,® unemployment is not a new issue for the region. The Arab States have
seen one of the highest rates of unemployment across the world for at least the past three
decades - and it has increased over the past 10 years, especially for women.* Indeed, the
unemployment rate among young women is more than double that of young men, sitting at an
estimated 42% compared with 20%.> The COVID-19 crisis could widen this gap; UN Women
estimates that 700,000 women in the Arab region will lose their jobs as a result of the
pandemic.® As was the case globally, employment loss in 2020 disproportionately affected
women and youth in the Arab States.’

The pandemic has also dramatically shifted the way that people work. Unfortunately, the
gendered nature of access to technology in the Arab region means that women are
disproportionately impacted by the shift to remote working. For example, only 51% of women
in Iraq have access to the internet, compared with 98% of men.? Across the Arab States, nearly
half of women do not have access to the internet or a mobile phone.® Young men and women
do have greater access to digital technologies than their older counterparts though. In Tunisia,
while only 21% of those aged 37 or older report using the Internet at least occasionally and/or
owning a smartphone, this jumps to 72% among those aged 18-36."° Access to technology can
be an opportunity, especially in a COVID-19 world where face-to-face exchanges are less
frequent or safe.

Promoting entrepreneurship can help to address the unemployment challenge." One study
of 23 OECD countries from 1974-2002 found that every 1 percentage point increase in
self-employment (a common measure of entrepreneurship) predicts a 112 percentage point
reduction in unemployment eight years later.® More youth in the Arab region are interested in
working for themselves or their families than they were in 2019, suggesting that there may be
an increased interest in entrepreneurship, probably due to the impact of the COVID-19
pandemic.” Despite these aspirations, younger people are less likely to be engaged in
entrepreneurship than those in older cohorts.” Why is this the case? What prevents young
people from entering into and succeeding in entrepreneurship?

This evidence review aims to highlight the key behavioural barriers to youth entrepreneurship
as identified in the literature and what works to promote entrepreneurship. We also identify
barriers that are unique to, or exacerbated among, young women. We have examined
academic studies (including systematic reviews and meta-analyses which aim to aggregate
findings from many studies) as well as grey literature (e.g. institutional research reports,
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working papers, etc.). Where available we focus on findings from the Arab States but also
draw on insights from elsewhere when local studies are limited.

Examining entrepreneurship through a behavioural lens

Behavioral insights (Bl) is an approach that applies evidence about human behavior to
practical problems. Behavioral insights provides a realistic account of how and why humans
act the way they do, and encourages the design of policies, products, and services to reflect
this understanding. A Bl approach takes empirical evidence from the behavioural sciences
(like psychology, behavioural economics, and anthropology) and applies it to the real-world
problem at hand.

At its heart, entrepreneurship is a set of behaviours. Behaviours include identifying market
gaps, designing a product or a service, finding customers and suppliers, registering the
business, and creating new networks to extend business reach, to name only a few. This is
why a behavioural lens can be particularly useful to approach this issue. However, we found
that the vast majority of the entrepreneurship research was focused on structural barriers to
engaging and succeeding in entrepreneurship. Where available we focus on reviewing the
psychological and social factors that have been found to play a role in youth entrepreneurship
and we bring a behavioural lens to the most relevant structural factors.

A note on assumptions

In this review we have suggested that increasing youth entrepreneurship will have a positive
impact on the employment opportunities and economic growth of the Arab region. However,
some researchers have argued that a focus on quantity (encouraging more people into
entrepreneurship) may be less effective than a focus on quality (helping start-ups with the
most growth potential to succeed).” Some businesses will fail and only a subset will go on to
generate jobs and enhance economic growth. Good estimates of business failure are difficult
to obtain but some have reported failure rates as high as 90%."” Moreover, while promoting
entrepreneurship in general has been linked to a reduction in unemployment, encouraging
only those who are unemployed to start their own businesses seems to be less effective.”

Entrepreneurship will not always be the best option for individuals either. Consider a young
educated Arab woman from rural Jordan with limited financial resources and a job offer in the
public sector. The best option for her may be the secure and stable public sector employment
rather than taking on the risk and uncertainty of self-employment. In this note, we make the
assumption that enabling more young people to engage in entrepreneurship - should they
wish to - is a good thing, but note that resources should also go toward supporting existing
businesses to grow and create job opportunities for youth in the Arab region.
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2. What is entrepreneurship?

For the purposes of this review, we have adapted the definition used by the Global
Entrepreneurship Monitor,” defining entrepreneurship as any attempt at new business or new
venture creation, such as self-employment, a new business organisation, or the expansion of
an existing business, by an individual or a team of individuals. We define youth as those aged
15-24 in accordance with the United Nations definition,?° but recognise that not all literature in
this review has used the same definition, and that some UNDP initiatives (such as the Youth
Leadership Programme in the Arab region) use the age bracket 19-29.

Two different types of entrepreneurship are also commonly distinguished. Opportunity
entrepreneurs are those individuals who are motivated to start a new venture because they
see an opportunity to do so. Necessity entrepreneurs on the other hand are motivated to
enter into entrepreneurship because they have no other employment opportunities.?’ In
almost all Arab countries for which there is data, opportunity entrepreneurship is more
prevalent than necessity entrepreneurship. However, it varies between countries. The ratio of
opportunity entrepreneurship to necessity entrepreneurship ranges from 0.55 in Egypt (as of
2018) and 3.56 in Tunisia (in 2015).%* Because they have different motives for entering into
entrepreneurship, opportunity and necessity entrepreneurs sometimes face different
challenges in the process and may respond differently to interventions. In this review we aim
to call out where effects differ for the different entrepreneurs. However, we also acknowledge
that not every entrepreneur’s motives will fall neatly into this dichotomy and that the
categories sometimes overlap.

Entrepreneurship can also exist in the formal economy or the informal economy (businesses
and activities operating at least partially outside the legal and regulatory systems). Informality
is high in the Arab States, with 2016 data from the International Labour Organization
suggesting that 91% of enterprise owners (including those with and without employees)
operate in the informal economy.® Although it may be intuitive to think that many informal
entrepreneurs are driven to it out of necessity, there is evidence from other regions to suggest
this is not the case for everyone. For example, in a qualitative study of almost 500
entrepreneurs engaging in the informal economy in England, Ukraine, and Russia, only
approximately 10% cited solely necessity motives for starting their enterprise.?* In Ukraine and
Russia, a further almost 60% reported being mostly motivated by necessity but also by
opportunity. These findings suggest that entrepreneurs who engage in the informal economy
may do so for a variety of reasons, including a mix of necessity and opportunity motives.

Box 1. Case study of entrepreneurship in the Arab States: Sawaed19

As a university student, Palestinian entrepreneur Hiba Awaysa had an eye-opening
experience: as part of mandatory social service, she spent 120 hours putting up a flag at a
popular local shopping festival, while she would have been able to invest her time, effort,
and leadership skills more effectively. Informed by this experience and throughout her
volunteering efforts over the 12 years that followed, she couldn’'t help but wonder how
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much more impact she could have had if she had been able to volunteer in something
more closely aligned to her knowledge and skills.

Indeed, in Palestine alone, 700,000 volunteers generate some USD 150 million annually in
economic value, and yet two thirds of volunteers and nonprofits believe that the
volunteering ecosystem is disorganized and uncoordinated, making it difficult for
non-profits and qualified volunteers to connect effectively. Hiba’s digital platform,
Sawaed19, aims to support the smart matching of these resources. Since launching its beta
version, Sawaed19 has succeeded in attracting hundreds of subscribers (both volunteers
and nonprofits) and expanding its network of international and local institutions that are
key players in the volunteerism ecosystem.

Hiba and her team have faced numerous challenges in growing their enterprise. The lack
of local knowledge and experience in social entrepreneurship has led them to pursue
international mentorship opportunities, such as the Women Innovators Programme by
UNDP and GSMA. The economic and political context in which they operate makes it
difficult to attract investment, and access to finance is even more complex for social
enterprises with unconventional business models. As a result, the team has been unable to
take the risk of giving up more secure employment (in a context of high unemployment)
and dedicate themselves to the start-up full-time. As the legal environment doesn’t
recognise social enterprises, the team has also gone through complicated business
registration procedures and additional hassle factors to register as a digital service
provider.

The COVID-19 pandemic has led Sawaed19 to explore new avenues in digital volunteering,
in collaboration with organizations such as UNDP, United Nations Volunteers, Gaza Sky
Geeks, and others who are supporting the development of necessary tech-related skills.

In recent years, researchers have turned their focus from the psychological characteristics and
personality traits that predict entrepreneurship to the process of entrepreneurship.®® In his
article “Who Is an Entrepreneur?” Is the Wrong Question”, Gartner?® argues that research
focusing on personality and traits is misguided since the entrepreneur is ‘not a fixed state of
existence. He encourages a more fruitful approach focusing on the study of ‘entrepreneurial
behaviours’ within the entrepreneurial process. This is the approach we have taken in this
review. In the next section, we will highlight the barriers and levers that can prevent or
promote these behaviours. Where psychological factors may be influencing these behaviours,
we address them as elements that can be changed and overcome, rather than fixed character
traits.

Entrepreneurship is influenced by a wide range of factors operating at different levels. In this
review we draw on the tentative framework for psychological entrepreneurial research
proposed by Gorgievski and Stephan.?” This framework describes factors that influence
entrepreneurship at four nested levels: within a person (changeable states such as mood);
between people (characteristics that differ between people such as demographics); in the
immediate context (close social environment such as family); and in the wider context (the
wider community and national environment). We have used this framework to structure our


http://www.sawaed19.net/
http://www.sawaed19.net/
https://www.4yfn.com/women-innovators-programme/
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review, but have combined the within person and between person levels. Thus, we distinguish
between factors happening:

e at the individual level (including changeable states and traits within a person and
stable traits that differ between people);
in the immediate context surrounding the entrepreneur (e.g. family and friends); and
in the wider context, including the broader community and wider policy environment.

3. Factors that influence youth and women’s
entrepreneurship

As described above, this section focuses on the factors influencing youth entrepreneurship at
three levels: those that occur at the individual level; those that arise in the immediate context
of the entrepreneur; and those that occur in the wider context.

Table 1 summarises the factors that influence youth entrepreneurship, as well as possible
corresponding interventions. Barriers are listed in red; facilitators in green. Some interventions
reviewed are traditional policy interventions that are commonly implemented to promote
entrepreneurship, but we focus primarily on interventions based on the behavioural sciences.
In the rest of this section, we review the influencing factors in more detail. In Section 4 we
review the corresponding interventions.
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Table 1. Summary of factors that influence youth and women’s entrepreneurship, and possible interventions to address them

Behavioural barrier or facilitator Possible intervention

Individual level

Lack of business experience and skills is a barrier to success: Without
experience and competencies in business, entrepreneurship is more
challenging. Youth and women are less likely to have been afforded the
opportunities to gain business experience.

Intention-action gap is a barrier: Not all who intend to start their own
business act on this intention, in part because of the planning fallacy -
the tendency to underestimate the time, effort, or risk involved in an
action.

Entrepreneurial self-efficacy - an individual's belief in his/her capability
to perform entrepreneurial tasks and roles - is a driver of
entrepreneurial behaviour. Youth tend to report lower entrepreneurial
self-efficacy, however the evidence for a gender difference is mixed.

Personal initiative is a key component of an entrepreneurial mindset. It
includes taking ownership and initiative, and being proactive,
future-thinking, and persistent in the face of barriers.

Scarcity mindsets and cognitive overload may hurt decision-making:
Mental stress (e.g. when under financial strain or time pressure) can
impede one’s ability to plan ahead and problem solve. This likely
disproportionately affects youth and women because of limited

Traditional policy intervention: Entrepreneurial Education and Training
programmes, including those that leverage existing strengths such as
young people’s digital skills.

Behavioural intervention: Provide people with planning prompts, such as
mental contrasting with implementation intentions, a method where users
write down specific actionable plans then list barriers that may come up
and formulate actions to take in the event of these barriers.

Traditional policy intervention: Entrepreneurial Education and Training
programmes can promote self-efficacy by increasing people’s confidence
in their skills.

Behavioural intervention: Growth mindset interventions convey that
entrepreneurial ability can be developed and improved and is not fixed.

Behavioural intervention: Personal initiative training: an action-oriented
training programme that supports people to develop personal initiative for
their entrepreneurial endeavours through a ‘learning by doing’ approach.
Evidence suggests this training may be most effective for women.

Behavioural intervention: Salience, simplification and timing requests at
moments of lower stress: Highlight key information at the right time, and
make it easy for people to understand and act on information



Paving the Path to Successful Youth Entrepreneurship in the Arab States with Behavioural Science 10

personal resources and greater pressure to take on family and home
responsibilities.

Immediate context

is a barrier because
connections can bring new opportunities for growth and success.
Youth and women are less likely to have these connections.

is a key facilitator of entrepreneurship.
Women in the Arab States tend to receive less support to undertake
their own ventures compared with men.

Behavioural intervention: Networking programmes to help connect youth
and women to the right people

Behavioural intervention: Correcting misperceived social norms of family

members: Some family members may believe in supporting women but
are not doing so for fear of judgement from others. Communicating that
others also (truthfully) believe in supporting women in entrepreneurship
can encourage them to act on their support.

Wider context

is a barrier to entrepreneurship. Without
financial capital, it is extremely difficult to start or grow a business. This
is a significant barrier for youth and women because they tend to have
limited personal resources and capital, and can face discrimination in
obtaining loans.

are a barrier. This is primarily a barrier for women
because they can face discrimination from institutions and consumers,
are often stereotyped in ways that are incompatible with
entrepreneurial activities, and take on a greater burden of family
responsibilities.

Traditional economic intervention: Microfinance interventions,
particularly for women

Behavioural intervention: Correcting misperceived social norms of
women: Women may not engage in entrepreneurship because they
underestimate (for example) how many other women would like to start
their own business. Providing women with accurate information about
these norms may encourage them to act on their desire to be
entrepreneurial. This should be done in conjunction with more structural
changes to reduce discrimination and shift cultural norms.
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Individual level factors

Lack of business experience and skills is a barrier for youth. Relative to older individuals,
young people in the region are less likely to have been afforded the opportunity to develop
the skills, practical knowledge, and work experience necessary to facilitate starting or running
a business.?®?° Young people are also more likely to be unemployed and so not able to gain
relevant work experience.® This lack of human capital can affect youth at different stages of
the entrepreneurship journey. For instance, it can impede one’s ability to receive finance;
management skills and experience are in fact the most frequently used selection criteria of
venture capitalists.® And it can be a barrier to growth, with a 2013 meta-analysis of 70
independent samples finding that knowledge and skills modestly but significantly predicted
entrepreneurial success.®* Capital that is more specific to the tasks involved in
entrepreneurship (e.g. skills in searching for and selecting opportunities, forming strategies to
exploit these opportunities, management and leadership) -- and that is industry-specific -- is
more strongly related to entrepreneurial success than knowledge that is not task-related.

Young women are particularly disadvantaged when it comes to human capital.® Despite

women in the Arab States having high levels of educational attainment on average, curricula
do not typically include entrepreneurial skills and lack practical components relevant to the
private sector.®* Women also have limited access to specialised entrepreneurial education and
training and opportunities to gain business experience.® This is particularly the case for those
living in rural areas because programmes are often concentrated in urban areas.?

Self-efficacy is a facilitator. Self-efficacy (an individual's belief in his/her capability to perform
tasks and roles) and specifically when it is aimed at entrepreneurial outcomes® is a key
predictor of entrepreneurial intention,*® as well as business creation and business
performance.® In a study of undergraduate business students in Saudi Arabia, psychological
variables such as need for achievement, propensity to take risks, and self-confidence were
only associated with entrepreneurship intention to the extent that they were linked to
entrepreneurial self-efficacy.*® Because entrepreneurial self-efficacy is developed and
strengthened by work experience, entrepreneurial education and training, and the presence
of role models and supportive institutional environments,* youth tend to have lower levels of
entrepreneurial self-efficacy.*? However, the evidence is more mixed with regards to women;
while some studies have found that women have lower entrepreneurial self-efficacy, others
have found the opposite or no effect.*?

Personal initiative is a key component of entrepreneurial mindset. Personal initiative has
been suggested to be an important component of a successful entrepreneur’s mindset. When
an individual entrepreneur shows high levels of personal initiative they are:**
e Self-starting: They take action without being told or shown what to do. They are
creative and seek to be different in how they pursue opportunities.
e future thinking and proactive: They have a long-term focus but act now to prepare for
potential future challenges and opportunities.
e Persistent in the face of barriers: They embrace obstacles as a chance to learn and
develop. Setbacks will occur and mistakes will be made but they remain persistent in
overcoming them.
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Personal initiative can be developed through training (see Interventions section) and there is
evidence that personal initiative plays a substantial role in business success. For instance, a
study of small business owners in Zimbabwe found that being a formally registered business
only predicted growth over time if the owner had a high level of personal initiative.*> We are
not aware of any research from the Arab States that examines the concept of personal
initiative, but it has been shown to play a role in low to lower-middle income countries*® and
changing economies (e.g. East Germany®).

Intentions do not always translate into actions, partly driven by planning fallacies. One of
the key findings identified in the literature is the gap between intentions and actions. While
37.5% of youth in the MENA region (aged 18-29) intend to start a business, only 11.7% have
actually started.*® This gap is even greater for those who are unemployed, particularly
unemployed young women. In addition, only some young people will formally register their
business. A study in Egypt and Turkey found that young entrepreneurs were more likely to be
in the informal economy, often starting with informal activities and later switching to the formal
economy.”® Women, those living in rural areas, and those with less education and training
were also more likely to own businesses in the informal economy. Some entrepreneurs will
also participate in an accelerator or incubator programme, others might take training courses
throughout their journey, and some won’t participate in development programmes. While
some of these gaps or drop-off points may be driven by conscious decisions—to keep the
business informal, not to apply to training/support programmes, or to close a business, for
instance—they are also partly the result of unconscious decisions. Planning fallacy,>® or the
tendency to underestimate the time, effort or risk implied in an action, may affect people’s
ability to follow through with their intentions to register their businesses or apply for programs.

Scarcity mindsets may hurt an entrepreneur’s ability to make decisions, especially related
to finances. Mullainathan and Shafir show that when people have less than they feel they
need (from lack of money to lack of time), it creates a “scarcity mindset.”” This mindset makes
people focus (or tunnel) on that challenge, consuming brainpower, or “mental bandwidth” and
diminishing their ability to respond to important tasks, such as planning ahead and problem
solving. Some of their studies have found that people budgeting under stress—for example,
Indian sugarcane farmers before harvest—can perform worse on cognitive tests than when
they aren’t under the same financial pressure.® Because parsing financial documents and
calculating what financial products will be personally advantageous requires significant
cognitive effort, farmers were better able to make advantageous financial decisions for their
business after harvest or in other moments when they are less financially stressed. This means
that, when entrepreneurs are under financial or time pressures, they may experience reduced
bandwidth to deal with challenges effectively or to process complex information. Because
youth and women tend to have limited personal resources, and because women face greater
pressure to take on family and home responsibilities, these groups are likely to be most
impacted by this barrier.
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Box 2. What role does risk appetite play?

Entrepreneurship inherently requires accepting some level of risk. In fact, some
researchers have argued that because the probability of success is low and the
probability of walking away from the business with nothing is high, the rational choice for
many is actually to avoid entrepreneurship.®*** Yet many pursue it anyway, so why is
that? Prospect theory from behavioural economics gives one suggestion as to why
people might engage in entrepreneurship. People tend to seek risks when there is a:*®

e low probability of a high gain (e.g. a 5% chance of winning $10,000), or
e a high probability of a large loss (e.g. a 95% chance of losing $10,000).

The first scenario is most relevant for the context of entrepreneurship. Available data
suggests many businesses fail, so the probability of success is likely low. But there is the
prospect of substantial rewards for the few who succeed and see significant growth (e.g.
Bill Gates). This may motivate people to undertake new entrepreneurial ventures even in
the face of risk and uncertainty. Availability bias also means that, because we hear about
the success stories (of Gates, Mark Zuckerberg, etc.) more often than we hear about
failures, we overestimate how common success is.

So do people who enter into entrepreneurship just like taking risks? Although it may
be intuitive to think so, the empirical evidence on this is mixed. Some studies find a
difference between entrepreneurs and non-entrepreneurs in how much risk they take,
other studies find no difference.>® Some have also suggested that women might be more
risk-averse than men and that this may go toward explaining gender differences in
entrepreneurship.®”*® However, growing evidence suggests that this may not be true. A
survey of approximately 500 entrepreneurs and executives in the UK suggests that
women are not necessarily more risk averse but rather evaluate risk differently to their
male counterparts. The vast majority of women surveyed saw themselves as financial
risk-takers, however 24% of women said that it was not a good time to take on risk due
to personal finances, compared to 6% of men. In addition, despite female-run businesses
in the sample presenting higher profit before tax, women were less likely to say their
business was prospering (42% compared to 62% of male respondents).>®

Rather than entrepreneurs being less risk averse it may be the case that they are overly
confident and optimistic about how things will go for them and this may encourage them
to take risks.®® They may overestimate their skills and competencies and think they have
a greater chance of success than they do in reality. Such biases may actually provide
impetus for people to get started with entrepreneurship in the face of uncertainty. For
example, a 1998 study of 2,994 U.S. entrepreneurs who had recently become business
owners found that the vast majority (81%) thought their chance of success was at least
70%, and a third thought their odds of success were 100%.%" In reality, 66% of newly
founded businesses were failing. Survey data from 18 countries (though no Arab States)
has shown that overconfidence is indeed associated with initiating entrepreneurial
activities.®?
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While some degree of optimism is helpful to entrepreneurs, too much confidence and
optimism may not be so as it may lead entrepreneurs to underestimate risks, set
unrealistic goals, make flawed decisions, and persist with unsuccessful strategies longer
than is helpful.®®* Indeed, there is empirical evidence that being highly optimistic
negatively predicts venture performance.®® This is particularly the case for those with
more entrepreneurial experience, which provides one explanation for these conflicting
findings - as a budding entrepreneur, being highly optimistic and confident may help you
to take the plunge and get started, but after entering into the market it may mean you
take unnecessary risks and are less likely learn from your mistakes.®® It also depends on
the size of the business; psychological characteristics such as risk tolerance may be
more important for owners of small enterprises.®®

How do we help young entrepreneurs find this optimal middle ground between risk
aversion on the one hand and tolerable risk appetite and optimism on the other? One
option is to increase the accuracy of people’s risk perceptions so that they can more
accurately identify potential risks and better plan for and mitigate them. For instance,
when making a decision between two possible alternatives, accurately estimating the
risk and potential reward of each may result in better decisions. The other option is to
reduce the risk that young entrepreneurs have to take on at certain stages (e.g. to begin
their entrepreneurial venture). For example, by governments or financial institutions
taking on some of the financial risk and providing risk-free or risk-reduced loans to
budding entrepreneurs.

Factors in the immediate context

Lack of business-relevant social networks is a barrier for youth and women. Relative to their
older counterparts, youth tend to have limited access to the social networks that could help
them start in and succeed in entrepreneurship.®’” This kind of ‘social capital’ is an important
predictor of entrepreneurship, including small business performance.®® This is particularly the
case for those whose network is diverse, that is, they have connections with people from a
variety of backgrounds and social positions. This is likely because they have a greater scope
of resources available to them. Relationships could be in the form of mentors, role models, or
social connections that lead to business-related opportunities. Because female role models
are less prevalent and women do not have the same opportunities to develop business
networks as men, lack of (access to) social capital is an even greater barrier for Arab women.®®
This barrier will be a particular challenge for youth and women who are also disadvantaged in
other ways (e.g. those from lower socioeconomic backgrounds).

Support from family and friends is key. Humans are incredibly social beings. We are heavily
shaped by our social environment, including what we see those around us doing and what we
think they want us to do. Young people whose immediate social connections are not aware of
- or have negative attitudes toward - entrepreneurial activities will not encourage
entrepreneurship as an option.”® This lack of support is exacerbated for women in the Arab
States, who are often expected to take on more home and family responsibilities than men
and can receive less support to undertake their own ventures.” But the women who do have
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support from their close contacts have been found to be successful in their entrepreneurial
endeavors. For example, a study of female entrepreneurs in Tunisia found that social capital
from marriage and wasta (the Arabic concept of achieving goals through close connections
with influential others) was associated with entrepreneurial success.”

Factors in the wider context

Lack of access to finance is a significant barrier for youth and women. Accessing finance is
a crucial step in the entrepreneurship process but it is one in which youth and women are
disadvantaged. For one, young people often lack the personal savings to fund their ventures
(particularly if they are unemployed). Unfortunately, they also tend to lack the personal or
business credit history to satisfy the lending requirements of financial institutions. For this
reason, lack of access to finance is one of the greatest barriers to youth entrepreneurship.”
Women in the region face similar challenges to obtaining financing, with limited personal
resources and difficulties obtaining formal loans.”* A survey of women business owners in five
countries (UAE, Jordan, Bahrain, Lebanon, and Tunisia) found that between half and
three-quarters had sought external financing in the past year, but less than a third obtained
bank credit.”* The advent of Islamic banking in the region presents new opportunities for
entrepreneurs to access finance. However, despite increasing demand for Shariah-compliant
products among SMEs, less than one-third of the market offers products geared towards SMEs
and most lending offers are for short-term financing only.”

Difficult and costly registration processes are a barrier to formalisation. Many businesses
are not formally registered, particularly those run by young people and by women.” While
some informal businesses will go on to become formal businesses, many will not. There are
several reasons for this but one that has been highlighted is that registration processes can be
difficult to navigate, lengthy, and costly.”® For example, in Syria the registration fee is
equivalent to 56 times the income per capita.”” Ongoing compliance (after becoming a formal
business) can also be costly. More than 50% of micro and small firms in Morocco state that the
high level of taxes is a major reason for not registering.?’ Informal businesses tend to be less
productive than formal firms. Part of this relationship is because productive businesses are
more likely to be registered, but becoming registered also opens up access to services,
information, technology, and labour®' Informality can also be a barrier to finance because
some financial institutions require that the business is formally registered before giving out a
loan.®?

These barriers around access to finance and formality sit within the context of a policy
ecosystem that is consistently challenging for entrepreneurs. Bureaucracy, unforgiving
bankruptcy laws, a lack of appropriate management of property laws, and inadequate
infrastructure are common barriers preventing entrepreneurial success in the region.®

Negative stereotypes, discrimination, and social and cultural normative pressures are a
barrier, particularly for women. For young women in the Arab region in particular, normative
societal and cultural influences can impede their ability to get into and succeed in
entrepreneurship.2* In most Arab States for instance, the law does not prohibit discrimination
in access to credit based on gender® Women tend to be stereotyped in ways that are
incompatible with entrepreneurial activities, and are expected to fulfil traditional gender roles
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of homemaker and mother.®® These stereotypes are perpetuated through education and the
media.?” For example, an analysis of the school curriculum in Jordan finds that teaching
materials convey the message that it is desirable for women to stay home and that those who
do work outside the home will not be able to meet their family’s expectations and
responsibilities.®®

Women who do undertake entrepreneurship often still face the challenge of taking on a
greater burden of family responsibilities.®?® Indeed, the Arab States region has the second
largest gender gap in unpaid care and domestic work worldwide. On average, women spend
six times more time on unpaid care and domestic work compared to their male counterparts.
In Tunisia and Morocco for instance, the female-to-male ratio of unpaid care and domestic
work reaches seven to one.®* Women entrepreneurs are acutely aware of this challenge, as
evidenced by the results of a survey of women entrepreneurs in Egypt, Jordan, Lebanon,
Morocco, Palestine, and Tunisia. Almost half of the women surveyed ranked either
“stereotyping and preconceptions of women’s role and abilities” or “commitment to personal
or family responsibilities” as the most critical barrier holding women back from
entrepreneurship.”’ The expectations and normative pressures that women face can affect
entrepreneurship at every stage of the journey.

4. What works: Interventions to increase
entrepreneurship

Across the world, interventions to promote entrepreneurship have been developed with the
goal of increasing innovation and stimulating economic growth. The most common
interventions involve skills training (specifically technical, business, or financial skills), financing
support (e.g. microcredit loans and grants), and general support (e.g. mentoring, advisory
services). A meta-analysis of studies in developing countries found that entrepreneurship
promotion programmes do impact young people’s knowledge and business practice, however
there was no effect on business creation or expansion, or on income.®? Therefore, there is
room to improve the programmes that are typically implemented and devise new ways of
promoting entrepreneurship.

With an understanding of human behaviour, behavioural insights could provide new ways of
thinking about entrepreneurship promotion. Behavioural science has a strong track record of
promoting small, incremental changes, such as the ones that occur along the
entrepreneurship journey. By understanding the factors that hinder or enable entrepreneurs at
different stages, a behavioural approach can promote uptake of available services, facilitate
an understanding of complex concepts, and encourage better financial decision making by
considering the timing and format of interventions, among others.

Below we review the literature on interventions to promote entrepreneurship. We focus our
review on interventions that draw on evidence from the behavioural sciences, however we
also provide a brief review of the evidence for three oft-implemented traditional policy
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interventions: entrepreneurial education and training, microfinance, and incubators and
accelerators.

Interventions targeting the individual level

Traditional policy intervention: Addressing the skills and knowledge gap with education.
One of the most extensively implemented and studied entrepreneurship promotion
interventions is education and skills training programmes. There is a large amount of diversity
in what these programmes entail and how they are implemented. Some are short training
courses that focus on specific knowledge or skills (primarily targeted at practicing or potential
entrepreneurs); at the other end are full academic courses that provide broad conceptual
knowledge about entrepreneurial activities (typically delivered in secondary and higher
education settings).

Overall, there is evidence from outside of the Arab States region that education and training
programmes have a small but significant impact on enhancing entrepreneurial skills and
knowledge, but have less of an impact on entrepreneurship outcomes (starting and
successfully growing a business).”® Knowledge and skills examined included knowledge of
entrepreneurship and associated processes, skills in identifying new business opportunities,
and skills in making decisions under ambiguity. There is very limited evidence regarding which
training designs are more effective than others.®® There is evidence that these education
programmes also promote entrepreneurial self-efficacy.’® A study of 17 countries in the Arab
States region found that education had an overall small positive relationship with
entrepreneurial self-efficacy.®®

With the COVID-19 pandemic limiting physical ways of working, digital skills in particular have
become increasingly important.”” In general, younger people in the Arab States are more likely
than their older counterparts to use the internet or own a smartphone.?® Provided that people
have access to technology as well as the skills to navigate it effectively, it can provide
opportunities for youth and women to access information, programmes, services, finance, and
markets that they may otherwise not have had access to. Indeed, there is evidence from a
survey of Tunisian SMEs from the manufacturing and service sectors that digitalisation is
associated with better firm performance.®® Digitalisation was measured on several criteria,
including whether the firm had recently introduced new or improved products or services, new
technologies for manufacturing or services, logistics, and marketing, and ICT. More research
is needed, however, to determine whether programmes aimed at improving digital literacy
skills might be effective at influencing entrepreneurship outcomes.

Behaviourally-informed intervention: Personal initiative training to enable a strong
entrepreneurial mindset. Because traditional Entrepreneurship Education and Training (EET)
programmes have not been found to have large effects on entrepreneurial outcomes, other
training interventions have been tested such as personal initiative training.'”® This training
programme aims to increase entrepreneurs’ personal initiative with a highly action-oriented
program. By actively applying learnings to real projects in real-time, repeating actions,
receiving feedback and learning from errors, participants are equipped with a proactive
mindset and the skills to overcome barriers they face. Two randomised controlled trials (RCTs;
the gold-standard in evaluation methods) in Uganda and Togo found that personal initiative



Paving the Path to Successful Youth Entrepreneurship in the Arab States with Behavioural Science 18

training was effective at increasing business success and it did so through personal initiative
behaviours, greater innovation, and even increased access to finance (Box 3).°"%? There is
some evidence that personal initiative training may be particularly effective for women
entrepreneurs (in contrast to traditional business training which has often been ineffective for
women)."*

The personal initiative training targets existing entrepreneurs, but a similar programme has
also been developed for students to encourage entrepreneurial intentions which then
translate into action at a later time. The program (called STEP - Student Training for
Entrepreneurial Promotion) has been shown to be effective across several countries in
Africa.’®® The training has resulted in an average of 70% more startups created one year
post-training compared with the control group. It has also been shown to positively influence
job creation; in one study, entrepreneurs in the training group created an average of 2.82 jobs
18 months post-training, compared with 2.00 jobs created by those in the control group.™®

Box 3. Personal initiative training impacts business success more than traditional

business training: A randomised controlled trial in Togo

In a field experiment in Togo conducted by Campos and colleagues,’ microenterprise
owners were randomly assigned to participate in either:

e the personal initiative training programme,

e an internationally accredited traditional business training programme developed by
the International Finance Corporation that focused on developing business and
financial skills, or

e a control group that did not receive any training.

The personal initiative training programme follows a ‘learning by doing’ approach. It is
very action-oriented and interactive, encouraging participants to immediately apply
learnings to their own entrepreneurial venture. The programme teaches ‘action principles’
- rules of thumb that guide participants in how to practically engage in personal initiative
behaviours. Each practical lesson is shaped by the three components of personal
initiative described earlier (self-starting, future-thinking, and overcoming barriers). For
example, participants learn about goal-setting but specifically how goals should have
unique components (self-starting) and be long-term (future-thinking). Peer feedback (both
positive and negative) is encouraged so that entrepreneurs can learn from their
mistakes."”’

Over two years, the personal initiative training increased firm profits by 30% relative to
the control group. The business training programme also increased profits but at a
smaller rate (11%) and this was not significantly different from the control group. Firms that
participated in personal initiative training also increased their innovation activities, more
so than firms in the other two groups. Specifically, firms who received this training
introduced more new products, and these products were more likely to be their own idea
and new for the neighbourhood. Moreover, it impacted entrepreneurs’ access to finance.
Firms that participated in the personal initiative training programme were not more likely
to receive a loan but did borrow a higher amount and received more from gifts.
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Behaviourally-informed intervention: Growth mindset interventions to promote
self-efficacy. When someone has a growth mindset about entrepreneurship, they believe that
entrepreneurial abilities are malleable and can be developed (in contrast to believing that
abilities are fixed and unchangeable).”®® In one study from the U.S., university students
enrolled in an introduction to entrepreneurship class were randomly assigned to either an
online intervention which encouraged a growth mindset of entrepreneurship or a control
condition. The intervention consisted of three online modules, teaching people about the
changeable nature of entrepreneurial ability - that it is something you can develop and get
better at. Students were told about research on growth mindsets, provided with real-world
examples, and given tips aimed at fostering a growth mindset. Those in the intervention group
reported greater entrepreneurial self-efficacy and task persistence on their main class project.
However, the effects did not translate to performance on a classroom assignment.”® More
research is needed to understand whether growth mindset interventions could impact
entrepreneurial outcomes in other contexts, particularly in the Arab States region.

Behaviourally-informed intervention: Encouraging planning to promote short-term
behaviours. Research on how to turn good intentions into action has shown that certain
methods are highly effective. For instance, mental contrasting with implementation
intentions™ is a highly effective method where users write down specific actionable plans,
then list barriers that may come up, and formulate actions to take in the event of these
barriers.™ Evidence in a number of different fields show that planning prompts can encourage
behavioral change, from adhering to medical treatments and quitting smoking to preparing for
tests and voting.™

One of BIT’s experiments with job centers in the UK successfully supported unemployed
individuals getting back into jobs faster by prompting them to pre-commit to applying for a
certain number of jobs per week and to think about how/when they would do it. As part of this
exercise, BIT encouraged people to aim high by anchoring them to a high, though realistic
number of applications per week and to focus on their strengths. Similar strategies could be
implemented to help entrepreneurs overcome the planning fallacy and accomplish short-term
goals that increase their prospects of success, like registering their business, getting
insurance, or investing.

Behaviourally-informed intervention: Mitigating the effects of scarcity with salience,
simplification and timing considerations. There are several behaviourally-informed strategies
that can be used to help young entrepreneurs make the best decisions for them when under
time pressure or financial stress. When there are so many competing factors influencing
people’s decisions, salience can help to draw attention to and increase the importance of a
piece of information in the decision-making process.™ Information can be made salient by:
personalising it, using clear visual cues, and highlighting the consequences of the behaviour.
Simplifying processes and information can also go a long way toward helping youth under
scarcity to navigate the entrepreneurial process.

Simplification has been shown to help people navigate other processes successfully. For
example, low-income individuals in the U.S. receiving tax preparation help were offered
immediate assistance and a streamlined process to complete the Free Application for Federal
Student Aid (FAFSA) for themselves or their children to attend university. High school students
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whose parents received the treatment were more likely to complete FAFSA submissions and
were 8 percentage points more likely to have completed two years of college, going from 28%
to 36%.™ When implementing information strategies such as these, it is also important to
consider their timing. Finding ways to target young entrepreneurs with key information at
times when they are least likely to be in a scarcity mindset will help to ensure they cut
through.

Interventions targeting the immediate context

Behaviourally-informed intervention: Networking programmes to address the lack of
business-relevant social networks. Research on the impact of networks on entrepreneurial
outcomes is limited, particularly in the Arab States. There is some evidence that structured
and intensive networking programmes can improve business practices and performance.™
For instance, in a randomised controlled trial in China CEOs from 2,800 microenterprises and
small and medium sized businesses were randomly assigned to either attend a monthly
meeting with other leaders or were told the networking programme was full. Businesses
whose CEOs had participated in the programme saw improved revenue and management
practices, greater profits, and an increase in the number of clients and suppliers. These
improvements were maintained one year after the networking programme ended." A recent
study of more than 400,000 knitters on the website Ravelry found that those who participated
in an offline local networking group to craft socially with other knitters were 25% more likely
than identical knitters to transition into entrepreneurship (creating and selling their own
designs)."”

Programs such as this have not been thoroughly evaluated in the context of youth or women’s
entrepreneurship. However, they have been recommended to policymakers™ and have been
implemented in the region. With increasing digitalisation, online networking platforms are
being touted as potentially effective ways of connecting vulnerable groups with a wider
network. For example, an online business-to-business networking platform was developed in
Jordan to boost access to market and sales opportunities for micro and small enterprises. The
platform, Jedad, is targeted toward refugee and female entrepreneurs."™ Social networking
sites more generally are reportedly being used by women and young people for
entrepreneurial activities. For example, sites are enabling women in Lebanon to optimise and
extend their networks and market products to a greater number of consumers.™°

Box 4. The effectiveness of business incubators and accelerators

Business incubation and accelerator programmes are support structures that aim to support
entrepreneurs in business creation and development.”” Accelerators tend to target start-ups
in the early stages (i.e. 3-6 months), be highly competitive to get into, and provide intensive
support and often financial investment. Incubators instead typically target start-ups that are
older (1-5 years), do not have competitive entry requirements, provide less support, and are
run more as managed co-working spaces.'*

Neither type of programme has been subject to rigorous evaluation in the academic
literature. This is in part because of difficulty gathering good, reliable data and in parsing out
the effect of selection bias."® That is, incubators and accelerators are motivated to select
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the ‘best’ businesses for their programmes, and without (resource-intensive) randomised
controlled trials it is hard to know whether businesses who participate are perhaps more
successful because they already would have been. A recent review of the research™*
outlines that there is more evidence for accelerators than incubators, but gaps exist for
both. There is some evidence that accelerators impact firm employment and may increase
access to subsequent finance, but there is mixed evidence on the impact of accelerator and
incubator programmes on firm survival. While these programmes may help some businesses
to grow, they may also help participants with weaker prospects to identify this and cut their
losses early.

There are few studies that have tested what aspects of programme design are important for
business success. For incubators, there is some evidence that those affiliated with
universities produce better outcomes. Two studies also show evidence that accelerators
and incubators have a greater impact for individuals who are disadvantaged in the
economic sector - women and minority group members."®

Interventions targeting the wider context

Behaviourally-informed intervention: Correcting misperceived social norms to reduce
social and cultural pressures. Although shifting societal norms will require significant and
consistent effort at a variety of levels, some work could be done immediately to leverage
existing positive social influences. For example, studies from Saudi Arabia have shown that
people may sometimes perceive social norms to be more negative than they in fact are.
Providing people with accurate information about social norms that are positive toward
women’s employment behaviour could shift attitudes and behaviours. In one experiment,
female university students who were provided with information about their female peers’
(quite high) labor market aspirations reported greater expectations about their own labor
market participation than those who didn’t see this social norm.””® In a study focused on
understanding and correcting the social norms of Saudi men, young married men were found
to privately support women’s employment outside the home but vastly underestimated the
support by other men. When these beliefs were corrected, men were more likely to help their
wives search for jobs. This then translated into more job applications and interviews months
later.”®” This approach has not been examined in the context of entrepreneurship but these
studies suggest that it could be promising.

Behaviourally-informed intervention: Making business registration cheaper and easier. For
people to complete a task, it needs to be easy and attractive.”® If entrepreneurs do not see
benefits to formally registering their business, then they will be unlikely to do so. Even if
benefits do exist (and entrepreneurs are aware of them), they must be perceived to outweigh
any costs. For example, they need to be worth the financial cost of registration fees or the
burden of having to travel in person to the registration office (which can be a significant barrier
for those in rural areas, particularly during COVID-19). Furthemore, one core finding from
behavioural insights is that every additional friction in a process will reduce the likelihood that
someone will complete it. Reducing as many frictions as possible in the registration process
could increase the number of entrepreneurs following through with it. For instance, in one U.K.
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study we found that sending taxpayers directly to a form to pay their taxes, rather than a
webpage that contains the form, increases response rates by four percentage points.'®

Traditional economic intervention: Microfinance and increased digital access to help youth
and women access finance. Significant efforts have been made to help people overcome
difficulties accessing finance, particularly for women. Aside from education to improve
financial literacy, microfinancing or microcredit has received the most attention - and debate -
in the literature. Overall, microcredit has a small but positive impact on a range of outcomes,
including venture growth, venture profits, and financial well-being.”™® However, there is no
evidence that it affects venture survival,™ and the income benefits do not appear to persist in
the long-term.™ The biggest impact in fact appears to be on women’s empowerment. This
may occur by removing barriers to women’s potential that were previously constrained by
social norms. For instance, participating in microcredit can allow women the independence to
more effectively negotiate gender barriers, engage in more activities outside the household,
develop social capital through microcredit groups, and learn more about political and legal
issues.™ This added experience and knowledge can help to promote women’s confidence,
and control over their own finances can enable women to make major decisions about their
enterprises.® More recently, the International Labour Organization has suggested that
promoting digitalisation could help entrepreneurs to access new sources of finance, for
instance through crowdfunding, peer-to-peer lending, and technology-enabled financial
inclusion.”®

B. Conclusion

In this note we have reviewed the literature regarding the factors that play a role in
entrepreneurship for youth and in particular young women. Barriers and drivers exist at the
individual level (e.g. skills and experience, personal initiative), in the immediate context of the
entrepreneur (e.g. social networks), and in their wider environment (e.g. societal norms, access
to finance). We have outlined interventions that correspond to each of these factors. Education
and training programmes have received the most attention, with small but positive results.
Emerging evidence suggests that programmes focusing on strengthening psychological
drivers of entrepreneurship (personal initiative) are effective. For young women, it will be
important to address sociocultural pressures and increase their access to finance. For youth in
the Arab region navigating a post-COVID-19 world, leveraging young people’s digital skills and
increasing access for those who are disadvantaged can serve to increase access to
information, new markets, and new sources of finance. Leveraging young people’s strengths
and overcoming access barriers could also enable them to succeed in their entrepreneurial
endeavours.
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