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Abstract


Throughout times specialists, including empiricists, analysts, policy makers, consultants, and researchers have considered the problems and challenges entrepreneurs tackle to develop their firms, as well as those faced by existent small and medium-sized firms (SMEs) to remain in business in the highly competitive world we face today.  Precisely, firms aspiring to start a business as much as on-going SMEs have endlessly searched and expressed the need to find alternatives which could diminish their problems, regardless of size, origin and gender in whichever sector their firms might be. The same problems still subsist. 

This paper revises policy-devised mechanisms created across countries and examines the role of the institutions geared to develop, reinforce, and sustain the sector, all with contrasting results. As such, the objective of this paper is to invoke provocative and objective discussion of how, in lieu of existent knowledge, programs, funding, as well as the existence of endless organizations oriented to assist SMEs, the sector’s problems and critical situation, rather than improve, deteriorates further.  Suggestions regarding which analytic tools and preventive mechanisms could be utilized to instill planning skills, problem solving, and pro-activeness that could ultimately steer the sector to survive and compete.

1. Introduction

The dynamic that encourage entrepreneurial start-ups and strengthen existing firms performance differ substantially.  From the standpoint of entrepreneurs, the needs, challenges and problems faced by either start-up, newly formed business, or established firms do not appear to have changed much.  Moreover, the formation and dissolution of business in Puerto Rico, an associated economy to that of the United States, has troubled all sectors including researchers, educators and policy makers.  Notwithstanding, in any economic period, especially in a recession economy like the one faced today by most of the world, bounded by increasing unemployment, and downsizing by established firms, the relevance of creating mechanisms to encourage start-ups and to sustain current firms is overriding. 

Traditionally, the willingness of entrepreneurs to form new business and expand, and existing SMEs to consolidate, have kept the US, Puerto Rican, and world economy strong.  Birch (1987) found that the key to job creation are entrepreneurial firms and that economies that provide the proper environment for start-ups and existing firms to expand, grow and flourish.  However, countries that fail to provide such an environment crumble.  In this vein, local government, universities, and private financing entities should provide the proper environment for new firm foundations as well as for existent firms to consolidate and prevail.  

Incisively searching for avenues on how to stimulate and assist the sector, academics have begun to critically address the processes surrounding venture creation, small business development, and entrepreneurship, regardless of where it occurs: be it at the individual level, at universities, within academia or entrepreneurships within large organizations. Nevertheless, results are limited.  Of particular interest to practitioners and academia, is the means through which entrepreneurship is cultivated, develops and establishes itself efficiently throughout any society or country (Parnell, Rick, and Manafee, 2002).  Even more, it is of further interest to find out what stimulates business formations, which problems hinder its formation, and how to encourage newly formed firms and sustain those established firms. Additionally, recent gains and improved entrepreneurial spirit by women and minorities have forced entities such as the Small Business Administration, development funds, and venture capitalists to recognize the need to reinforce and stimulate more business formation.  No doubt, a growing number of new American jobs that will be created in the next decade will be self-generated. As such, academics and governments have begun to emphasize the critical nature of America's entrepreneurial climate. Thus, we acknowledge Porter’s (1991) contribution and argument concerning that the economic imperative is the need to create vast numbers of jobs. 

The objective of this paper is to: first, seek and invoke provocative discussion across groups on which are the most effective incentives and mechanisms that could be established to stimulate start-ups, once their significance and problems are evaluated.  Second, to determine creative forms to reinforce and consolidate firms already in the market, in lieu of the myriad of problems faced by the sector. Third, this paper serves as position paper whilst addressing how, in spite of existent knowledge of start-ups and small businesses contribution to the economy and the availability of a considerable number of programs, funding, as well as endless organizations oriented to assist surging firms and SMEs, the sector’s problems and critical situation rather than improve, deteriorates further.  Not least, the paper addresses a compilation of findings on the subject including a study done by the author in Puerto Rico as well as research across countries. Furthermore, measures are recommended to improve start-ups or emerging firms as well as on-going ones, in lieu of the existent programs revised.
2. Overall significance of start ups and SMEs

Studies by Dun & Bradstreet (1994a) predicted that 3.1 million new jobs would be created in the immediate future, with 72.4 percent coming from firms with fewer than 100 employees. Remarkably, Phillips (1993) found that new small firms with fewer than 20 employees have been recognized as the nation’s job creators and the creators of new markets for large firms. In addition, Doyle and Wong (1996) also found that small companies produce 24 times more innovation per research dollar than do large businesses.  The United States Bureau of Labor Statistics reported that 71% of future employment in the nation’s fastest growing industries (health and business services) is likely to come from small firms. In addition, Dennis, Dunkelberg, and Dial (1995) argued that entrepreneurial activity is greater than thought of: the number of new businesses being formed exceed four millions per year, even though dissolutions appear to grow.  Latest figures by the Small Business Administration (2002) revealed that presently most job creation surges from small firms. In contrast, companies with at least 25,000 employees have had a net drop in employment. 


To epitomize the importance of start-ups, by 1997, the number of start-ups was about five million per year, yet only two out of five remained in business after the first year, and two out of five survived the fifth year.  During the 1990s, 70% of available jobs were created by entrepreneurial firms (Kahn, 1999); moreover, research also reveals that these small firms spend almost twice more than larger firms in R & D and are responsible of most innovations in products and services (Report to the President on the State of Small Business, 1987).  Keats and Bracker (1992) found evidence that new small firms produce 24 times more innovation per research dollar than do larger Fortune 500 firms.  Moreover, in 2002 start-ups have developed at an impressive rate, there are over 22 millions small businesses comprising 95% of all businesses in the US.  In spite of that remarkable growth and the support received by starting entrepreneurs in the US and Puerto Rico, many firms often passed into oblivion before reaching a growth stage.  Even further, not every country supports entrepreneurship nor stimulates new firm foundation, as it should (Wheelen and Hunger, 2002:302). 

3. Start up and SMEs significance for the Puerto Rican economy

Even though the number of start-ups has continued to swell in positive or negative economic periods, the survival situation as well as their emergence has deteriorated increasingly in the last few years of economic downturn, reengineering and downsizing, especially in Puerto Rico.  Despite the successes of small businesses, every year thousands small firms fail. The US Small Business Administration confirmed that 50% of businesses founded in any single year failed five years later (Bowers, 1993).  A similar situation occurs in countries as the UK, the Netherlands, Japan, Hong Kong (Foster, 1990) and Puerto Rico.

In the specific case of Puerto Rico, of the major changes operating in the new economy is the fact that innovation and pro-activeness is a key factor of economic activity.  More importantly, as large corporations exodus expands, employment generation and self-sustenance has to be replaced by firms in less vulnerable sectors. Research shows (Soto Class, 2003) that while in the 1960s one in four people worked for a Fortune 500 firm, in 1980 the figure was reduced to five and in the 1990s one in fourteen.  Thus, as in other countries entrepreneurship and, within it, the process of new start-ups, are the engine underlying job creation, increased economic diversity and activity to reinstall industrial losses. What’s more, it is widely acknowledged that new ideas are best implemented in new firms. Similarly, in Puerto Rico as in the US, it is estimated that small businesses and firms with less than 100 employees have created more than 75% of the private sector new jobs in the late 1990s. Moreover, 15% of the fastest growing new firms accounted for 90% of the new jobs and 16% have been in existence less than a year. In the Island’s specific case, realities are difficult. Across governments, a lot is said but even though incentives exist, they are mostly geared to attract foreign firms and high technology. Not much serious thought is given to stimulate and sustain surging firms and SMEs as part of public policy growth strategy. Moreover, in the Island, the number of small business increased from a reported 100,000 in 2000 (Hamilton, 2001) to 165,00 at the end of 2001 to 179, 000 by November 2002 (Hamilton, 2002).  It is worthwhile to mention that there is a dearth of reliable official statistics on SME in Puerto Rico.  Therefore, statistical quotations in this paper are based on data supplied by the SBA and the Caribbean Business, so as to render it consistent  with U.S. findings.


Borrowing from Schumpeter’s (1934) argument, innovations are the force behind capitalism. Entrepreneurs regarding how risk adverse they might be are prone to innovate, if they want to prevail in the market.  A glance at surging firms today as well as large firms, most arose as innovators.  It is widely known that entrepreneurs commit to projects, work endlessly, are embedded in their own ideas and goals, foresee change and develop new products and services to take advantages of opportunities. Contrary to traditional SMEs, creativity abounds in new entrepreneurs. Thus, it becomes imperative to device ways to stimulate and reinforce entrepreneurs.

4. The problems and challenges faced by start-ups and ongoing firms

Start up and on-going firms face problems and challenges of different nature.  Across studies, it has been found that most start-ups face by and large difficulties in raising capital, elevated costs of establishing location and infrastructure to establish their firms, and the groundwork for preparing objective and effective business plans.  In the case of younger entrepreneurs, their problems expand by their lack of experience, in addition to the same obstacles faced by experienced entrepreneurs. Meanwhile, on-going SMEs often lack resources to take care of opportunities, time to scan the environment and plan effectively as well as time management (Hamilton, 2002).  

The challenges faced by entrepreneurs worldwide convey a myriad, which could be embedded in the culture and often hinders competitiveness. The way in which organizations face these challenges depend on various sectors: one the entrepreneur himself (her), the entities that can support them, access to capital and training and other support mechanisms in place, whichever country SMEs might be located.  However, observation of problems faced by larger firms has become a triggering mechanism for start-ups and have all contributed to the growth of small firms.  Such problems comprise massive layoffs (Shaver and Scott, 1991), traits of the entrepreneur including locus of control and need for achievement (McClelland 1961), independence, self satisfaction, recognition (Hamilton, 2002), as well as corporate scandals, low economy and stock market failures. 

Furthermore, to be an entrepreneur requires not only dedication, but also the willingness to take risks (Busenitz and Barney, 1997). The same concept argues that biases are subjective decisions that may emanate from specific heuristics.  Although biases help people cope with their cognitive limitations, they might cause that less rational decisions prevail among young entrepreneurs (Busenitz and Barney 1997), even though there are discrepancies on the subject by some researchers.  Cooper and Colleagues (1988) found that 95% of entrepreneurs believe that their ventures will succeed.  In addition, they are prone to perceive areas of strengths and opportunities and not weaknesses.  Regardless, to be an entrepreneur requires nerves of steel and a short memory to forget problems and bad times Velazquez (2003).  Examining the local environment and interviewing well recognized start-ups brought different responses as to what triggered their creativity and desire to initiate their firms: observation of the trends in layoffs and fear to become a statistic, the outsourcing trend, intrapreneurship and the possibility of forming alliances with related businesses. Likewise, on-going firms that have succeeded have used similar tactics to go through the rough periods. 

5. Results from this study and other studies

A study by Hamilton (2002) in a triangulation method of ongoing SMES implemented in Puerto Rico included case analysis, survey and in-depth interviews. The case analysis included three sets of successful and non-successful firms.  The survey consisted of 48 successful and 10 non-successful firms as well 56 direct interviews with the following common results. The most commonly found factors that determine entrepreneurial traits most decisively, influence business start ups and stimulate business creation are: the traits of potential education, and the commitment based on the reasons to initiate business. Traits of entrepreneur found most significant were educational level and possessing experience before initiating a business (see Table 1 for common results).  

Table 1.
Owner/entrepreneurs traits, reasons to start firms and how.
	Variables classified
	Category analyzed
	General Results %
	Kruskall Wallis

 P value
	Spearman

 or Pearson rank,

r   & P value
	Chi square 

P value 

Significance

	Traits of CEOs
	Education, origin, age, background, & experience & sig previous business experience
	
	PE= 0.038
	0.0365


	0.036 S

	Previous bus. Experience 
	No

Yes
	37.5

62.5
	0.038 

0.987
	-0.303   .0365

-0.015  0.920
	4.396 0.03S

0.137  0.987 NS

	Main reason to start  business
	P. Independence
	28.3
	
	
	NS

	
	
	
	
	
	

	
	Be own Boss
	23.9
	
	
	

	
	Challenge
	23.9
	
	
	

	
	Other
	23.9
	
	
	

	How business originated
	New Business
	68.8
	
	
	6.263 NS

	
	Existent Business
	22.9
	
	
	

	
	Inherited Business
	4.2
	
	
	

	
	Others Ways
	4.2
	
	
	


Source: Hamilton (2002).

In addition, significance was found regarding firm founding; most entrepreneurs founded their firms because of desire to be independent or become his or her own boss. Equally, it was considered a challenge. Not measurable in the same parameters, was their family background. Apparently, those entrepreneurs whose family owned a business considered it a challenge to also possess their own firms and proved their capability.  Statistically, none of the latest replies was significant and answers were divided across categories.  In the same line of thought, most entrepreneurs formed businesses departing from original ideas and as newly formed firms. This reinforces the need across sectors, including policy makers and universities, to reinforce business formations via increased educational programs bounded to enlarge and emphasize potential entrepreneurs comprehension and development of market knowledge and managerial skills that could increase their awareness of opportunities. In addition, increase in their environmental scanning skills and overall decision-making capabilities should be reinforce.  Potentially, a census of firms and their origins might serve to detect potentiality of business formations. 

Common findings regarding the problems and challenges faced by local firms, shows that the majority of firms encountered most problems or barriers related to capital requirements (53.8%) and financing availability (26.9%). The former two proved to be statistically significant across studies. Other problems found were related to government regulations, specifically obtaining permits.  In the case of starting firms, difficulties in financing were due to their lack of experience, a common requirement across banks and venture capitalist to obtain funding. In the same line of thought, the same requirements or problems faced to enter and persevere in the market appear related to business failure. Thus, having experience in business, administrative capability and operational capital (see details in Table 2) appears as a guarantee and failure preventive factor is.  However, examining and reviewing performance of firms managed and formed by engineers have rendered opposite results.  These firms have performed excellently in the manufacturing of medical devices, employee satisfaction is high and quality assurance is at it most as well as sales contracts.  These findings address the need to supply alternative sources of capital, improve requirements to induce firm’s foundations, disseminate requirements for funding and, again, increase capabilities for the sector.

   Table 2. 
Problems that might affect firm’s performance

	Variables classified
	Category analyzed
	General results

%
	Kruskall Wallis P value
	Spearman r  &

P value
	Chi square

P value Significance

	Barriers to entry P183


	Capital requirement Financing      

Product/differentiation        Permits/government    

Experience/Knowledge of business. Concentration of firms in Big metro area. 
	53.8

26.9

7.7

3.8

3.8 

3.8
	        0.193

        0.480 

        0.145

0.765

0.604

0.480
	-0.382    0.072 

-0.500    0.667 

-0.385    0.052

    -

-0.292   0.187

0.500   0.667
	NS

<0.05

NS

<0.05

NS

	Why do businesses fail, most cited reasons
	Lack of administrative capacity.

Competition

Economic problems

Lack of capital to start.

Lack of adequate

Market analysis.

Lack of cost control

Lack of creativity Others
	20.0

29.9

13.3

11.1

6.7

6.7

4.4

6.7
	0.056
	0.229    0.055
	9.186   0.2396

NS

24.870   0.2538

NS


  Source: Hamilton (2002).
Moreover, investment for newly formed firms illustrate that, potentially (Table 3), firms might start small due to lack of capital and access to larger funding. The same study shows that firms were funded with a combination of sources: bank lending (36.2%), combined savings (others), family and bank (42.6%), and family loans (21.3%).  This indicates and places an initial handicap in firms: struggling with cash hinders the firm’s capability of using time effectively to plan and search for opportunities.  

 Table 3
How investment was financed originally and for how much

	VARIABLES classified
	Category analyzed
	General results

%
	Male

%
	Female

%
	Kruskall Wallis P value
	Spearman r  and

P value
	Chi square

P value Significance

	How business was financed initially
	Family Loan
	21.3
	17.6
	30.8
	
	
	NS

	
	Bank Loan
	36.2
	41.2
	23.1
	
	
	

	
	Others, combined.
	42.6
	41.2
	46.2
	
	
	

	Initial Investment
	Average
	
	35592
	22136
	
	
	

	
	Min
	
	500
	500
	
	
	

	
	Max
	
	190000
	100000
	
	
	

	
	Standard Deviation
	
	48016
	29992
	
	
	


Source: Hamilton, 2002.

Moreover, results confirm the need to present and examine availability of funds, devising minimum requirements for newly formed enterprises, as well of entrepreneurial traits. Knowledge by potential entrepreneurs of the lender’s requirements, an increase in their probability for obtaining them might encourage the entrance of creative entrepreneurs with innovative ideas regarding if experience or capital exists. Studies by different authors and implemented across countries also reinforce this paper main goals. Reynolds (1995) reporting on his study with Miller in 1992, and Westhead (1990) found that many circumstances influence venture formation, including culture, demographics, economics, individual circumstance, background and specific interest.  Departing from a scrutiny of the entrepreneur, he or she can be analyzed in varied forms, from those who seek to improve his/her organization through change initiation (Mintzberg, 1973) to the person who coordinates resources to create profits (Vesper, 1983).  For this article, the definition most suitable is the person who identifies market opportunities and then allocates resources to pursue them (Schumpeter, 1934) for profitability. To take advantage of these breaks the means to accomplish them need to exist. Thus, the right culture, finance or capital structure, environment, interest, level of risk, and desire must prevail.

Studies specify by Reynolds (1995) found that culture is a determinant of business formation as is unemployment, migration, and specific traits existent in the individual or in the culture. What accounts for such differences?  Cultural attitudes, demographics and perception of opportunity might be a factor. Other factor closely tied and found to foster business formation, is immigrant power and population growth.  Both immigration and culture has been popularly found to be key in the early and current growth of the US.  Specifically, the increase of Cuban and Latin American population has been tied to the increase of business formation.  Similarly Jewish and European immigrants found this same rate of growth after World War II and the increase of businesses.  

 Consequently, some cultures are found to stimulate business formation more intensively. Limited studies by Hamilton (2001) in Puerto Rico and Dominican Republic, established that immigrants have, by large, founded more firms and become more successful than locals do.  Especially successful are those of Lebanese extraction, Cubans, and immigrants from Spanish Catalonia and Galicia.  Conversely, locals prefer job security from companies or government. Potential explanations of start-ups from different ethnic background might be due to the need to survive, recognition, independence and not being as formally educated as the locals. Bringing to focus those high levels of education should have been a hindering mechanism to business formation (Hamilton, 2000; Corman, Lussier, and Nolan 2001, 1999), yet this was not the case.  It is argued that cognitive biases directly influence risk perception and the latter influences any decision to start a venture. However, theoretical exposition by Busenitz and Barney (1997) has proposed the relationship between cognition and business start-ups, but no research has formally tested this relationship. Further studies implemented and contrasting Asia and Latin America, have gone as far as showing that Asian countries have a higher level of entrepreneurship (Kantis, H. Ishida, M., Komori, M. (2002).   Other studies completed across countries evidence (Silva, 2003) that cities like Monterrey (Mexico) and the main ones in Chile, have the highest levels of entrepreneurship development.  

It seems that entrepreneurship in most countries occurs because of a positive environment and that encourages self-employment (including low crime rates, excellent infrastructure, economic and fiscal incentives).  Illustrating this, the World Economic Forum (2000) reported that countries like US, New Zealand, Iceland, Canada, Finland, Britain and the Netherlands make it easier to start a venture.  The top three countries being the first one in new firms foundations.  What is unique is that immigrants have populated all three of the top countries.  From the opposite standpoint, countries as Spain, Belgium and France are found to be difficult to forge new firms, contrary to common belief.  With the same frame of reference, in countries where venture capital is more accessible and the banking structure is more competitive, entrepreneurship is at its best. Thus, it appears that investors are leaning to fast growing countries in Europe. Furthermore, entrepreneur’s contribution to the economy through job formation has forced politicians to create programs geared at stimulating and reinforcing the sector. Furthermore, certain other conditions have also been found to foster new firm foundations. Periods of economic upheavals where liquidation packages are abundant and job scarcity prevails, resourcefulness and personal needs instill business formations (Corman, Lussier and Nolan (2002)).  However, while positive factors stimulate business formation, a limited source of stimulus, lack of knowledge regarding the procedures and documentations, as well as the sources for additional funding that should be readily available, hinders the creative process.  Then, what factors stimulate the surge of new businesses, create mechanisms to stimulate would be investors, and solidify current firms? 

6. New ventures and the job creation process

Estimates of formations/dissolutions from researchers working with the data vary wildly. Reynolds (1995) estimated 925,000 firms surged annually during the early 1990s of which fewer than 200,000 employed someone other than the owner. The Small Business Administration (1993:38), using numbers supplied by the Employment and Training Administration at the Department of Labor, calculated formations to be about 870,000 in both fiscal 1991 and 1992.  Approximately 80 percent of those formations were new starts and the remainder buy-outs.  Dissolution estimates, generally parallel formation estimates, though at somewhat lower levels reflecting population growth.  For example, the Small Business (SBA) Administration (1992:38), jointly with Department of Labor data, estimated that over 835,000 dissolutions occurred annually.  

7.
How can SMEs performance be improved

Recognition of the due importance of entrepreneurs either as newly formed or on-going firms has been established.  However, what is relevant is to ensure that the level of growth and sustenance of the sectors are perpetuated. Most studies signal that stimulus should arise from government, while other sectors point out at investors and the private sector as the responsible groups.  Regardless, there is juxtaposition in terms of responsibility perceived and taken.  Generally, most governments do not tend to satisfy private internal interests, as well as the promotion of exports or attraction of foreign investment. When it comes to new firms or to reinforce existent firms response is not only limited, but also most rate it deficiently.  The case of Puerto Rico is no exception. 

New and existent firms contribute to job formation and the GNP, two aspects regarded as a primary government responsibility. Moreover, other institutions should and are expected to contribute positively to develop and stimulate job formations, including universities, academia as well as policy makers, banks and venture capitalists. 

The role of the universities in forming and develop responsible citizens is amply recognized. Yet, it is also questioned why so many college-educated business professionals choose salaried careers rather than entrepreneurial careers.  These questions remain largely unanswered. Though some countries apparently have ample studies on the link between education and entrepreneurial behavior. This does not appear to be Puerto Rico’s case nor that or other countries like Ireland. According to  (Fleming, 2002) there appears to be a gap in literature linking education with actual marketplace entrepreneurial behavior in a study of 838 grads at 3rd level educational institutions. A review of the literature on entrepreneurship indicates that few studies track graduate career paths, and in particular the career paths of graduates who have selected enterprise development courses in their study programme.  There is a gap in the literature linking education with actual marketplace entrepreneurial behavior.  Nevertheless, in recent years many schools (Harvard, University of Barcelona, Monterrey’s Technological Institute, Babson College, among others) have created programmes oriented to educate students of different disciplines in the field in addition to offering courses to reinforce the sector.  Entrepreneurship education promotes an awareness of self-employment as a career option and motivates young people to begin equipping themselves with the skills, knowledge and experience required for effective business ownership (Fleming 2002).  Nevertheless, several research studies indicate that student attitudes towards enterprise and small business are positive (Karr, 1985). In the specific case of Puerto Rico, demand for the programme comes more from non-business than the former itself.  Worse, it is argued that most people, even entrepreneurs, do not think of entrepreneurship as a career Ronstadt (1985). However, many businesses have sprout out of universities by students, academia, and, mostly from non-business areas.

It is this researchers belief that universities and colleges have not and are not adequately preparing students for self-employment as a career option, resulting in the loss of many potential entrepreneurs. The situation might change with increased unemployment and the apparent freeze on new hiring from major firms.  Furthermore, a lack of proper information on entrepreneurship as a career option abounds for many reasons. What commonly exists is that many universities and colleges are offering topics and courses related to entrepreneurship and small business.  If the opposite would occur and proper dissemination of available programmes is implemented, increased awareness of how small businesses enter the marketplace and operate, the number of graduates selecting a career path that leads to entrepreneurship should increase.  Similarly, current businesses could opt to reinforce their technical and technological abilities at an affordable cost. Business trends and desires for independence and flexibility might make entrepreneurship a career option and the chosen path might naturally begin at schools. 

Huefner, Hunt, Robinson (2001) developed a variety of scales and instruments that have been used in the studies of entrepreneurship for over the past 30 years.  These scales were intended primarily as predictors of success (Sexton & Bowman, 1984, 1986) whilst others were intended to provide understanding of what made entrepreneurs successful.  Studies by Gartner et al. (1994) argue that to understand fully the entrepreneurial process requires starting with an examination of the potential entrepreneur. As entrepreneurship occurs over time, longitudinal research is critical for some issues regarding this process.  Interestingly, the study indicates that over time, college graduates become increasingly more risk averse. It can be argued that many of the respondents who presently perceive obstacles preventing business ownership may view their position in a more favorable light in the years to come, as corporate America keeps changing and firms, worldwide, downsize. 

8. Government policies stimulating start-ups or reinforcing on-going firms 

Current policies have not proved effective across the board. Surprisingly, though many countries establish regulations, subsidized loans, build locations, free zones, and create tax incentives to attract investment and export.  When it comes to stimulating local firms, response is basically nonexistent.  Somewhat locally, firms are able to obtain subsidized loans via banks at slightly discounted rates, loans from the Government Development Bank but timing and rates are not comparable to private banking.  In addition, since efforts are considered insufficient, actions are criticized noticeably. It appears, however, that positive stimulus packages are in agenda.  Furthermore, in the Puerto Rican environment, though it appears this is a common occurrence elsewhere criticisms lean towards a lack of coherence and inconsistency in the policy packages devised. 

9.  Stimuli for start-ups and the role of culture

Studies including those by Corman, Lussier and Nolan (2002) examined a list of factors oriented to encourage start-ups. These included a number of factors that if available induce start-ups, among them: availability of capital, the cost of capital, attractive taxes, investment tax credit, quality of life, infrastructure, physical attractiveness, skilled or cheap labor, market for products, operating costs and culture. Culture appears to be a positive incentive. These criteria could easily be used as policy devised mechanisms. Moreover, The Global Entrepreneurship Monitor (GEM, 1999) browsed the Group of Seven industrial countries, plus Finland, Denmark, and Israel to see if there was any apparent correlation between growth and the entrepreneurial climate there.  European countries with sluggish economies – France and Germany, notably – proved inhospitable places for small business. 

From another standpoint, high number of obstacles to business entry, lack of business opportunities, employment security, high levels of risk involved, high cost of financing, requirement of relevant experience to obtain fund and the constraint of family responsibilities were considered obstacles to business formations (Flemings, 2002). Previous studies by Reynolds (1989) of a two-state survey of new firms in Pennsylvania and Minnesota, concluded that the most important and effective contributions government can make are the provision of quality educational programs at all levels, provision of a reliable infrastructure (roads, utilities, and transportation), and an efficient and responsive administration that helps new firms with timely appropriate decisions. These criterions have not changed substantially in 2003. In countries like Nigeria (Mambula 2002) programmes that include tax incentives and funding, neither has provided positive results. Little progress has been shown in valued added exports and low business formation. Because new business formation is an important component of economic development, there is also need to investigate which measures can promote the emergence of greater numbers of graduate entrepreneurs (Flemings, 2002), the same case can be made for Puerto Rico in lieu of rising unemployment and reduced economic activity. 


Often governments are not sure whether to intervene to help companies, and if they do, governments are not clear what the best ways are.  Moreover, the deteriorating manufacturing job situation situation worldwide is reflected elsewhere in the economy.  According to the Puerto Rican Labor Department, total nonagricultural payroll employment stood at 1,022,000 as of December 2002, a dramatic reduction of 31,300 from the 1,053,300 in December 2000.  (Caribbean Business, Thursday, Feb. 20, 2003). Other stimulus can be provided as loan to venture capitalists who then can pass on this as loans to start-ups. Specific incentives like tourism loans, and Venture Forums as well as private equity investment programmes.  Think tanks could also be invited to instill potential sectors regarding requirements and benefits of founding new firms, as well as the availability of funds for business opportunities including the importance of the capital markets.  

10.
Policy devised mechanisms operating across countries
Progress is being made in different fronts in this issue. In the US, the House narrowly passed on October 24, 2001, the Economic Security and Recovery Act of 2001 (HR 3090), calling for nearly $100 billion in tax breaks nest year with very close decision (216 to 214), mostly along party lines (Hubbard, Carlson, J. and Cruickshank, P., 2001).  The Jamaica Free Zone Act provides a number of generous incentives that are granted in perpetuity; although not legally restrictive, most of the companies operate in the country’s three Free Zone are foreign owned.  The incentives granted include: 100% tax holiday on profits, duty free import of all capital goods and raw materials used in production process, no restriction on the repatriation of profits. In countries like Hong Kong, even though government policies appear responsive, reports show that few concrete policies have been established, and SMEs have received precious little assistance other than moral support. 

In Puerto Rico, different programmes exist in addition to loan and tax incentive subsidies, which were enacted into law.  These activities are not only geared to attract business firms to Puerto Rico, but more specifically to encourage firms to locate in areas that had been traditionally less developed.  Among the benefits provided, intermediate industrial zones enjoy fifteen years of exemptions and firms locating in low industrialized zones enjoy twenty years of tax exemptions.  Moreover, literature about incentive programmes is extensive, but there is still no clear answer regarding their effectiveness, mainly because of conflicting results among studies (Phillips and Goss, 1995).  Banks, universities and venture capitalists should create programmes oriented to facilitate funding for start-ups, to educate on the usage of technology and focus and discussion groups geared to discuss problems and seek investment opportunities. In countries like Barcelona the use of incubators has proved effective. In Puerto Rico using this approach could be an interesting test to attract startups.  

Studies seeking feedback from free zone users report partial support for the effectiveness of Puerto Rico’s incentive programmes.  In other word, once firms decide to locate in Puerto Rico, it seems that additional incentives matter in the “within-island” location decision, but only for the intermediate industrial zone (Area 1). Moreover, firms locating at the low industrial zone might have an impact on the region, that is may not be adequately captured by our location parameters.  In the specific case of the mentioned firms, tax incentives have a negative impact on revenues.  However, Puerto Rico’s incentives do have an impact on job expansion and seems to be cost effective.  Thus, beyond the location test, we can justify the effectiveness of Puerto Rico’s incentives. The programmes mentioned above, are still relevant not only to Puerto Rico but also to the many countries that are trying to implement targeted development areas, such as Ireland.  It is the perception of this researcher that the incentive programme implemented in Puerto Rico rendered positive results when established, but they are now obsolete. The exodus of high tech as well as labour intensive firms have brought upon the Island a high level of unemployment and low economic growth on one side.  Thus, the government must formulate an alternative growth model, emphasizing incubators, business, tourist and financial services.  Although some economists disagree because empirical evidence points out that these sectors have a low multiplier effect in output, income and employment.  Also, labour legislation is too cumbersome from the entrepreneurial point of view.  From another angle, the only way to currently encourage job creation is through educational reinforcement to train emerging entrepreneurs and the creation of loan programmes.  In our particular case, in spite of the government’s efforts to create a good environment for investment, and venture capitalist innovative approach to finance new firms, start-ups formations though growing is still low.  

11. Conclusions: 
Initial appearances indicate that entrepreneurial activity in the United States is even greater than commonly thought. Similar situation occurs in Puerto Rico, the Caribbean and countries in Europe and Latin America. The number of new business formations has increased further with unemployment, decreased economic activities and the multiple scandals occurring in major corporations in the US and other parts of the world.  Nevertheless, the problems permeating new firms formation still remain solid in respect to lack of sufficient information and availability of capital at competitive rates that could allow interested sectors to initiate businesses and existent firms to seek further opportunities. In that endeavor, all concerned sectors need to create mechanisms and respond to individual initiatives by creating policies aiming at stimulating and reinforcing the sectors. Shying away from traditional incentives of tax deferral, low producing sectors tax shelters and location ease is not enough.  

Aid incoming in the forms of incubators that can provide location, technological assistance, and the infrastructure (including secretarial services and documentation) needed in the short term at low cost and loans for newly start-ups based on credit history, supervised loans, training programs and encounters with venture firms are considered the most relevant stimulus for all sectors. Entities like the Small Business Administration, International Programmes like USAID, InterAmerican Development Bank and private banks, can institute funds with low guarantees for the purpose. Similarly, universities should demarcate clearly their role in societal development and economic growth by creating practical programs oriented at forming prospective entrepreneur. These programmes could be oriented at assisting entrepreneurs with the tools needed to succeed, including scanning the environment, have at their disposition technology, sources of information, databases, and provide on the job training. These activities should aim at reinforcing sectors without having to formally enroll. Creating mutually beneficial alliances across sectors will benefit all. Notwithstanding, in the particular case of Puerto Rico and that of other Latin American countries, loans are, in general, difficult to access without political backing, collaterals are too high, and lack of experience close up doors. Up to now, private sector development is improving slightly yet, at a low pace.  The future of our and other economies requires aggressive moves from all.
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