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Introduction
This research focuses solely on small businesses in selected countries in Southern Africa. Small 
businesses are viewed as an important pillar to most developing economies, especially during 
this period when most developing countries are struggling with recession, unemployment and 
inequality (Densua & Ng 2018). Most developing nations, especially in the Southern African 
Development Community (SADC) region and Africa at large, have failed to recover well after the 
2008 financial world crisis. The global market and world business cycle is important to Africa 
because the continent has a correlation of 0.30 to the world market. South Africa alone has a 
correlation of 0.77 (Clark 2018). The main challenge of most economies has been recovery from 
recession caused by the financial crisis. In trying to spur recovery, small businesses have been 
pronounced as a tool that can facilitate both economic and employment growth in these economies. 
This provokes the need to understand how businesses react to a recession, recovery period and a 
boom period. Do businesses enter the market during the recovery and a boom; do they exit the 
market during the recession? These questions need to be answered by analysing the relationship 
that exists between the business cycle and new business density.

In the midst of slow growth, increasing unemployment and inequality in Africa, governments 
and researchers in Africa both now assert that small businesses should take the leading role on the 
recovery path of most economies (Densua & Ng 2018; Schourie 2018). That has provoked huge 
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increases in the volume of new entries into business, 
especially small businesses. Although a large number of 
these small businesses are operating informally in most 
economies, their impact on poverty, unemployment and 
inequality should not be overlooked. However, there has not 
been any attention given to the relationship between the 
business cycle and new business ventures in Southern Africa. 
Although outside the African perspective, a few papers have 
found a causal relationship between business ventures and 
the business cycle, for example Carree and Thurik (2010) and 
Parker (2012), little is known about the behaviour of the 
business venture cycle and whether their cyclical variations 
are related to the behaviour of the business cycle.

Carree and Thurik (2010) found a positive relationship 
between economic growth and entrepreneurial activities. 
Their work explicitly argues that more businesses are formed 
when the economy is performing well and fewer businesses 
are formed when the economy is in a recession. However, this 
does not reflect on the impact of unemployment and poverty 
nor income per capita on the formation of new businesses 
and economic growth. The assumption will be that if people 
are poor they might not have capital to start sizeable 
businesses that can help spur economic growth. On the other 
hand, Fritsch and Mueller (2004) found a positive relationship 
between employment growth and the business cycle, arguing 
that more jobs are created when the economy is on the path to 
a boom and fewer jobs are created during recessions. The 
findings posit that more businesses are formed during boom 
periods and fewer are formed during recessions. This means 
that employment is created during the phases of economic 
growth. Findings from Parker (2012) do not support the 
ability of entrepreneurship to foster economic growth in the 
long run and Shane (2008) concurs, arguing that small 
business owners lack the required ambition to continue to 
grow their operations so that they can become a reliable pillar 
of long-term growth. However, other businesses start small 
but become significant businesses that hire a large number of 
employees and contribute greatly to the national fiscus, hence 
refuting claims by Shane. With all these arguments, no 
emphasis has been placed on understanding the behaviour of 
business ventures in times when economic shocks are 
persistent and when they are temporary. In addition, it is not 
explicitly known if new business ventures are procyclical or 
countercyclical (Thurik 2014).

In an economic block like the SADC that is facing the 
challenge of kick-starting a significant pattern of economic 
growth (Berry 2002; Densua & Ng 2018), it is of great 
importance for policymakers to know the kind of relationship 
that exists between economic shocks and new business 
ventures. Exploring the relationship between new business 
ventures and the business cycle will make explicit the role of 
new small business entries in economic growth patterns 
(Carree & Thurik 2010). Most SADC governments have 
acknowledged the contribution of small businesses but for 
policy purposes it needs to be explicitly known how business 
formations behave during and after a recession so that long-
term growth can be planned.

Baptista and Karaöz (2011) postulate that if it happens that 
there are more entries into business during an economic 
downturn the interest should be if these new ventures will be 
able to stimulate a quick economic recovery from a recession. 
Baptista and Karaöz argue that the entrance of new small 
businesses can only possess the capacity to stimulate recovery 
if their entries will not displace those that were already in 
existence. When new businesses displace already-existing 
businesses, the economic gains of job creation will not be 
enjoyed because they will be countered by job losses; hence it 
will be difficult for an economy to recover as a result of new 
entries (Baptista & Karaöz 2011). However, this can only 
happen if the downturn is being caused by a failing sector or 
sectors in the economy while there are other sectors that start 
to thrive, attracting new businesses. According to another 
line of argument, small business ventures during a recession 
can only facilitate recovery if they can create supply-side 
spillovers to the already available incumbents (Baptista & 
Karaöz 2011). This is when small businesses come in to 
supply inputs to big businesses that are already in operation, 
creating strong linkages between small and big businesses 
(Baptista & Preto 2011).

Colombo, Delmastro and Grilli (2004) see the capacity of the 
small business owners in terms of their education status as an 
important aspect for the new entries to facilitate economic 
recovery. Their argument is rooted in the fact that, when a 
founder of a business has better education status, that can 
influence the success of the business because the person can 
offer better management practices to the business (Carree & 
Thurik 2003). Moreover, people who are better educated 
have the capacity to crowdsource capital or to get credit for 
the business from the financial sector (Astero & Bernhardt 
2005). Their argument is based on the question of whether 
the new entries that come on board during an economic 
downturn are formed by people with better education, 
therefore dictating that there are high chances that the 
businesses created are likely to perform better as compared 
to those of owners with less human capital. If the businesses 
are owned by people with high human capital capacity then 
they have higher chances of success, meaning they can be 
counted on to facilitate or foster economic recovery (Bosma 
et al. 2004).

There is another kind of thinking that tries to understand the 
relationship between new business ventures and the business 
cycle. It argues that new business ventures are affected by the 
business cycle through profit opportunities that are available 
and the willingness of the entrepreneurs to take them (Parker 
2009). He goes on to argue that the propensity of entrepreneurs 
to exploit available opportunities can help an economy to 
recover from a recession, and if the propensity to exploit is 
persistent then an economy can achieve sustainable economic 
growth. However, the performance of these new business 
ventures in an economy depends on the ratio of demand for 
profit opportunities available and the supply of entrepreneurs 
(Casson 1982). If the supply of business ventures is less than 
the available untapped profit opportunities (a business 
density undershoot), it will not foster economic recovery as 
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compared to a situation where there is equilibrium between 
the two. During a business density overshoot where there is 
an oversupply of new ventures compared to the available 
untapped profit opportunities, again the economy will not 
witness an economic recovery that will facilitate sustainable 
growth, because businesses will be wasting resources and 
doing business will be costly compared to a situation of 
equilibrium or an undershoot (Parker 2012).

Although the idea of finding a relationship between the 
business cycle and entrepreneurial activity has been given 
some attention in Europe and Asia, the issue has not been 
given attention in the African context to the best knowledge 
of this researcher. This article aims to contribute to the body 
of knowledge by analysing continental and regional 
heterogeneity, making it the first in the SADC especially on 
these selected countries. The objective of this article is to 
critically understand and analyse the relationship between 
new business entries and the business cycle if that 
relationship exists in selected countries of the SADC. If that 
relationship is known, policymakers in Southern Africa, 
especially from the selected countries covered by this study, 
will then be able to come up with policies for adapting and 
taking advantage of that relationship. The rest of the article 
is divided into the literature on new business ventures and 
the business cycle, methodology and data issues, results 
presentation and discussion, and lastly the conclusion and 
policy recommendations.

Literature review on the business 
cycle and new business ventures
This section goes deeper in analysing the relationship 
between new business entries and the business cycle or 
economic shocks (positive and negative). There are few 
papers that have explicitly found the relationship between 
the business cycle and new business entries as a recurring 
relationship; these include Congregado, Golpe and Parker 
(2012) and Koellinger and Thurik (2012). Their argument 
rests on the fact that during a recession many people find 
themselves unemployed, and these people may then decide 
to become entrepreneurs. They may enter the market after 
coming up with technologically innovative ideas that can 
make them relevant in the market. The situation leads to a 
point where more jobs are created, fostering an increase in 
the size of consumption in the economy, and the economy 
can grow (output growth) (Congregado et al. 2012). In this 
case the new entries through their innovation are making the 
economy recover towards a boom. The scholars then argue 
that when an economy is going through a boom and 
unemployment is at its lowest rate, the number of new entries 
will drastically decline, as will the technological innovations 
in that economy, leading to decreasing employment 
opportunities, output growth and consumption; as a result, 
the cycle recurs.

This article will also look at Fritsch and Mueller (2004), who 
used German data to find a positive relationship between 
new business entries and unemployment. They went on to 

find that the relationship is countercyclical. They found new 
business entry rates to be very high during periods of 
recession compared to periods when the economy is in a 
boom. The scholars analysed two different periods of 
unemployment, a period when unemployment was very low 
and periods during which unemployment was high. They 
found that more business entries occurred in those periods 
where unemployment was very high. Fewer businesses are 
formed during low unemployment periods because more 
people are employed or because the opportunity cost of 
starting a business is higher compared to a period during 
which unemployment is high (Fritsch & Mueller 2004). 
Statistically the effect of unemployment on new business 
formation is only significant when unemployment is below 
normal or below the trend. When unemployment is above 
the trend, it does not induce more new business entries. The 
findings agree with unemployment push theory, which states 
that more businesses are formed when unemployment is at 
its highest level (Fritsch & Mueller 2004). The findings of this 
study reflect the situation in most African states that more 
small businesses are formed by people who find themselves 
unemployed, are retrenched or are trying to subsidise their 
low incomes. The majority of countries that have high levels 
of small businesses are generally characterised by high 
unemployment, high poverty or high inequality.

Contrary to the findings by Fritsch and Mueller (2004), 
Klapper, Amit and Guillen (2011) found a procyclical 
relationship between entrepreneurship and the business 
cycle (measured by GDP growth). They used new firm 
registrations as a measurement of entrepreneurship and 
employed a panel dataset of more than hundred countries for 
a period spanning 2002–2012. The data used in their analysis 
covered the period before and after the global financial crisis. 
In their analysis they also tried to understand how the 
influence of country heterogeneity when it comes to financial 
development affects the relationship between new business 
entries and business cycle. They found that countries with 
high rates of financial development are associated with very 
strong procyclical behaviour of new business entries over 
time. The procyclicality of new business entries is not 
immediate but is apparent after some time. This cyclicality of 
new business entries is uniform in countries with high 
financial development, but the case is different for those 
economies that are still lagging when it comes to financial 
development (Klapper et al. 2011).

On another kind of analysis, Scholman et al. (2011) analysed 
the impact of economic openness on entrepreneurial activity 
and business cycles. Their study used panel data for exactly 
19 OECD countries using the world business cycle as a 
benchmark for these selected countries. Using quarterly data, 
the study found that in the short run or after one quarter, 
entrepreneurial activity increases when the business cycle of 
a country is lagging behind the world’s business cycle, and 
then after 1–2 years entrepreneurial activity increases when 
the business cycle of a certain country is leading the global 
business cycle. This then means that specific countries’ 
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business cycles in relation to the world cycle create different 
entrepreneurial activity depending on the time that has been 
chosen for analysis.

Millán, Congregado and Román (2012) looked at the 
relationship between self-employment and the behaviour of 
the business cycle. The study used micro-data for 15 EU 
countries, explicitly looking at those businesses that have not 
hired employees but where the owner is the only worker and 
focusing on what influences them to hire their first employee. 
The study found that own-run businesses are less likely to hire 
any employees during a recession, and this means that there is 
a procyclical relationship between the decision to hire and the 
business cycle. The main challenges that were observed to be 
causing that kind of a relationship included financing and 
certain experiences that the business owner had endured in 
the previous recession. Such challenges are the main 
hindrances to a business transitioning from having the owner 
as the sole employee to hiring other employees.

Burke and Van Stel (2014) studied the behaviour of businesses 
when there is disequilibrium between the supply of new 
businesses and the availability of untapped profit opportunities 
businesses want to exploit in the USA. Their findings do not 
concur with the basic economic orthodox, which assumes that 
both entry and exit of businesses contribute towards 
equilibrium during disequilibrium. The findings were that 
during a period of disequilibrium, the entry of new businesses 
will disequilibrate the system while the exit of firms 
equilibrates it. Their contrary findings go on to argue that 
more businesses join the system when there is an economic 
overshoot and fewer businesses join when there is an 
undershoot. The fact that new businesses join when the supply 
of new businesses is more than the available untapped profit 
opportunities and decrease when there are limited profit-
making options explicitly shows that the way entrepreneurs 
respond to profit option availability is not efficient; hence it is 
costly and very slow (Burke & Van Stel 2014).

Methodology and data issues
This section discusses our data and presents our model. 
Methodologically this research models new business density to 
understand the role the business cycle (economic growth 
patterns) contributes as well as to observe the nature of the 
relationship that exists (bidirectional or unidirectional). In our 
methodology we stay close to the model of McArthur and Sachs 
(2005), but we add four new variables to the model: new business 
density, unemployment, GINI coefficient and gross savings. 
McArthur and Sachs (2005) explained national growth rates by 
growth competitive index and initial income level of countries 
(catch-up effect). This research assumes that entrepreneurial 
activities are dependent on economic development and country-
specific macroeconomic environments. This article runs two 
models, which are both main models.

Our main objective was to explain the long-term impact of 
economic growth on entrepreneurial activities, not short or 
medium term; hence we chose to use annual data for a period 

of 17 years. We were not successful in getting data for each 
country and each year but our panel data indicates that it is 
balanced. The countries chosen for this study were those 
African countries that appear or are involved in the Global 
Entrepreneurship Index. The number of countries involved 
here totalled 137, and there were only 9 SADC African 
countries on that list (Botswana, South Africa, Namibia, 
Swaziland, Zambia, Angola, Mozambique, Madagascar and 
Malawi). The number of countries came down to six after 
dropping Mozambique, Angola and Swaziland because of 
availability of data on other important variables that are 
included in the data set.

The article only includes six variables: (1) business cycle 
(GDP growth rates), which is the dependent variable in the 
first model representing the business cycle measures in 
percentage changes. The annual data were taken from the 
World Bank’s World Development Indicators database of 
2017. (2) New business density represents entrepreneurial 
activity in our models, and the index is computed by the 
Global Entrepreneurship Monitor (GEM). Annual data on 
new business density were taken from the GEM report for 
2016 and the World Bank’s World Development Indicators 
database for 2017. (3) GDP per capita is the average income 
per head for the chosen countries, and it also indicates the 
development state of those countries. This data are taken 
from the World Development Indicators database of 2017 
with a base year of 2010. (4) The GINI index is an index that 
is computed by the World Bank indicating how unequal 
countries are. The variable comes in our model representing 
the characters of countries that are included in the sample. (5) 
The unemployment rate is in the model as a control variable 
in both models. Data on the percentage of the total labour 
force modelled International Labour Organisation (ILO) 
estimate were taken from the World Development Indicators 
database of 2017 as annual data. (6) Gross domestic saving, 
another control variable, is in the model to capture the 
macroeconomic environment of countries selected in the 
sample.

We assumed that the impact of entrepreneurial activity is 
dependent on economic character and the stage at which a 
country is. The variable new business density may reflect 
different types of entrepreneurs that are in a country; and the 
representation of this variable differs from one country to 
another; we did not control for this but we did control for 
country character and development stage. In our first model 
we only included a control variable that deals with economic 
development (GINI index) and in the second model we 
included a variable that controls for country character (gross 
domestic saving). Our models are shown as follows:

ΔGDPit = a + b Umbploymenti,t−1  
	 + cNBDi,t−1 + dGINIi,t−1 + eGDSi,t−1 + εit� [Eqn 1]

For the first equation our dependent variable was business 
cycle, and we expected to see a negative relationship between 
new business density and the economic shocks that are a 
result of the business cycle. The second equation (model) had 
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new business density as the dependent variable, and we still 
expected the same kind of relationship between the two main 
variables of our models. The hypothesis was that there exists 
a negative relationship between the business cycle and 
entrepreneurship activity. The second was that there is a 
bidirectional causality between the two variables, and we 
tested for that using the Granger causality test.

NBDit = a + b Umbploymenti,t−1 + C ΔGDPi,t−1  

	 + dlpercapitai,t−1 + eGINIi,t−1 + fGDSi,t−1 + εit� [Eqn 2]

Results and discussion
This section presents the results of testing the hypothesis that 
was mentioned in the methodology section. The first 
subsection tests the hypothesis of the impact of business 
cycles of the selected countries and the entrepreneurial 
activities in those countries; the other one tests the relationship 
and impact of entrepreneurial activities on business cycle 
measure in economic growth percentages of the selected 
countries. The third section covers the impact of the world 
business cycle on the entrepreneurial activities in the SADC 
countries selected in the model.

Diagnostic checks
A number of diagnostic checks were performed on the data 
to see if the models were appropriate for the data. The results 
of the diagnostic tests are presented in Appendix 1–4. The 
first test to be run was the correlation coefficients amongst 
the variables. The correlation values were important for our 
study in order to see the expected signs amongst variables 
and also to see the strength of relationships between the 
variables. We see that business cycle (GDP growth) and GINI 
index had a positive but very small coefficient (0.0487), 
business cycle and new business density showed a negative 
but very small relationship of –0.0957, while per capita 
income and business cycle also showed a very weak if not 
almost insignificant negative relationship of –0.0006. 
Unemployment and business cycle showed a positive 
relationship of (0.0208) with the business cycle. New business 
density showed a strong positive relationship with per capita 
income and unemployment of 0.8724 and 0.5843, respectively. 
To also check if the estimated variances of residuals from the 
estimation were dependent on the values of the independent 
variables, we tested the data for heteroscedasticity using the 
Breusch–Pagan test. We find that the p-value was above 5%, 
showing a p-value of 0.9054, a situation that was favourable 
to continue with our estimation technique.

Granger causality analysis 
of business cycle and 
entrepreneurial activities
Our objective was to see if there exists a bidirectional or 
unidirectional relationship between business cycle and 
entrepreneurial activities (new business density). When 
analysing the pairwise causality tests of variables, care needs 
to be put on lag length selection because these tests are so 

sensitive to number of lags. To circumvent that predicament 
we allowed the system to choose for us using the kind of data 
we had and it chose two lags. The only relationship that we 
were concerned about was for our main variables; hence we 
did not analyse the other variables. The results of Granger 
causality are attached as Appendix 2 at the end of this article 
for those who have other interests, but for the purpose of this 
article we will leave them out.

The findings indicate that new business density 
(entrepreneurial activity) does not Granger cause the business 
cycle (GDP growth), because we find that the probability 
value is not significant at any level; hence we cannot reject 
the null hypothesis. On the other side, we also cannot reject 
the hypothesis that says that business cycle (GDP growth) 
does not Granger cause new business density (entrepreneurial 
activity) in the selected SADC countries.

Business cycle and 
entrepreneurial activity
Using the Hausman test, attached at the back of this article as 
Appendix 2 and 3, to determine the appropriate model for 
the data we decided to use the fixed effects (fe) model after 
rejecting the null hypothesis that the random effects model is 
the appropriate model for Model 1. We used random effects 
for Model 2. The dependent variable for the model was the 
business cycle of the selected SADC countries, which was the 
GDP growth rates of those countries in percentage terms. 
Amongst the independent variables in the model, 
unemployment was the control variable to see how the model 
would behave with or without its involvement. The outcome 
of the first model reflects that there is a negative relationship 
between the business cycle and entrepreneurial activity in 
the SADC countries. However, because the number of 
countries in this study is limited as a result of data availability, 
the findings of this study should be interpreted with caution. 
Nevertheless, they give a snapshot of the SADC block’s 
behaviour when it comes to the way new business entries 
behave during and after a recession.

This article reflected a negative relationship between 
entrepreneurial activities and business cycle but the variable 
of interest (new business density) did not show any 
significance in explaining the behaviour of the business cycle. 
Carree et al. (2002) argued that the negative relationship 
between the business cycle or economic growth of an 
economy is linked to the fact that more people might find 
themselves jobless during a recession and come up with 
innovative ideas to start businesses so that they can make a 
living because paid jobs are scarce. Other variables that help 
to explain the behaviour of the business cycle are 
unemployment, inequality (GINI index) and gross domestic 
savings (as a percentage of GDP). All these variables were 
consistent with the a priori expectations and are in line with 
the findings of other scholars who analysed economic growth 
and entrepreneurship (Audretsch &Keilbach 2004; Parker, 
Congregado & Golpe 2012; Thurik 2012). Unemployment, 
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inequality and gross domestic saving were significant at the 
5%, 5% and 1% levels, respectively, and carrying the expected 
signs. See Table 1.

Model 2 was run with entrepreneurial activity (new business 
density) as the dependent variable and again the model was 
controlled for employment. This time around the results of the 
Hausman test were inconclusive as to which model was the 
best one to rely on. On that note the researcher chose to lean 
with the assumptions that guided the random effects model 
and to report results found from the random effects model. 
The findings from the random effects model maintain a 
negative relationship just like Model 1 between the two main 
variables, and interestingly we observe that business cycle this 
time is found to be significant at the 10% level. This makes 
more sense especially from an African perspective, where most 
people are job seekers and mostly prefer starting a business 
only when they have failed to secure a job in the market.

According to the findings of this article, it is concluded that 
the significance of the business cycle when it comes to 
explaining the behaviour of entrepreneurial activity rests on 
the fact that more businesses in Africa are formed when the 
economy is not doing well or when it is undergoing a 
recession. Fewer small, micro and medium enterprises 
(SMMEs) are formed when the economy is doing well, 
assuming more people will be joining the labour market as 
employees. This is unlike some European countries where a 
positive relationship is found between the business cycle and 
new business density (see Thurik 2012). This indicates that 
more businesses are formed when the economy is recovering 
or during the boom (Acs & Audretsch 2009; Carree & Thurik 
2010). In these economies, entrepreneurship is normally 
treated as a random shock if the business cycle shock is 
temporary and the other way if the shock is persistent.

We also found that unemployment contributes positively to 
entrepreneurial activities in Africa, and the variable was 

significant at the 10% level. In the sample of countries in the 
study, there are countries like South Africa and Namibia that 
are regarded as highly unequal countries in the world; we 
were expecting the inequality variable to have a negative 
relationship with entrepreneurial activity, and our findings 
confirm that. The GINI index was significant at the 1% level, 
which makes economic sense under the assumption that 
when an economy is unequal, it exposes more citizens to 
lower income and poverty. Hence, to earn a decent income 
these people will have to start entrepreneurial activity. The 
common scenario in highly unequal economies like South 
Africa is high numbers of lowly skilled labour force, high 
dropout rates in high school as well as the high cost of 
tertiary education (GEM 2012; World Bank 2006; World Bank 
2015). In addition, we found gross domestic savings 
significant at the 1% level, explaining new business entries 
positively. The findings are consistent with economic theory 
in the sense that highly saving economies grow faster and 
with bigger margins compared to less saving economies. 
Holding onto that assumption, we would like to believe that 
the same happens to entrepreneurial activity the more people 
save. The findings indicate a strong positive relationship 
between saving and new business density, confirming the 
assumption that more businesses in Africa are funded from 
personal savings. People with high marginal propensity to 
save have higher chances of starting a new business 
compared to those with high propensity to consume 
(Baptista, Karaöz & Mendonça 2014).

The effect of entrepreneurial activity shows a negative 
relationship with the global business cycle and the effect is 
not significant. This might be a result of the nature of the 
supply of entrepreneurs who are in Africa. The supply of 
entrepreneurs basically increase when the world or their 
countries are in a recession because unemployment will be 
high. Once the economies experience economic recovery we 
might witness a decrease in the supply of entrepreneurs in 
African economies. This might also give us the assumption 
that the supply of new small businesses in Africa is not 
persistent after a business shock, hence developing a 
countercyclical nature. The relationship between the global 
business cycle and the selected SADC countries’ business 
cycle is positive and significant at the 1% level, as expected. 
African economies rely much on the world market; hence 
any shocks that come from the world market will choke 
African economies, and thus they follow the behaviour of the 
global business cycle. The second thing is the importance of 
African economies in the world market, meaning that if 
African economies grow significantly, the global economy 
responds positively to the contribution of African economies. 
The rest of the variables in the model are not of much 
importance to this argument; hence we won’t report them.

Conclusion and policy 
recommendations
One of the objectives of GEM is to facilitate growth in empirical 
evidence on the relationship between entrepreneurship and 
economic growth. It has been very difficult to measure or to 

TABLE 1: Estimated results over the period 2000–2016.
Variable Model 1 Model 2

Constant 0.007*** 0.070*
(2.76) (-1.81)

Unemployment 0.025** 0.072*
(-2.29) (1.80)

New business density 0.322 -
(-1.00) -

GDP growth - 0.078*
- (-1.76)

Lpercapita - 0.000***
- (4.17)

GINI index 0.023** 0.001***
(-2.32) (-3.22)

GDS 0.000*** 0.002***
(3.89) (3.17)

R-sq: within 0.2100 0.0547
Between 0.0089 0.7643
Overall 0.0034 0.6095

GDS, gross domestic saving; GDP, gross domestic product; Lpercapita, logged per capita 
income.
Level of significance, P-values (*, at 10%; **, at 5%; ***, at 1%).

http://www.actacommercii.co.za�


Page 7 of 14 Original Research

http://www.actacommercii.co.za Open Access

model entrepreneurship; hence the area has been overlooked 
in the mainstream economics fraternity. The current study has 
tried to make a critical investigation to see if the 
entrepreneurship variable really stands a chance of being 
considered a factor when economic growth strategies and 
policies are being crafted. The old modelling by economists 
has always looked at large firms that possess labour and 
capital that can be analysed in a production function, but it has 
been very difficult to model entrepreneurship or the 
contribution of small businesses. That justifies the scarcity of 
literature investigating the binary relationship between 
entrepreneurship and economic growth, especially from an 
African perspective.

The current study believes in the potential of small 
businesses and their contribution in offering a safety net to 
the poor and marginalised majority of African citizens. Most 
African economies are characterised by high corruption 
rates, poverty and high inequality, pushing more people to 
be exposed to harsh economic conditions. Our findings are 
contrary to studies for developed countries that find a 
positive relationship between total entrepreneurship activity 
and economic growth. A positive relationship was found for 
rich European countries categorised using GDP per capita. 
From a European perspective, Thurik (2012) found a negative 
relationship between economic growth and entrepreneurship 
for a number of countries they categorised as poor countries, 
again using per capita income. The justification of a positive 
relationship is supported by the size and innovativeness of 
these new entries as a result of an economic shock (recession 
or boom). Moreover, it is an indication that these countries 
(rich) have a large number of bigger companies that are 
operating in those economies enjoying economies of scale 
and producing highly technologically innovated products. 
These large companies can manage to procure highly skilled 
human capital to facilitate productivity; hence their 
contribution to economic growth becomes big and significant. 
However, we found a negative relationship between 
economic growth and entrepreurship, which is consistent 
with Thurik (2012), who find the same results for developing 
and poor European countries; this fits the countries analysed 
in this study well because they are all developing, mostly 
poor and highly unequal.

Our findings do concur with the other studies that find a 
negative relationship between entrepreneurial activity and 
business cycle (economic growth pattern). Our justifications 
for a negative and insignificant relationship between the two 
rest on the argument that there is high poverty, corruption 
and inequality in most African states and the amount of 
capital that new businesses use is not big enough to be able to 
influence economic growth. Hence, Africa can do well if 
these new entries are afforded opportunities to access finance 
so that they can grow big enough to significantly affect 
growth and directly affect unemployment and poverty. This 
is the reason that we see a negative relationship between 
entrepreneurial activity and the business cycle. This situation 
is different when we look at the perspective of Europe, the 

USA and China, who are better funded and operating in 
better business environments compared to African 
entrepreneurs.

Further, the majority of our new entries are very small 
businesses that we can call ‘marginal’ entrepreneurs, who 
include individually owned businesses, backdoor 
entrepreneurs, artists, crafters, vendors, spaza shop owners 
and so on. These kinds of businesses, which are common in 
SADC countries, contribute little unless they are nurtured to 
grow so that they can also boost their capacity in terms of 
their ability to fund research and development, improve their 
human capital capacity and hence finally grow their output. 
This article recommends that governments budget to assist 
new businesses with their research and development 
capacities so as to improve their innovation capacities, as 
well as budget to improve funding opportunities for new 
entries so they can capacitate themselves in areas that can 
make them grow so that they can start to significantly 
contribute to economic growth.
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Appendix 1

    Doornik-Hansen                   chi2(8) =   66.981   Prob>chi2 =  0.0000

Test for multivariate normality

. mvtest normality gdpgrowth newbizdensity unemployment gdppercapit a

unemployment     0.0208   0.8944   0.5843   0.8183   1.0000
gdppercapita    -0.0006   0.8724   0.8224   1.0000
newbizdens~y    -0.0957   0.6154   1.0000
   giniindex     0.0487   1.0000
   gdpgrowth     1.0000

 gdpgro~h giniin~x newbiz~y gdpper~a unempl~t

(obs=78)
. correlate gdpgrowth giniindex newbizdensity gdppercapita unemployment

         Prob > chi2  =   0.9054
         chi2(1)      =     0.01

         Variables: fitted values of gdpgrowth
         Ho: Constant variance
Breusch-Pagan / Cook-Weisberg test for heteroskedasticity 

. hettest

Source: Stata output (Authors’ own work)
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Appendix 2

 

Pairwise Granger Causality Tests
Date: 03/25/18   Time: 16:55
Sample: 2000 2016
Lags: 2

 .borPcitsitatS-FsbO:sisehtopyH lluN 

 NEW_BIZ_DENSITY does not Granger Cause GDP_GROWTH  76  1.07427 0.3470
7251.028929.1 YTISNED_ZIB_WEN esuaC regnarG ton seod HTWORG_PDG 

4618.074302.0 07 HTWORG_PDG esuaC regnarG ton seod XEDNI_INIG 
8220.071010.4 XEDNI_INIG esuaC regnarG ton seod HTWORG_PDG 

 WORLD_BIZ_CYCL does not Granger Cause GDP_GROWTH  90  0.99246 0.3749
0687.045142.0 LCYC_ZIB_DLROW esuaC regnarG ton seod HTWORG_PDG 

 COST_OF_STARTING does not Granger Cause GDP_GROWTH  73  0.57301 0.5665
4314.068498.0 GNITRATS_FO_TSOC esuaC regnarG ton seod HTWORG_PDG 

7585.030045.0 16 YTISNED_ZIB_WEN esuaC regnarG ton seod XEDNI_INIG 
6331.096680.2 XEDNI_INIG esuaC regnarG ton seod YTISNED_ZIB_WEN 

 WORLD_BIZ_CYCL does not Granger Cause NEW_BIZ_DENSITY  76  0.82441 0.4426
9269.087730.0 LCYC_ZIB_DLROW esuaC regnarG ton seod YTISNED_ZIB_WEN 

 COST_OF_STARTING does not Granger Cause NEW_BIZ_DENSITY  73  0.05386 0.9476
 NEW_BIZ_DENSITY does not Granger Cause COST_OF_STARTING  1.42947 0.2465

0053.039660.1 07 XEDNI_INIG esuaC regnarG ton seod LCYC_ZIB_DLROW 
6239.088960.0 LCYC_ZIB_DLROW esuaC regnarG ton seod XEDNI_INIG 

 COST_OF_STARTING does not Granger Cause GINI_INDEX  58  0.69036 0.5058
2130.099507.3 GNITRATS_FO_TSOC esuaC regnarG ton seod XEDNI_INIG 

 COST_OF_STARTING does not Granger Cause WORLD_BIZ_CYCL  73  1.18894 0.3108
2893.072339.0 GNITRATS_FO_TSOC esuaC regnarG ton seod LCYC_ZIB_DLROW 

Source: Eviews output (Authors’ own work)
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Appendix 3

corr(u_i, X)   = 0 (assumed)                    Prob > chi2        =    0.1160
                                                Wald chi2(4)       =      7.40

       overall = 0.0944                                        max =        17
       between = 0.3362                                        avg =      12.7
R-sq:  within  = 0.0685                         Obs per group: min =         5

Group variable: country1                        Number of groups   =         6
Random-effects GLS regression                   Number of obs      =        76

. xtreg GDPgrowth Unemployment newbizdensity GINIindex GDS, re

. estimate store fe

F test that all u_i=0:     F(5, 66) =     4.37               Prob > F = 0.0017

          rho    .88400078   (fraction of variance due to u_i)
      sigma_e    3.2701654
      sigma_u     9.027521

        _cons     34.92518   12.64858     2.76   0.007      9.67148    60.17888
          GDS     .3384384   .0870277     3.89   0.000     .1646819    .5121948
    GINIindex    -.4935114   .2126878    -2.32   0.023    -.9181562   -.0688666
newbizdensity    -.2016272   .2019508    -1.00   0.322     -.604835    .2015806
 Unemployment    -.5822714   .2541675    -2.29   0.025    -1.089733   -.0748097

    GDPgrowth        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

corr(u_i, Xb)  = -0.9672                        Prob > F           =    0.0024
                                                F(4,66)            =      4.61

       overall = 0.0034                                        max =        17
       between = 0.0089                                        avg =      12.7
R-sq:  within  = 0.2184                         Obs per group: min =         5

Group variable: country1                        Number of groups   =         6
Fixed-effects (within) regression               Number of obs      =        76

. xtreg GDPgrowth Unemployment newbizdensity GINIindex GDS, fe

Appendix 3 continues on the next page →
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                (V_b-V_B is not positive definite)
                Prob>chi2 =      0.0092
                          =       13.46
                  chi2(4) = (b-B)'[(V_b-V_B)^(-1)](b-B )

    Test:  Ho:  difference in coefficients not systemati c

            B = inconsistent under Ha, efficient under Ho; obtained from xtre g
                           b = consistent under Ho and Ha; obtained from xtreg

         GDS      .3384384       .13599        .2024484        .0646461
   GINIindex     -.4935114    -.1522643       -.3412471        .1484519
newbizdens~y     -.2016272    -.2523452         .050718        .1602056
Unemployment     -.5822714     .1597038       -.7419752        .2111841

       fe           re         Difference          S.E.
      (b)          (B)            (b-B)     sqrt(diag(V_b-V_B))

 Coefficients  

. hausman fe re

. estimate store re

          rho            0   (fraction of variance due to u_i)
      sigma_e    3.2701654
      sigma_u            0

        _cons     8.666105   5.935619     1.46   0.144    -2.967494     20.2997
          GDS       .13599    .058264     2.33   0.020     .0217946    .2501854
    GINIindex    -.1522643   .1523093    -1.00   0.317    -.4507851    .1462565
newbizdensity    -.2523452   .1229564    -2.05   0.040    -.4933354   -.0113551
 Unemployment     .1597038   .1414297     1.13   0.259    -.1174933    .4369009

    GDPgrowth        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

Source: Stata output (Authors’ own work)
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Appendix 4

corr(u_i, Xb)  = 0.1086                         Prob > F           =    0.0005
                                                F(5,65)            =      5.11

       overall = 0.4923                                        max =        17
       between = 0.5499                                        avg =      12.7
R-sq:  within  = 0.2822                         Obs per group: min =         5

Group variable: country1                        Number of groups   =         6
Fixed-effects (within) regression               Number of obs      =        76

. xtreg newbizdensity Unemployment GDPgrowth lpercapita GINIindex GDS, fe

. estimate store re

         rho            0   (fraction of variance due to u_i)
     sigma_e    1.8883515
     sigma_u            0

       _cons    -11.67848   6.454707    -1.81   0.070    -24.32947    .9725152
         GDS     .1519634   .0479161     3.17   0.002     .0580495    .2458773
   GINIindex    -.5002531   .1507591    -3.32   0.001    -.7957355   -.2047707
  lpercapita     4.517147   1.083077     4.17   0.000     2.394355     6.63994
   GDPgrowth    -.1727492   .0981757    -1.76   0.078    -.3651701    .0196716
Unemployment     .2156903   .1200358     1.80   0.072    -.0195755    .4509562

newbizdens~y        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

corr(u_i, X)   = 0 (assumed)                    Prob > chi2        =    0.0000
                                                Wald chi2(5)       =    109.26

       overall = 0.6095                                        max =        17
       between = 0.7642                                        avg =      12.7
R-sq:  within  = 0.0547                         Obs per group: min =         5

Group variable: country1                        Number of groups   =         6
Random-effects GLS regression                   Number of obs      =        76

. xtreg newbizdensity Unemployment GDPgrowth lpercapita GINIindex GDS, re

Appendix 4 continues on the next page →
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                                        see suest for a generalized test
                                        assumptions of the Hausman test;
                                        data fails to meet the asymptotic
                          =   -30.14    chi2<0 ==> model fitted on these
                  chi2(5) = (b-B)'[(V_b-V_B)^(-1)](b-B)

    Test:  Ho:  difference in coefficients not systematic

            B = inconsistent under Ha, efficient under Ho; obtained from xtreg
                           b = consistent under Ho and Ha; obtained from xtreg

         GDS      .0054409     .1519634       -.1465225         .029601
   GINIindex     -.3427905    -.5002531        .1574626               .
  lpercapita      6.468752     4.517147        1.951604        2.109974
   GDPgrowth     -.0706679    -.1727492        .1020813               .
Unemployment     -.2110226     .2156903       -.4267129        .0983262

       fe           re         Difference          S.E.
      (b)          (B)            (b-B)     sqrt(diag(V_b-V_B))

 Coefficients  

. hausman fe re

. estimate store fe

F test that all u_i=0:     F(5, 65) =    24.13               Prob > F = 0.0000

         rho    .71701793   (fraction of variance due to u_i)
     sigma_e    1.8883515
     sigma_u    3.0058574

       _cons    -28.32167   21.60222    -1.31   0.194    -71.46428    14.82095
         GDS     .0054409   .0563221     0.10   0.923    -.1070421    .1179239
   GINIindex    -.3427905   .1223806    -2.80   0.007    -.5872014   -.0983796
  lpercapita     6.468752   2.371718     2.73   0.008     1.732103     11.2054
   GDPgrowth    -.0706679   .0705575    -1.00   0.320     -.211581    .0702451
Unemployment    -.2110226   .1551665    -1.36   0.179    -.5209114    .0988662

newbizdens~y        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

Source: Stata output (Authors’ own work)
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