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ABSTRACT 

Worldwide, there is an agreement on the importance of entrepreneurship for 
economic and social development. All governments alert of 
entrepreneurship as economic power, and implement policies to promote it. 
Consequently, the relationship between entrepreneurship and unemployment 
come to be a questioning topic for researcher for quite some time. 
Therefore, extensive research has investigated this topic. Literature showed 
an important role of entrepreneurship in job creation and unemployment 
reduction. Higher rate of unemployment rate may motivate entrepreneurial 
needs, stimulating more start-ups and business ownerships. Then again, 
higher entrepreneurship may expedite self-employment in new businesses 
and reduce unemployment. With an unemployment rate of 30% between 
Saudi citizen youth, entrepreneurship should be evolved to act as an engine 
of self-employment. All of these facts highlight the importance of 
understanding the relationship and interaction between unemployment and 
entrepreneurship. Hence, the main objective of this paper is to investigate 
this interactional relationship, presenting Saudi Arabia as a case study. To 
obtain this, the study aim to focus on unemployment as a problem has to be 
solved, and whether this can be done passing through entrepreneurship. A 
descriptive statistics analysis is proposed to explain the characteristics of the 
model variable. A regression model is implied and estimated to test the 
study hypothesis, for data of 31 selected countries during 2008-2010. This 
selection was limited by the available official set of data, obtained from 
Global Entrepreneurship Monitor (GEM). The study empirical result 
validates the literature findings. However some results are as expected, the 
study confirms that the relationship between unemployment and 
entrepreneurship is ambiguous. In conclusion, the study identifies areas of 
concern that further researcher can embark on.  The need of entrepreneurial 
intelligent and cultural environment is highlighted.  
 

Key words: Entrepreneurship, Entrepreneurial activities, Self-employment, Unemployment. 
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  صالمستخل

، واالجتماعیة  تنمیة االقتصادیةال ریادة األعمال في  أھمیة حولعالمي  اتفاق ھناك
 تنفیذ ، فعمدت إلىھمیة الریادة كقوة اقتصادیةأل الحكوماتكافة تنبھت  حیث

من ھذا المنطلق، كان موضوع العالقة التبادلیة . وذلكالداعمة والمعززة ل سیاساتال
 لفترة من الزمن، نتجالباحثین   تساؤالتللجدل وبین ریادة األعمال والبطالة محالً 

وتظھر أدبیات البحث أھمیة الستقصاء طبیعة ھذه العالقة. مستفیضة دراسات عنھا 
الفرص الوظیفیة وتقلیص البطالة. تؤدي المعدالت  في زیادة دور ریادة األعمال

المرتفعة للبطالة إلى تحریك وتحفیز الدوافع الریادیة، محققة انطالق لمشاریع ریادیة 
المرتفعة للریادة من رفع مستویات العمل الحر في  تعجل المعدالت ھذا بینماجدیدة. 

بین البطالة  منشآت األعمال الجدیدة فتنخفض البطالة. وأخذا في االعتبار بمعدل
روح  یعتطوالبد من كان ، %٣٠لتصل إلى في المملكة، السعودیین  الشباب
بین  اعلالعالقة والتف أھمیة فھم الحقائق ھذه تبرز. الذاتي كمحرك للتوظیف الریادة
في العمل ھذه  قةورمن  الھدف الرئیسي لتمثیوروح المبادرة. ومن ھنا  البطالة

ذلك،  في المملكة العربیة السعودیة. وفي سبیل تفاعلیةال العالقةھذه  التحقق من طبیعة
والتوصل إلى  ،تتطلب الحل مشكلة على البطالة باعتبارھا التركیزالدراسة إلى  تھدف
تقدیر نموذج انحدار قامت الدراسة بن خالل ریادة األعمال. م إمكانیة حلھامدى 

-٢٠٠٨ خاللدولة مختارة  ٣١ ستخدام بیاناتوذلك با الختبار فرضیات البحث،
المرصد العالمي لریادة لبیانات الرسمیة المتاحة من فق محدودیة ا، وم٢٠١٠

البحث، والتي  تحققت نتائج الدراسة من صحة النتائج التي تناولتھا أدبیاتاألعمال. 
شائكة وغیر واضحة،  قةأن العالقة بین الریادة والبطالة عال من خاللھاتؤكد الدراسة 

بتحدید بعض الدراسة  تختموأخیرا   .رغم تطابق بعض النتائج مع توقعات الدراسة
المجاالت التي یمكن الشروع بالبحث فیھا الحقا، مع تسلیط الضوء على مدى الحاجة 

  ریادة األعمال. لثقافة لذكیة لتوفیر البیئة ا

 

  البطالة.العمل الحر، ، ة الریادیةریادة األعمال، األنشط الكلمات الدالة:
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1- Introduction 

It was believed that small businesses are less efficient economic wise 

than large ventures. Nevertheless, since the last decades of the twentieth 

century this point of view took the opposite direction. Recently, 

entrepreneurship has come to be a subject, especially by economists. It has 

become as an engine of growth and as the single most important player in a 

modern economy (Acs and Audretsch, 2005). Numerous benefits are 

associated in the society through entrepreneurship. It drives innovation, 

solves unemployment and satisfies new consumer demands. 

In the Kingdom of Saudi Arabia an increasing number of youth graduates 

from high schools, colleges and universities are seeking opportunities in the 

job market. As the youth graduates cannot always depend on the public and 

private sector in providing job opportunities, entrepreneurship is the 

alternative solution to their unemployment. 

The relationship between unemployment and entrepreneurship has so far 

frequently been led on the core of the refugee effect and the Schumpeter 

effect. The ambiguities showed in literature have led researchers to postulate 

that the interrelation between entrepreneurship and unemployment reflects 

two deferent conflicting forces (Audretsch, Carree and Thurik, 2001). Thus, 

this study contributes to this line of research in analysing the interaction 

between entrepreneurship and unemployment. It stresses on the impact of 

entrepreneurship enhancement on the rates of unemployment in the 

Kingdom of Saudi Arabia.  

Based on theoretical platform, the study developed its empirical model, 

aiming to test two main hypotheses. The first asserts that increases in 

entrepreneurial activity lead to a decrease in subsequent employment. The 

second states that increases in unemployment lead to an increase in 
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subsequent entrepreneurial activity. Regression analysis between these two 

variables is developed, with the aid of E-views statistical program. Cross 

sectional data for 31 countries is used, based on the Global Entrepreneurship 

Monitor (GEM) and the World Bank data.  

Followed by this introduction, our paper is organized as follows: 

Primary, a theoretical platform providing an overview of entrepreneurship 

and unemployment is presented, specifying the link and interaction between 

these two phenomena (section 2- 4). The theoretical and empirical literature 

concerning the relationship between entrepreneurship and unemployment is 

reviewed in section 5. Section 6 discusses entrepreneurship as a solution of 

the unemployment problem in Saudi Arabia. The following section (7) 

presents data of empirical model, regression and results. Finally, section 8 

concludes and summarises the study findings. 

2- Entrepreneurship 

Although entrepreneurship is one of the most popular topics of our time, 

the most pressing task is to define entrepreneurship (Shane, 2008). It should 

be stated that there is no general agreement about the meaning of this term. 

As mentioned by (Carton, Hofer and Meeks 1998), there are two distinctly 

different approaches in defining entrepreneurship. The first is to define what 

entrepreneurs are and then observe them. The second is to propose a prior 

definition of entrepreneurship and its related behaviours, and thereby define 

entrepreneurs as those who engage in entrepreneurial activity.  

Literature on entrepreneurship is traceable to ‘Cantillon’ and ‘Say’. As a 

matter of fact, the term 'entrepreneurship' was originally a loanword  used 

by the early 18th century French economist Richard Cantillon. Later, on the 

19th century, Jean Baptiste Say came up with his definition for entrepreneur. 

He mentioned that the entrepreneur “shifts economic resources out of an 

area of lower and into an area higher productivity and greater yield” 

http://en.wikipedia.org/wiki/Loanword
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(Drucker,1985, p.21). Ever since Say’s definition, there has been total 

confusion over it. 

The modern understanding of entrepreneurship owes much to 

Schumpeter (1934), who describes entrepreneur as “a person who destroys 

the existing economic order by introducing new products and services, by 

introducing new method of production, by creating new forms of 

organizations, or by exploiting new row materials” (Bygrave and 

Zacharakis, 2011, p.1). To Joseph Schumpeter, entrepreneurship occurs 

when there is innovation in the introduction of a new product, organisation 

or process. Hence, his understanding of an entrepreneur was a conceptual 

abstraction characterised by the creation of new combinations” (Salgado-

Banda, 2005, p.4). Additionally, he makes the distinction between five 

different manifestations of entrepreneurship; a new good, a new method of 

production, a new market, a new source of supply of intermediate goods, 

and a new organization (Karlsson, Friis and Paulsson, 2004).  

Hitherto, the problem of defining the word ‘entrepreneur’ and 

establishing the boundaries of the field of entrepreneurship has not been 

solved (Parker, 2004). In 1999, Wennekers and Thurik present a wide 

picture of entrepreneurship, noting that it is “the manifest ability and 

willingness of individuals, on their own, in terms, within and outside 

existing organizations to perceive and create new economic opportunities 

(new product, new production methods, new organizational schemes and 

new-market combinations), and to introduce their ideas in the market, in the 

face of uncertainty and other obstacles, by making decisions on location, 

from and the use of resources and institutions” (Carree and Thurik, 2005, 

p.441). However, Acs and Audretsch definition embraces “all businesses 

that are new and dynamic, regardless of size or line of business, will 

excluding businesses that are neither new nor dynamic as well as all non-

business organizations” (2005, p.6). 
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Finely, the focus of our study proposed Tijani-Alawiye (2004) definition 

of entrepreneurship. He defines entrepreneurship as “the process of 

increasing the supply of entrepreneurs or adding to the stock of existing 

small, medium and big enterprises available to a country by creating and 

promoting many capable entrepreneurs who can successfully run innovative 

enterprises, nurture them to growth and sustain them, with a view to 

achieving broad socio-economic development goals. One of these goals 

sustaining employment” (Oladele, Akeke and Oladunjoye, 2011, P.251).    

3- Unemployment 

Every single economy is embodied bothy active and inactive population. 

The active population refers to those who are willing and able to work, 

including people who are employed and engaged in the production of goods 

and services, and people who are unemployed. Unemployment is the 

macroeconomic problem that affects societies around the World, and which 

every responsible government is likely regulate and observe. Higher 

unemployment causes high level of poverty, higher opportunity cost and 

several development challenges (Oladele, Akeke and Oladujoye, 2011).  

According to the International Labour Organization, the unemployed 

population is defined as persons above a specified age who are available to, 

but did not furnish the supply of labour for the production of goods and 

services. It is mentioned that when measured for a short reference period, 

unemployment relates to all persons not in employment, and who had 

willingly looked for ways to find a job or start his own enterprise in the near 

past. Hence, employed population involved persons who would have 

accepted a suitable job or started an enterprise during the reference period if 

the opportunity arose, and who had actively looked for ways to obtain a job 

or start an enterprise in the near past (ILO, 1982). 
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Unemployment can arise from various reasons, from which it can broadly 

divided into three main types: demand-deficient (cyclical, involuntary) 

unemployment; changes in demand patterns (structural) unemployment; 

supply-side (technological, frictional, voluntary and classical) 

unemployment (Pass, Lowes and Davies 2005). Some additional types of 

unemployment that are occasionally mentioned by economists are hardcore 

unemployment, seasonal unemployment, and hidden unemployment. 

However, real-world unemployment may combine different types (Marič, 

Jeraj and Pavlin, 2010).   

4- Linking Entrepreneurship to Unemployment. 

Over 500 million persons worldwide either were involved in trying to 

start a new business or were owner-managers of new business in 2010. It is 

mentioned that out of every 10 early-stage entrepreneurs, 7 expected some 

job creation. According to GEM, only 14% of all those involved in start-up 

attempts expected to create 20 or more jobs, while 44% expected to create 5 

or more jobs. (Bygrave and Zacharakis, 2010).  

However, the debate about the interrelationship between unemployment 

and new business formation or self-employment has raged for more than 

two decades. The study of this relation dates back to research done by 

Oxenfeldt in 1943. He was one of the first to point out that individuals 

confronted with unemployment or with low prospects for wage-

unemployment may turn to self-employment as a viable alternative to earn 

living (Audretsch et al, 2001).  Knight’s (1921) view that individuals decide 

between three states: unemployment, self-employment and employment 

(Thurik, Carree, Van Stel and Audretsch, 2008). 

The Theoretical foundation of this issue is based on two main theories. 

The existing of these two theories in turn assumed that there is two-way 

causation between changes in the rate of entrepreneurship and rate of 
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unemployment: the Schumpeter effect that concerns with the process of 

which entrepreneurship actively reducing unemployment; and the refugee 

effect that concerns with the process of which unemployment fast-tracking 

entrepreneurial activity (Oladele et al, 2011).  

Several researchers tried to reconcile the ambiguities found in the 

relationship between unemployment and entrepreneurship (Audertsch et al, 

2001; Thurik, 2003; Baptista and Preto, 2006; Faria, Cuestas and Mourelle, 

2010). Yet, the link between these two variables is so far still not clear. 

Therefore, this study aims to contribute to this line of research, in order to 

investigate this interrelationship.  

5-Literature Review 

Literature massively analyse the existing interrelationship between 

entrepreneurship and unemployment. Yet, review of literature results in 

considerable ambiguities, confusion and disagreement among researchers. 

In point of fact, there is a dissection in the literature between researchers 

that have intended to study the impacts entrepreneurship has on 

unemployment and those who have intended to study the impacts on 

entrepreneurship caused by a higher unemployment (Faria et al, 2010).  

(Audretsch and Fritsch, 1994) presented a study on start-ups of new firms 

in West Germany. Their study found that the rate of newly established firms 

is negatively related to the rate of unemployment. Thus the more new firms 

that are established the lower is the unemployment rate. A similar study was 

performed by Audretsch and Fritsch. Findings shows that start-ups rates in 

1980s are unrelated to employment change, while is 1990s, those regions 

with higher start-up rate experience higher employment growth (2002 cited 

Baptist, Escària, Madruga, 2008). By other means, they found negative 

relationship between unemployment and start-ups.  
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(Van Stel, Thurik, Verheul and Baljeu, 2006) argue that in addition to 

unemployment influencing start-up activity, it has also been claimed that 

entrepreneurship influences unemployment. In their study, they focus upon 

evaluating this direction of causality in Japan. They concluded that, 

although Japan’s unemployment rate has been influenced by different 

exogenous shocks as compared with other countries, the effects of 

entrepreneurship on unemployment are not distinct. 

Thurik et al (2008) investigated the relation between self-employment and 

unemployment rates using data from 23 countries collected between the 

year 1974 and 2002. They noted what they referred to as the "refugee" effect 

where high unemployment rates lead to start-up of new companies and this 

leads to what they referred to as "entrepreneurial" effect where the 

unemployment decreases after a period of time. They introduced a two-

equations vector auto-regression model to estimate both of these effects. 

Baptista and Preto (2006) applied this model on Portugal over the period of 

1983-2000 and discovered that the rise of unemployment resulted in an 

increase in self-employment. At the same time, the rise of self-employment 

resulted in industries re-structuring and renewing their activities resulting in 

further decrease in unemployment. 

Oladele et al (2011) attempted to study the relation between 

unemployment and entrepreneurship in Nigeria. They used a multiple 

regression model on data to examine the need for promoting employment in 

Nigeria. This study couldn't prove that entrepreneurship reduces 

unemployment. Yet, it strongly recommended that the government of 

Nigeria should support the establishing of new entrepreneurships. This 

while, (Kongolo 2010) concluded that small businesses play an important 

part in the economy of developed countries. In South Africa, small 

businesses account for 91% of the formal business entities, contributing to 

about 51 and 57% of GDP, providing almost 60% of employment. The 
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study recommends providing training on management skills, utilization of 

technology and simplifying bank accesses to encourage more youth to get 

involved in establishing small businesses.  

It is noticed that the economic and cultural factors play a role in the 

relation between entrepreneurship and unemployment. (Remeikiene and 

Startiene, 2009) used cross correlation methods to analyze this relationship 

using historical data collected between the years 1998-2007 in Lithuania. 

They noted a correlation between unemployment and entrepreneurship that 

was influenced by cultural factors such as differences in labour market, 

regional characteristics and religion.  

Faria et al (2010) perform a granger-causality test on data from several 

developed countries; such as Australia, Germany, the United Kingdom and 

the United States. They realized that there is a bidirectional relationship 

between the variables for all countries they studied. This suggests that not 

only does the level of entrepreneurship affect the unemployment rate but 

high unemployment is promoting more entrepreneurship. 

Marič et al (2010) concerned with entrepreneurship as a solution to the 

unemployment problem. Their contribution was built on the hypothesis that 

where there is a higher rate of unemployment, more people will transit into 

entrepreneurship and where there is a higher rate of entrepreneurship there 

will be a lower level of unemployment. Based on the data of the rates of 

unemployment and overall entrepreneurship in their study, the statistical 

significance neither confirm nor refuse the two previous hypotheses. 

Focusing on the problem of large numbers of unemployed youth 

population in Arab countries, (Alasrag, 2010) points that these numbers 

present a challenge to Arab governments since most of the population is 

young. The study proposed several measures needed to encourage 



12 
 

entrepreneurship within the youth as a key method in providing new jobs for 

the youth. 

Subsequently, it is highly likely that entrepreneurship could not be only 

the result of a push effect of unemployment, but it can also be a driven by a 

pull effect of thriving economy with new opportunities.   

6-Entrepreneurship as a solution of the unemployment 
problem in Saudi Arabia 

Reduction of unemployment among the Saudi labour force was one of 

the manpower development objectives under the Ninth Development Plan. 

Latest data of the Central Department of Statistics and Information indicates 

that the number of unemployed workers in 2009 was 463,009 (SAMA, 

2011).  As reported, unemployment rate decreased from 2006 to 2008, but 

this trend was reversed in 2009 as the rate increased to 5.4 per cent, 

calculating an 8 per cent increase from 2008.  Figure (1) plots the total 

unemployment rate, and the unemployed Saudis, Saudi male and female’s 

rates.  

Figure 1 
Unemployment Rate in Saudi Arabia (2000-2009) 

 
Source: Saudi Arabian Monetary Agency (SAMA), 2011 

Unemployment 
Rate % 

2000     2001    2002     2003    2004    2005     2006     2007    2008    2009 
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In 2009, a more exaggerated rate appears among Saudis. It represents 

10.5 per cent of the total Saudi labour force. Moreover, Saudi female 

unemployment stood for 28.4 per cent of the total Saudi female labour 

force. As shown in figure 2 below, Saudi male unemployment which 

accounts for 248,162 unemployed individuals, presents the largest 

percentage of total unemployment (54%). Similarly but proportionally less 

is the Saudi female share (48%) of total unemployment. It is clear that 

unemployment between Non-Saudi residents is the lowest in the country.   

 
Figure 2 

Shares of Saudi Unemployment in 2009 
 

 
Source: Saudi Arabian Monetary Agency (SAMA), 2011 
 

Solving the youth unemployment problem has been a prime target of 

Saudi government, taking into consideration the socio-economic 

consequences of this high level of unemployment (30.2%). Inopportunely, 

the development processes in Saudi Arabia fall short of solving the 

distressing problem of high unemployment among youth (Al-Dosary, 2005). 

However, a new employment strategy was adopted in July 2009. It covers a 

period of 25 years and divided into short, medium and long term phases 

(ILO, 2010). Additionally, entrepreneurship enjoys high level of support in 

the government agenda to overcome this problem. 

Entrepreneurs play an important role in the economy the Kingdom. 

“Small and medium-sized enterprises (SMEs) make up 92 per cent of the 
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businesses in Saudi Arabia, and they employ over 80% of the work force. 

Under the guidance of H.M. King Abdullah bin Abdul Aziz Al-Saud, King 

of Saudi Arabia, there are significant indicators that Saudi Arabia is 

committed to nurturing the next generation of business leaders” (US-Arab 

Tradeline, 2010). 

Saudi entrepreneurs are rapidly becoming an important source of job 

creation in the Kingdom. The 2009 and 2010 Saudi Fast Growth 100 

companies, for example, collectively created 35,000 jobs since they were 

established, and 15,000 of these jobs were created in the last five years. In 

addition, these companies serve as business incubators for their employees, 

who have launched 41 new companies in the past two years (Hamod, 2010).  

The World Bank recognized the Kingdom of Saudi Arabia as one of the 

world's top reformers in its annual Ease of Doing Business report. Recent 

reforms in Saudi Arabia improved the Kingdom's position, regarding ease of 

doing a business from159 in 2007 to 38 in 2008 (Belayachi and Haidar, 

2008). The report ranks Saudi Arabia as the best place to do business in the 

entire Middle East and Arab World. H.M King Abdullah said in 2006, “I 

want Saudi Arabia to be among the top 10 countries in Doing Business in 

2010. No Middle Eastern country should have a better investment climate 

by 2007” (Ibid, p.17). This drove the creation of the 10 by 10 Initiative, with 

a goal to place Saudi Arabia among the 10 most competitive economies by 

2010. 

As a matter of fact, Saudi Arabia is now the top ranked economy in the 

Middle East. A recently issued report chooses Saudi Arabia to be the 12th 

out of 183 countries, making it one of the world's leading reformers in the 

World Bank rankings. It also ranks Saudi Arabia ahead of many advanced 

economies such as Japan, France and Canada. Table 1 presents Saudi 

Arabian latest World Bank ranking figures on doing business.  



15 
 

Table 1 

Doing business ranking indicators of Saudi Arabia (2011-2012) 

Indicator Saudi 
Arabia 2011 

Saudi 
Arabia 2012 

Best 
Performance 2012 

Starting a Business 14 10 New Zeland 
Dealing with 

Construction Permits 
6 4 Hong Kong 

Getting Electricity 17 18 Iceland 
Registering Property 1 1 New Zealand 

Getting Credit 45 48 United Kigdom 
Protecting Investors 16 17 New Zealand 

Paying Taxes 10 10 Canada 
Trading Across Borders 18 18 Singapore 

Enforcing Contracts 138 138 Luxembourg 
Resolving Insolvency 69 73 Japan 

Source: The world Bank, 2012. 
 

However, Saudi businesses still face difficulties, enforcement of 

contracts, resolving insolvency along with labour employment issues. In 

accordance with GEM, Saudi Arabia had the lowest total entrepreneurial 

activity rate (TEA) among the factor-driven economies, which account for 

4.7 per cent. This rate rose up to 9.4 in 2010, presenting the third lowest 

factor-driven economy in TEA following Egypt and Pakistan (Bosma and 

Levie, 2009).   

7- The Model and Empirical Results 

Based on review of literature, this study suggests two main equations to 

investigate the interrelation between unemployment and entrepreneurship. 

In sequence, two hypotheses have to be examined: 

(a)-Increases in entrepreneurial activity lead to a decrease in 

subsequent employment. 

(b)-Increases in unemployment lead to an increase in subsequent 

entrepreneurial activity. 

To test this first hypothesis, the following equation should be estimated: 
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tiLtiLtiLtiLtiLtiti UUEEUU ,2,,32,,1,, )()( εββα +−+−+=− −−−−− ……………………..(1) 

To test the second hypothesis, the following equation should be estimated: 

tiLtiLtiLtiLtiLtiti EEUUEE ,2,,32,,1,, )()( εββα +−+−+=− −−−−−  ………..………..(2) 

Where U is the unemployment rate, E refers to entrepreneurship rate. The 

index i refers to the country and L is the time span in number of years. 

Additionally, the model marks two indicators for entrepreneurship (E): S 

refers to the early stage entrepreneurial Activity (TEA) and B stands for 

established business ownership rate.  

The data used for this aim were obtained from the official records of 

World Bank data base for unemployment cross sectional data and from the 

Global Entrepreneurship Monitor (GEM) for entrepreneurship data. The 

cross sectional data consists of 31 selected countries, including Saudi 

Arabia. Yet, the study limits the variables time-lag to two years (2008-

2010), according to the availability of data.   

Descriptive statistics are presented in table 2 below, to illustrate the main 

features of the collected data. According to the mean, unemployment rate 

globally increased between 2008 and 2010. At the same period, early stage 

entrepreneurial activities decreased, however the maximum level show a 

higher level. Bosnia & Herzegovina has the maximum level of 

unemployment (23.41%) in 2008 and 2010. Whilst, Iceland and Norway 

have the minimum unemployment rate in 2008 and 2010 respectively. Saudi 

Arabian rate of unemployment was above the average rate (7.7 and 10.04), 

as it increased from 9.8% to 10.8%. 

Peru is on the top among the selected countries in starting new business, 

and Brazil is the highest in the established business ownership. Saudi 

position was below the average in 2008 and improved to cut the average 

level in 2010 concerning the early stage activities. But according to 
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established business there were no improvement, registering a very low rate. 

This indicates that start-ups of Saudi entrepreneurs not always turn to be an 

established business. 

Table 2 
Discriptive Statistics (2008 & 2010) 

 
 U 2008 S 2008 B 2008 U 2010 S 2010 B 2010 

Mean 7.70419 9.00968 7.4516 10.0397 8.75161 7.18065 

Median 7.60000 7.30000 7.10000 8.30000 7.20000 6.90000 

Maximum 23.4100 
(Bosnia & 

Herzegovina) 

25.6000 
(Peru) 

14.6000 
(Brazil) 

27.2000 
(Bosnia & 

Herzegovina) 

27.2000 
(Peru) 

15.3000 
(Brazil) 

Minimum 1.64000 
(Iceland) 

2.9000 
(Bulgium) 

1.10000 
(Russia) 

3.58000 
(Norway) 

2.30000 
(Italy) 

2.1000 
(Romania) 

Std.Dev. 4.77319 5.54331 3.65658 5.71839 5.62926 3.55504 

 
Table 3 shows the estimation results of our first model. As expected, an 

increase in early stage entrepreneurial activity stimulates a decrease in 

unemployment rate (Schumpeter effect). The regression displays that the 

impact of entrepreneurial activity on unemployment rate is significantly 

negative.  

Table 3 
Estimation of the influence of entrepreneurship on unemployment 

 
Dependent Variable: U3-U2 

Variables Coefficient Std. Error t-Statistic 
  Constant                          α 0.248282 0.272200 0.912133 

S2010-S2009               β1 -0.219445 0.102799 -2.134713** 
S2009-S2008               β2 -0.204374 0.125921 -1.623034*** 
B2010-B2009              β3 0.358507 0.147514 2.430333** 
B2009-B2008              β4 0.225317 0.177014 1.272878 

 
R-squared 0.290627     Mean dependent var 0.523226 
Adjusted R-squared 0.148753     S.D. dependent var 1.188653 

**Significant at 5% level, ***Significant at 10% level. 
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Nevertheless, established business ownership is affecting unemployment 

rate positively. Perhaps, this could be explained by the increase of labour 

productivity at the micro level, as a substance of a higher rate of established 

business in the short term. Keeping output constant at the macro level, the 

employment rate will be affected negatively, resulting more unemployed 

workers. Established business entrepreneurs may have a noticeable impact 

on unemployment rate on a longer period of time. 

The reversed relationship, regarding the effect of unemployment on early 

stage start-ups (refugee effect), is estimated in the second model as 

demonstrated by table 4. The change in unemployment between 2008 and 

2009 has no significant relation of the effect on neither early start-ups nor 

established business, as demonstrated in tables 4 and 5. Unexpectedly, a 

significant negative relationship is associated between unemployment and 

early stage entrepreneurship of 2009-2010. On the other hand, the expected 

positive relation correlates unemployment with established businesses. It 

seems that unemployed workers after more than one year of being without a 

job may lose his incentive to be self-employed. Furthermore, an individual 

who is entrepreneur by nature has strong entrepreneurial aspirations, and 

will not wait for long to start his own business.  

 
Table 4 

Estimation of the influence of unemployment on early stage entrepreneurs 
 

Dependent Variable: S3-S2 
Variables Coefficient Std. Error t-Statistic 

  Constant                          α 0.111328 0.494584 0.225094 
U2010-U2009               β1 -0.702574 0.329119 -2.134713** 
U2009-U2008               β2 0.071378 0.191273 0.373175 
B2010-B2009               β3 0.858470 0.238009 3.606879* 
B2009-B2008               β4 0.230979 0.323552 0.713884 

 
R-squared 0.638788     Mean dependent var -0.067742 
Adjusted R-squared 0.566546     S.D. dependent var 2.980535 
*Significant at 1% level, **Significant at 5% level. 
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 Table 5 
Estimation of the influence of unemployment  

on established business ownership entrepreneurs 
 

Dependent Variable: B3-B2 
Variables Coefficient Std. Error t-Statistic 

  Constant                          α -0.310937 0.331615 -0.937645 
U2010-U2009               β1 0.074970 0.129850 0.577359 
U2009-U2008               β2 0.533069 0.219340 2.430333** 
S2010-S2009               β3 0.399859 0.140233 2.851394* 
S2009-S2008               β4 0.398699 0.110538 3.606879* 

 
R-squared 0.734993     Mean dependent var -0.090323 
Adjusted R-squared 0.681991     S.D. dependent var 2.371407 

*Significant at 1% level, **significant at 5% level. 

 

In addition, the study tries to inspect the dynamic relation between the 

both entrepreneurship indicators, early stage activities and established 

business ownership. The results indicate that changes in early stage 

entrepreneurship activity rate, either for 2008-2009 or 2009-2010, have a 

positive impact on established business ownership of 2009-2010. However, 

early stage activity is only influenced by the subsequent rate of established 

business (2009-2010). Early entrepreneurs are motivated to start their 

business by noticing the success of current established business.    
 

8- Summary & Conclusions 

The relationship between entrepreneurship and unemployment has 

increasingly received attention by researchers and policy makers around the 

Globe. Yet, Literature clarifies a considerable disagreement about this 

interrelationship. This study focuses in this issue, aiming to investigate this 

relationship, in order to suggest entrepreneurship as a solution for 

unemployment problem in Saudi Arabia.   

The absence of entrepreneurship and unemployment data in Saudi Arabia 

was the initial study limitation. Entrepreneurship data is not listed in the 
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country’s official publications. No accurate figure for SMEs or new start-

ups. Additionally, the latest unemployment data issued by the country’s 

official statistics in 2012 is only giving its latest figures dated back to 2009. 

The data obtained from the GEM, in which Saudi Arabia is included only 

attainable for 2008-2009. The study also selected the 31 countries which are 

available in these three years.    

Notwithstanding the study limitations, the problem discussion and the 

generated results are of significant policy. The results insured the study 

hypothesis in means of interaction between early stage entrepreneurship and 

unemployment. It exists in one direction, which insures the Schumpeter 

effect. Meanwhile established business ownership does not fulfil 

Schumpeterian Hypothesis, but meet the expectation of refugee hypothesis 

only when related to unemployment with one lag.   

GEM entrepreneurship attitudes’ measurement shows that Saudi 

entrepreneurial intention is the lowest in the World (1%). It is mentioned 

that for more individuals in factor-driven economy intent to start a business 

over the next three years compared to other economies. However other 

indicators are promising, it seems that Saudis may nonetheless have few 

intentions to start business. Additionally, the low rate of established 

business in Saudi Arabia, compared to early stage activity, give us an 

indication that start-ups have low level of survival. A variety of factors 

could be underlying the youth’s view of opportunities and capabilities 

Saudi Arabia, as a country with high youth unemployment rate, recently 

adopted policies designed to encourage entrepreneurship and SMEs. The 

massive injection of public funds and the efforts of policy makers to 

encourage entrepreneurship could not move Saudi youth from 

unemployment to entrepreneurship, unless the country overcomes several 

obstacles and deals with challenges facing the coming generation. 
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Further research based on a more specified data is needed in the arena of 

Saudi entrepreneurship. Informative surveys that include information on all 

kinds of entrepreneurs’ characteristics, motivation, cognitive, skills and 

entrepreneurial knowledge are required. Modelling early stage 

entrepreneurial experiences, following up there possibilities to survive, and 

instigating the key factors of success could be a useful subjects to study. 

Additionally, youth unemployment is initialled to be focused on higher 

education institutions should take a part of responsibility in developing 

entrepreneurial skills and initiatives, as well as supporting researches in 

connecting with this topic. 

Finely, the study suggests that local entrepreneurial support strategies 

should be aligned with the country’s development plans under a national 

policy for an integral entrepreneurship agenda. What is needed most is an 

intelligent and cultural environment, which encourages entrepreneurial 

behaviour, focusing on knowledge, innovation and creative work that would 

serve high growth entrepreneurship. 
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