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Introduction

Entrepreneurs are often believed to be the driving force behind local economic growth, especially in
rural communities. Their efforts must be properly supported in order to ensure the health and
resiliency of the local economy and community. This study of entrepreneurship was instituted to
identify characteristics of business success specific to Humboldt County’s unique economic climate.
The results are aggregated and analyzed to pinpoint the most helpful ways to advise new business
owners, target economic development services, and develop policies favorable to small businesses.

The initial survey conducted this year is meant to record key characteristics of the business cohort
that started between 2008 and 2010. These characteristics include factors such as: industry type,
owner demographics, years of experience, start-up costs, funding sources, initial profits, number of
employees, networking ties, sources of advice, and economic development assistance. We plan for
this survey to continue in the future and we plan will design and carry out a shorter annual survey of
the same cohort of businesses in order to track changes in number of employees, profits, funding
sources, and perceptions of growth. Analysis of the trends in data, especially after about 5 years, will
point out factors lead to greater success — defined in this instance as overall growth, more
employment, higher profits, and business survival. The hope is to establish a rapport with the
businesses so they will continue to provide survey responses in the future and potentially allow us to
survey them if they go out of business to understand why they were not successful and what could
have helped them to succeed.

Project Development

This first phase of the project involved problem formulation, survey development, establishing
survey administrations methods, and creating a database of businesses started in 2010. After
receiving survey responses we entered them into a database, analyzed data, and wrote a report of
findings for the Department of Economics and the Humboldt County Workforce Investment Board.
A literature review was conducted to determine the best design in terms of which questions to ask to
target possible determinants of success, and the best methods of survey administration to receive a
high percentage of responses, and obtain useful primary data.

Survey questions were developed from a combination of practical experience in survey design and
administration obtained from the investigators’ work on a study titled “Rural Ethnic
Entrepreneurship in Mendocino County.” We also researched journal articles reporting the best
characteristics leading to business success, considered the impact of economic principles on
entrepreneurial motivation and business longevity, and consulted with area economic development
agencies. See Appendix 1 for further reading. Particular attention was given to developing
questions about the basic economic indicators of initial capital investment, employment growth,
profit margin, and corporate structure. Also, more sociological impacts on business survival such as
network connections, educational background, industry experience, and inter-business relations were
included in the questions. We wanted the information to be useful to economic development
agencies and government entities concerned with small business. The Humboldt County Workforce
Investment Board and other area agencies were contacted to see what types of questions were
helpful to them.

In order to start a comprehensive database of businesses recently we pulled the records of all fictitious
business name Statements filed with the Humboldt County Recorder in 2010. FBNs contain



information about the name(s) of the owner(s), name of the business, a contact address and date of
filing. After organizing the data in an Excel spreadsheet and consolidating multiple records from the
same business (either from multiple filings or multiple owners) we ended up with a total of 797
unique business names.

Initially, the goal was to only accept data from businesses that started in 2010, but the survey returns
resulted in businesses that were started in a variety of years, even up to 20 years ago. Owners can
delay filing an FBN until a few years later or must re-file in five years after the records expire. Thus,
not all businesses that filed in 2010 were started in 2010. In order to have a greater sample, we
defined a ‘new’ business as any business that the owner indicated was started in 2008, 2009, or 2010.
Businesses started in these years share the trait of being created during the harsh business climate of
the 2007-09 recession. For purposes of data consistency and simplicity, just the 2008-2010 cohort of
businesses will be followed through time. Down the line, a new cohort of businesses may be
brought on to widen the pool of respondents if the response rate drops or failure rate increases.

Survey Administration Methods

Based on literature review recommendations as well as best use of available funds, the survey was
conducted exclusively by mail. We included a monetary enticement in each envelope to encourage
participation. The “Law of Reciprocity” states that people are moved to respond when a small
amount of money is included with the survey. Though such a method means sending out a lot of
money that will not be returned, the purpose was to increase our response rate at a lower cost than
paying for the time it would take student assistants to conduct in-person surveys. Our response rate
for completed, returned surveys was one out of three, which is very high.

First, time was spent looking for a phone number for each business and those that had one were
called to let them know to watch for the survey in the mail. Phone contact is the next best thing
after face-to-face contact to increase response rate. Then, each business (regardless of phone contact
or not) was sent an envelope containing a cover letter explaining the research project and intended
use of results, a survey, a self-addressed and stamped envelope, as well as $4 monetary
compensation. We requested return address service from the Post Office, which meant that any
undeliverable letters were returned to us and efforts were made to find a correct address. After
waiting two weeks from the initial mailing, businesses that we had not received a return envelope
from were sent a second envelope with all the same things as the first, except monetary
compensation. Lastly, second phone contact was made to only non-responsive subjects shortly after
the second mailing to give a friendly reminder about completing the survey.

Any business that did not respond, or was not able to respond because the mailing did not reach
them during this first round of surveys will be taken out of the database since we will be simplifying
the survey in the future and will not have a record of their base characteristics or demographics to

build upon.

Once our final survey methods were decided upon, we were required to submit a statement of
project intent to the “Humboldt State University Institutional Review Board for the Protection of
Human Subjects” to get approval of our survey questions, methods, and obtain an exemption from
each business having to fill out a waiver form in order to use their data. We were granted an
exemption on the grounds that human subjects could not be identified and that disclosure of
responses would not put the subject as risk.



Database Setup

Microsoft Excel was chosen as the platform to store and analyze the data because the majority of
people are familiar with its functions so it is easily passed on to future survey staff. Each FBN filing
was given a unique identification number in order to make responses anonymous when working
through data analysis and reporting results.

In the spreadsheet a column was created for each question with a standardized numerical input
depending on the type of question. In the future, new rows can be added below each FBN to add on
additional data to be aggregated with the previous year. There was an “Other” option on a number
of questions that allowed entrepreneurs to explain any condition not included in the potential
responses. The four open-ended questions including those about economics growth or decline and
the main challenges were transcribed as written by the entrepreneur.

Future Survey Editions

This project was established as a “legacy project” which is a component of the Senior Capstone class
required by the Humboldt State University Department of Economics, with the intent that it would
become a project available for future capstone students to continue. The hope is that each year a
student or ideally students will express an interest in re-administering the survey, analyzing data, and
creating an annual report of findings. A key goal of this continued survey is to develop a trust and
rapport with the entrepreneurs so they are willing to trust us with tracking their business, recognize
the arrival of the annual survey, and understand the importance of their contributions. An important
element of establishing trust is continuity and reliability.

Continued undertaking of this project by Capstone students will generate a database that will be able
to be analyzed for trends in business success and failure. The second year of continuing the
entrepreneur project will require that the student develop a new, shorter, and simpler annual survey
to be administered for the rest of the project lifetime as well as creating a timeline/deadline chart to
help guide the work of future undertakers of the project to completion. The new survey will not
need to include unchanging parameters such as owner demographics or start-up information but
may instead want to expand into other areas because the initial year of “trust” between HSU and the
entrepreneur has been established. Examples of future questions include asking if the owner for
their email address, would they prefer to take the survey online, or if they are actively looking to
expand their business. A third year of survey design could include designing a survey of
entrepreneurs who have gone out of business since the survey began and identifying those
businesses for individual contact. Again, the goal of an annual survey is to establish credibility with
the entreprenecur so they will potentially disclose information about why their business failed.

Survey Return

Opverall, the study resulted in a return rate of 33% from 266 completed surveys. These 159
businesses, as well as any that return surveys before next year’s study, will make up the 2008-2010
cohort to be followed through time.



Data Summary

Ouverall Respondent Summary

A majority of Humboldt County entrepreneurs, 86%, identified themselves as white. The largest
number of entrepreneurs were born between 1970-1979, the next most common result was 1950-
1959. Males comprised 55% of entreprenecur respondents, and females made up 45%. The most
frequent ‘highest level of education’ attained by entrepreneurs was a college degree at 27%, followed
closely by 26% having completed at least some college.
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Figure 1. Entrepreneur Race/Ethnicity
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Figure 2. Entrepreneur Year of Birth
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Figure 3. Entrepreneur Level of Education

The average business owner has lived in the local area for 24.3 years. California-born entrepreneurs
represent a majority at 55%; internationally born entrepreneurs follow with just 6%. Most owners
were either employed or self-employed before starting their new business. And nearly 60% of the
businesses were the owner(s) first company.

Approximately 27% of business owners listed themselves as a member of business networking
groups — the most frequently identified groups were the North Coast Small Business Development
Center and the Chamber of Commerce. Forty-one percent reported that one or more members of
their family owned a business, and family helped 38% of owners start their business.
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Figure 4. Activity Immediately Before Starting Business

Profitable Business Summary

Out of the survey returns, 54 (or 20%) of the businesses reported a profit. The average amount of

revenue was $129,649. The average reported profit was $38,803, yet when excluding the highest and

lowest numbers the adjusted profit is $26,706.

There was an average of 1.3 owners for each business, with 73% of owners present at the business
every day. Eighty-five percent of companies are sole-proprictorships, keeping with the one owner trend.

About 44% of entrepreneurs had a business plan before starting, as well as an average of 9 years

experience in a field related to the business’ industry. The bulk of companies had a startup cost of less
than $5,000 as shown on the chart below, which may indicate that the majority of businesses launch on a

smaller scale.
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Legal Organization of Business
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Figure 5. Legal Organization of Business
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Figure 6. Business Startup Cost

Personal savings dominates as the source of funding the business over the last year, followed by the
‘Other’ category; in which one of the most common responses was “the business funds itself.” An
interesting note is that the smallest category is “economic development grants” which could indicate
that entrepreneurs are not widely aware of grant opportunities or that demand exceeds available
grant funds.
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Source of Business Funding Over The Last

Year
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Figure 7. Source of Business Funding Over the Last Year

Employment growth is one of our main economic indicators of business growth and success.
Profitable businesses have an average of 1.98 employees (compared to 3.98 for all respondents).
Being that we are mainly following businesses in their first year, 65% did not expand employment.
However, 33% indicated an increase in employees, which is an interesting finding considering the
prevalence of ‘economic downturn’ in survey responses.
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Figure 8. Change in Employees Over the Last Year

When asked where they sought advice, owner’s responses were concentrated in a variety of
categories including family, friends, the Internet, other business owners, and accountants (from the
‘Other’ response). Business development organization advice ranks below 5 other categories as a
source for advice, which could be higher considering the breadth of services offered at such agencies.
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Of those who did utilize a development organization, the chart below demonstrates the fairly even
distribution across the categories of assistance received by the organizations, indicating that no one
type of assistance is most valuable to entrepreneurs.
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Figure 9. Sources of Business Advice
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Figure 10. Forms of Assistance Received From Business Development Organization(s)

Making sales outside of Humboldt County may lead to expanded markets and therefore offer more
opportunity for growth. However, sales outside Humboldt County were not common, with 40%
conducting business solely within the county, and about two-thirds with ten percent or less of sales
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outside the county. Fifty-four percent of businesses advertise, and ‘word of mouth’ advertising was
frequently cited as a reason for business growth over the last year.
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Figure 11. Percentage of Sales Outside Humboldt County

Correlations with Measures of Success

We next ask what factors are correlated with business success. Our measure of success is whether

or not the owner reported a positive profit last year, and whether or not the number of employees
increased over the last year. The four factors we consider are: 1) whether or not the owner is a
member of business networking group, 2) whether or not the owner had a business plan, 3) the
portion of sales that are to people outside of Humboldt County, and 4) whether or not this was the
first business that the owner started. We expect membership is business networking groups and
having a business plan to be correlated with greater business success. Businesses that have more
sales outside of the County are “export-oriented,” but the anticipated effect on success is not certain.
We also expect first time owners to be less successful due to lack of experience.

We carried out a Chi-squared test to see if groups that are separated according to these factors have
more or less business success. For example, we look at the number of profitable and unprofitable
businesses with owners in a business networking group and ask if that is different from what we
would expect if there were no differences. For this analysis we will look at only completed returns
for this analysis. It should be stressed that these finding only reveal correlation and not causation.

When looking at profitability, the reported p-values for the Chi-squared test are Member of Business
Network (0.70=70% level), Business Plan (0.30), Sales Outside (0.31), and First Business (0.11).
Thus, owners split along these dimensions do not report significant differences in profitability over
the last year, although first business owners are very close to being significant at the 10 percent level.

When we look at the increase in the number of employees, the reported p-values for the Chi-
squared test are Member of Business Network Group (0.06), Business Plan (0.14), Sales Outside
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(0.51), and First Business (0.004). These differences are more pronounced. Being a member of a
business networking group is associated with more likelihood that employees will increase.
Surprisingly, our sample tells us that being a first time business owner is more correlated with an
increase in employees. Perhaps first time entrepreneurs are clustered in industries that have done
relatively well over the past year.

Since we are looking at new businesses, positive profits may not be in abundance, and businesses
may still be relying primarily on labor from owner-operators. In a few years time, we expect there to
be more variation in these measures of business success. Thus, it is important to continue to track
this cohort of businesses in the future. More data from future years of collection also will be helpful
in developing models and using methods that go beyond these simple tests in order to test for
correlation and causation.

Conclusion

This project created and implemented a survey of Humboldt County entrepreneurs, defined as
owners who filed a fictitious business name statement with the County in 2010. The goal was to get
a snapshot of owner and business characteristics and to correlate those with measures of business
success. We also asked open-ended questions of entrepreneurs to reveal their perceptions of the
challenges that they face in the local economic environment.

The survey response rate was very high, with one-third of almost 800 businesses sending back a
survey. Many of the entrepreneurs were eager to share their story with us. Business conditions
continue to be challenging coming out of the 2007-09 recession and it must be remembered that
these data are on new businesses. Still, one in five owners reported a positive profit, and one in
three hired more employees over the last year. Most entrepreneurs headed small sole-
proprietorships, which needed less than $5,000 in start up funds, did not hire employees, and had
little if no sales outside of Humboldt County. They went to friends, other business owners, family
and the Internet for advice. When they visited a business development agency, they got help with
marketing, writing a business plan, and preparing taxes.

We find evidence that being a member of a business networking group is associated with more
business success, and, somewhat surprisingly, that first time business owners appear to be more
successful than their peers with more entrepreneur experience.

We expect to continue this as an annual survey of the 2010 cohort of entrepreneurs in the future.
Data collected over more years will allow us to more precisely pinpoint which factors are associated
with business success and will allow business development agencies to better target their support for
businesses.
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