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Figure 1: Age distribution of the self-employed 1991 to 2012 
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There has been a shift in the age dis-
tribution of the self-employed in Ger-
many in favour of older entrepreneurs. 
Given current demographic develop-
ments, this process is set to continue 
over the coming years. 

Is this trend impacting on levels of in-
novation? Not in terms of products, 
but with regard to processes. Compa-
nies managed by older entrepreneurs 
launch innovations considerably less 
frequently – in fact, the probability of 
new innovations being generated falls 
by almost 16% if the entrepreneur in 
question is older than 60 compared 
with the under-35 age group. This 
does not mean, however, that older 
entrepreneurs generally distance 
themselves from innovative activity. 
Rather, the sales prospects associ-
ated with product innovations continue 
to be embraced. However, process 
innovations – such as the renewal of 
plant and equipment or production in-
stallations – are more frequently ne-
glected due to the comparatively long 
amortisation periods involved. 

The ageing of the entrepreneurial 
population can therefore be expected 
to have a negative impact on the way 
in which SMEs' productivity levels de-
velop in particular, whilst being less 
relevant to product ranges and how 
up-to-date these are. This makes the 
companies more vulnerable to eco-
nomic cycles and slows down wage 
increases. 

Germany's population is set to become 
older over the next decades and, immi-
gration aside, is falling significantly. The 

decline is at its most marked in the sec-
tion of the population who are of working 
age, resulting in a clear deterioration in 
the ratio of working age people to older 
members of society. Consequently, 
growth potential is falling, in the absence 
of any countermeasures.1 

One means of countering this trend is to 
expedite technical progress through 
greater innovation efforts.2 Yet entrepre-
neurs and their innovative employees 
are also getting older. This can have re-
percussions for the innovation-based ac-
tivities of the companies themselves. 
The development of new technologies 
and their implementation within compa-
nies – as well as depending on the mate-
rial resources made available – also 
hinges on the skills and incentives of the 
individuals concerned. Obviously, these 
factors change with age. Therefore, the 
impact of ageing employees on innova-
tive performance has already been in-

vestigated many times. Here, for the first 
time, the focus is on the entrepreneur. 

The ageing of Germany's entrepre-
neurship 

The age distribution of Germany's self-
employed has shifted since the mid-
1990s in favour of the older age classes 
(see Figure 1): whilst 36.9% of the self-
employed were younger than 40 in 1995, 
this percentage had fallen to just 23.1% 
by 2012. In particular, the proportion of 
self-employed people aged 50 or older 
has increased considerably since 2005, 
up from 35.9 to 43.8% (2012). This 
change can be attributed to an increase 
in the age of those setting up new busi-
ness (in some market segments), vari-
ous boom years for the creation of new 
companies (e. g. following German unifi-
cation or at the turn of the millennium) 
and not least demographic develop-
ments.3 This results in a smaller potential 
pool from which to recruit entrepreneurs, 
and therefore in a lack of young up-and-
coming entrepreneurial talent. 

As the age structure of labour force po-
tential shifts upwards – beyond the exit 
of the baby boomer generation from the 
workforce in the 2040s4 – it is very likely 
that this trend towards older entrepre-
neurs will hold up over the coming years. 
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Figure 2: Importance of the entrepreneur for innovation activity in the SME  
sector 
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Entrepreneurs: Driving innovation ac-
tivities in the SME sector 

Particularly in the SME sector, it is en-
trepreneurs who have a central role to 
play in innovation processes. Most inno-
vation projects launched in small and 
medium-sized companies are down to 
the person of the company owner (see 
Figure 2).5 Leaving aside their role in 
coming up with new ideas, it is the own-
ers themselves who determine how their 
companies are organised and their cor-
porate and innovation strategies. Their 
aims and values, in terms of entrepre-
neurial spirit and innovative nature, as 
well as their skills and expertise with re-
gard to formal training, experience, re-
ceptiveness to new ideas and creativity, 
can be expected to shape a company's 
innovation activities.6 

The significance of age for a com-
pany's innovation potential 

What is the impact of age on the poten-
tial to generate innovations? In terms of 
an individual's intellectual skills, the spe-
cialist literature makes a distinction be-
tween fluid and crystallised intelligence:7 
Fluid intelligence is important for solving 
new problems that are occurring for the 
first time. In contrast, crystallised intelli-
gence encompasses all of the skills that 
are learnt over a lifetime and / or deter-
mined by an individual's environment. 
These include, for example, experience-
based skills and language skills. 

Both types of intelligence develop differ-
ently over time. Whilst fluid intelligence 
successively declines from the age of 30, 
the crystallised components remain at 
least stable well into old age. Under cer-
tain circumstances, this form of intelli-
gence may actually increase as we get 
older. 

Waning creativity and receptiveness 
in old age ... 

In terms of a company's innovation po-
tential this means the following: the de-
cline in fluid intelligence that sets in as 
we age impedes our ability to come up 
with innovations. The reasons for this in-
clude a deterioration in our perceptive 
faculties, in the speed at which informa-
tion is processed and in our ability to 
think in abstract terms, all of which re-
duce general intellectual capacity. 

… but growing experience 

However, a company's innovation poten-
tial also rests on skills that can be 
classed as crystallised intelligence, since 
the innovation process is not just about 
problem-solving. Rather, filtering proc-
esses are also required in that the feasi-
bility of processes needs to be reviewed 
and a suitable course of action identified. 
Particularly in decision-making situations 
– as are typically faced by entrepre-
neurs – innovation experience, in other 
words knowledge of past innovation 
processes and problems, is key to the 
successful implementation of innovation 
projects. 

Moreover, innovation processes are criti-
cally influenced by the communication 
skills of everyone involved. This is par-
ticularly true of innovation processes that 
involve different business divisions within 
the company. 

A diminishing planning horizon im-
pedes innovation ... 

In terms of the incentive to be innovative, 
the issue of amortisation periods has a 
key role to play. Technological and or-
ganisational change in the company tend 
to detract from the existing (long-
established) knowledge of the entrepre-
neur, whilst it becomes more difficult to 
acquire new knowledge the older we get. 

Given that the available time for new 
knowledge to pay off falls as the com-
pany owner grows older, there is less 
and less incentive for that owner to "in-
vest" in innovation. 

The problem with falling amortisation pe-
riods not only applies to investment in 
human capital but also to investment de-
cision-making in general. Research into 
company succession has shown that 
older company owners reduce their in-
vestment activity if a handover is immi-
nent. This is because such an owner 
cannot be sure that whoever takes over 
the business will value the investment to 
the same extent and be willing to in-
crease what is paid for the company ac-
cordingly.8 With regard to long-term pro-
jects in particular, it is increasingly 
unlikely that the investment will pay off, 
with the result that this type of project 
becomes less frequent as the entrepre-
neur grows older. 

Thus the age of an entrepreneur can ei-
ther have a conducive effect on innova-
tion or impede it altogether. The question 
of which effect dominates can ultimately 
only be determined by means of an em-
pirical study. 

… and drives innovative output down 

Multivariate analysis based on the KfW 
SME Panel9 shows that innovation – re-
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Figure 3: Probability to introduce innovations within the company according to 
age of entrepreneur 
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gardless of any distinction between 
product and process innovation – be-
comes increasingly rare the older the en-
trepreneur.10 There is a probability of 
around 45% that a company headed by 
an owner who is younger than 35 will be 
involved in at least one innovation (see 
Figure 3).11 This probability falls to 38% 
for companies whose owners are aged 
60 or older (-15.6%) but otherwise dis-
play the same characteristics.12 With lev-
els of between 40 and 36%, innovation 
probabilities fall from the age of 45 up-
wards in particular.13 

Differences between product and 
process innovations 

The age of the company owner does 
however have different effects on the 
generation of different types of innova-
tion! At levels of between 31 and 27%, 
there is only a minor overall decline in 
product innovations that does not reach 
statistical significance.14 Even when dif-

ferentiating according to market innova-
tions and imitations, it is not possible to 
determine any (statistically) significant 
reduction in the realisation of product in-
novations as owners grow older.  

In contrast, with regard to process inno-
vations there is a clear (and statistically 
significant) reduction in innovation prob-
ability as company owners get older, 
from 36% (under-35s) to 25% for entre-
preneurs 60 and older (-30.6%).15 

Therefore, a general withdrawal of older 
entrepreneurs from innovation activity 
cannot be established. There are also no 
indications that the desire or indeed abil-
ity to generate innovations and to imple-
ment these within the company wane 
with increasing age. Rather, the findings 
show that entrepreneurs embrace new 
sales opportunities based on innovations 
regardless of their age. This applies both 
to adopting new product ideas and to 

companies' own development of market 
novelties. 

The falls in process innovation are, in 
contrast, likely to be attributable to the 
fact that investments in new plant and 
equipment and in production installations 
are more frequently neglected given their 
comparatively long amortisation period 
and the shorter planning horizon consid-
ered by entrepreneurs as they get older. 

Conclusion 

In common with the development in the 
working population as a whole, the age 
distribution of the self-employed has 
shifted in favour of older entrepreneurs 
over recent years. With demographic de-
velopments further restricting the poten-
tial workforce from which business own-
ers can recruit, it can be assumed that 
this process will at least continue over 
the coming years, if not actually intensify. 

As the probability of innovations being 
created falls, with a difference of almost 
16% between the youngest and oldest 
age groups being considered here, the 
influence of a company owner's age on 
the innovative performance of his or her 
operation is considerable. Above all, 
process innovations become less fre-
quent as company owners age, whilst 
there are no proven negative effects on 
the development of product innovations. 
Thus the increasing ageing of entrepre-
neurs can be expected to have a particu-
larly negative impact on the productivity 
of SMEs. The early entry of a potential 
successor in the capacity of a partner 
would help to counter this problem. 
Then, young and old could work together 
as a team in order to secure the com-
pany's long-term competitiveness and 
survival. ■ 
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