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Why is this an important issue?

Governments observe that a large proportion of employment 
is in small firms

Many also believe that new and small firms “create” jobs

 Some believe that more new firms [entrepreneurship] 
enhances wealth and job creation

But Expenditure is huge: More than Police or Universities

Does policy work in low enterprise areas?
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What does theory have to offer?

 OPTION 1:Culture, Attitudes and Context: Explains persistence

 OPTION 2: Entrepreneurship is like any other labour market 
choice: Take-up reflects competing labour market 
opportunities: Explains persistence and change
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A Theory of Persistence : Cultural

Entrepreneurship Culture: “positive collective programming of
the mind” or an “aggregate psychological trait” of the
population oriented toward entrepreneurial values such as
individualism, independence, and achievement.”

This is reflected in informal institutions as:

“norms, values and codes of conduct in a society that are in 
favour of entrepreneurship”
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Theory of persistence: culture

Such cultures are time-persistent because of:

“the intergenerational transmission of entrepreneurial role
models and values; (the) social acceptance of
entrepreneurship; the existence of entrepreneurial
supporting services and institutions”
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Path dependence and self-reinforcing 
mechanisms

Entrepreneurship is a geographically localised

phenomenon, a spatially uneven process that

persists over time, implying that regional

entrepreneurship is a path-dependent process
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Locally self-reinforcing mechanisms

 ‘Demonstration’ effect that role models play in stimulating
regional entrepreneurship and by increasing the societal
acceptance

 Previous acts of entrepreneurship create further
entrepreneurial opportunities by altering the economic
environment new entrepreneurs are faced with and called to
adjust and react upon as well as by expanding previously
identified market niches

 market expansion effects by the wealth created by previous
entrepreneurs
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Explanations for time persistence

Entrepreneurship culture:

Past regional entrepreneurship rates determine future ones
(Andersson and Koster 2011; Fritsch and Wyrwich 2014;
Fotopoulos 2014 ).

 The effect of past local small firm prevalence is positive and
significant in determining future regional entrepreneurship
rates (Suetzer et al 2015, EER).
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YES BUT…

 At national level entrepreneurship rates have 
risen 4X in 90 years

 Aren’t entrepreneurs supposed to identify 
opportunities rather than being constrained by 
local circumstances?

 Family businesses generally don’t last more 
than 1 generation [in the UK]

 Is it performance or starts that matter to a 
region?
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The case against culture
 The type of entrepreneurship is a response to  change 

[Baumol 1990]

 Individuals shift in and out of entrepreneurship in 
response to utility changes – earnings

 The scale of entrepreneurship reflects its attractiveness 
compared with other options

 Cultural attitudes reflect – but do not cause - these 
changes
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A Theory of Change: Risers [ Region A]
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1. Wages rise in A

2. Marginal entrepreneurs shift to employment

3. FALL in firm numbers in A

4. Firm quality in A rises

5. Banks lend more

6. Output of firms  rises

7. Demand for labour rises

8. This attracts in-migrants

9. Many cannot get wage employment

10. They become s/e

Ghatak, M., M. Morelli, and T. Sjostrom. 2007. “Entrepreneurial Talent, occupational choice and trickle up policies.” 
Journal of Economic Theory 137, 27-48.



A Theory of Change: Decliners [Region B]

1. Demand for services provided by the s/e falls

2. Examples: Seaside hospitality/ fishing

3. S/e falls; siblings move away
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Definitions Data etc
 All Census data apart from wage rates

 Entrepreneurship/ Self-employment incl owners of businesses

 Reliability: self-report but with nearly 100% response rates

 Comparisons over time: 1921-2001; 1971-2011

 Comparisons over space

 Rates are normalised by 18-65s

 LADs are placed in a league table with highest at 1
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Compare relative position when everything rises

Compare over time as much is held constant: 

• The s/e question in the Census

• The spatial areas 

•The controls

•Politicians are interested in “relatives”
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1971 -2011

Smaller spatial units 346 LADs
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The case for change: rank changes between 1971 and 

2011: 2011 Census LADs (348 obs.)
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Coastal 

London 



The Entrepreneurial Action Plan 1996
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The issue
 Can a government make a country more 

“enterprising”?

 The case of Wales : population 3 million [England 53 
million
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Wales Entrepreneurship Action Plan (EAP) 
I996

 AIM: “Our vision for Wales is to establish 
itself, within a generation, as one of the most 
entrepreneurial nations in Europe....where 
entrepreneurship is valued, celebrated and 
exercised throughout society in the widest 
range of economic circumstances”  

COST £245 million ..£80 per person
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Four Tests
TEST 1:  A 50% increase in registered businesses by 

2006
This was achieved but then falls so by 2010 it is less than 1996.

TEST 2: Improve compared with England and 
Scotland

Within 15 years Wales was, relative to England, in a 
considerably worse position than before the Plan. 
Scotland,  which had dropped its policy several years 
previously, broadly retained its position relative to 
England.
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Tests II
Test 3: Attitudes to Entrepreneurship: GEM TEA 

rates

In 2011 attitudes were bullish; by 2013 they fell

Test 4: League Table position

If placed in a league –table, with the areas of high self-
employment at the top, do areas of Wales rise up or fall 
following the EAP compared with areas of England?
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1991- 2011Rank Changes Wales; England [coastal, London and else] 
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Summary
 Self-employment rates double 1921-71 and double again

1971-2011.

 Yet areas with high/low rates in 1921 and 1971 have high
rates in 2011. Hence time persistence of spatial differences is
the norm.

 There is more change 1971-2011

 Coastal areas decline and London rises.

 Despite spending £245m Wales changes little and may even
have declined

 Key influences to changes in regional relative
entrepreneurship standing over time are immigration,
sectoral shifts, and local wage rates.
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Conclusions
 No evidence that policy changes league table of s/e 

positions in England and Wales

 Where change occurs, post 1971, it looks to be linked to 
wage change and possibily labour market 
discrimination

 The debate on whether entrepreneurship is a cause of, 
or a respnse to, economic prosperity remains very 
much open
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What influences Rank change?
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Explanatory variables
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Econometric Analyses of Rank Mobility: 

1991-2001 & 2001-2011
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APPENDIX
 Data problems

 Analysis problems
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Testing : Using League Tables
 Units are ranked using consistent criteria
 Premier League Example of Objective Criteria

Each team plays 38 games; 

home and away; 

90+ minutes

Team with most goals wins and gets 3 points; equal goals gets one point; loss gives 
zero points

 Consistency over time

 Hold many things constant
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EPL 2011
Manchester United 

Manchester City 

Arsenal

Tottenham 

Newcastle United 

Chelsea
Everton

Liverpool

Fulham

West Bromwich Albion 

Swansea City 

Norwich City 

Sunderland

Stoke City 

Wigan Ath. 

Aston Villa

Queens Park Rangers

Bolton Wanderers 

Blackburn Rovers 

Wolves
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EPL 2011 DIVISION 1 1921
Manchester United YES

Manchester City YES

Arsenal YES

Tottenham YES

Newcastle United YES

Chelsea YES
Everton YES

Liverpool YES

Fulham

West Bromwich Albion YES

Swansea City 

Norwich City 

Sunderland YES

Stoke City 

Wigan Ath. 

Aston Villa YES

Queens Park Rangers

Bolton Wanderers YES

Blackburn Rovers YES

Wolves YES
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EPL 2011 DIVISION 1 1921 DIVISION 1 1971
Manchester United YES YES

Manchester City YES YES

Arsenal YES YES

Tottenham YES YES

Newcastle United YES YES

Chelsea YES YES
Everton YES YES

Liverpool YES YES

Fulham

West Bromwich Albion YES YES

Swansea City 

Norwich City 

Sunderland YES

Stoke City YES

Wigan Ath. 

Aston Villa YES

Queens Park Rangers

Bolton Wanderers YES

Blackburn Rovers YES

Wolves YES YES



Theory of Change: implications

These see entrepreneurship [S/e rates] as a 

response to [exogenous] changes in 

demand.

S/e is a constrained choice of labour market 

“states”.

The policy implication is that you work on the 

“root cause” and not on the symptom.
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What wrong with testing SE 
Theory?
 Small samples

 New Ventures are not new

 Survey data doesn’t pick up volatility – personality is fixed/ constant yet 
performance is volatile

 Self-report data

 Performance metrics are tricky to interpret

 Endogeneity: we assume reported personality influences performance 
but it is the other way round

 The explanatory powers of these models are rarely set out and if they 
are, rarely exceed 0.15

 The perils of backcasting

 Independent variables are collapsed into difficult to interpret “factors”



Division 1 1920-21
 Liverpool, Tottenham,, Aston Villa Bolton Wanderers, 

Newcastle United, Chelsea, Burnley, Bradford City, 
Middlesbrough, Sheffield United, Huddersfield Town. 
Preston North End, Oldham Athletic, Manchester 
City, Sunderland, West Bromwich Albion, Wolves, 
Blackburn Rovers, Arsenal, Birmingham City, Everton, 
Manchester United.

 22 Teams
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Persistence in the effect of key RHS variables
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Local Embededness and self-reinforcing 
mechanisms

Non-spatially transferable social capital (community based
social networks and memberships).

Industry-specific human capital: the factors that attract an
entrepreneur’s previous employers to an area are the same as
those that keep the spin-out entrepreneurs.

Class-constrained intergenerational transfer of entrepreneurship
and family business cannot easily be relocated.
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Top Division of English Football 1921-2011
1921 and 2011 In 1921 but not  2011 2011 but not 1921

Liverpool Burnley Fulham

Tottenham Bradford City Stoke City

Aston Villa Middlesbrough West Ham United

Bolton Wanderers Sheffield United Wigan Ath.

Newcastle United Huddersfield Town

Chelsea Preston North End

Manchester City Oldham Athletic

Sunderland Cardiff City

West Bromwich Albion

Wolves

Blackburn Rovers

Arsenal

Birmingham City

Everton

Manchester United
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1971
Derby County, Leeds Utd. Liverpool, Manchester City, 

Tottenham. Chelsea. Manchester United 
Wolverhampton Wanderers, Sheffield United, 
Leicester, Newcastle United, Ipswich Town, West Ham 
United, Everton, West Bromwich Albion, Stoke City, 
Coventry, Southampton, Crystal Palace, Nottingham 
Forest. Huddersfield
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Division 1 1920-21
 Liverpool, Tottenham,, Aston Villa Bolton Wanderers, 

Newcastle United, Chelsea, Burnley, Bradford City, 
Middlesbrough, Sheffield United, Huddersfield Town. 
Preston North End, Oldham Athletic, Manchester 
City, Sunderland, West Bromwich Albion, Wolves, 
Blackburn Rovers, Arsenal, Birmingham City, Everton, 
Manchester United, Cardiff City

 22 Teams
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1921

Liverpool yes

Tottenham Yes

Aston Villa Yes

Bolton Wanderers Yes

Newcastle United Yes

Norwich City

Swansea City

Queens Park Rangers

Chelsea Yes

Manchester City Yes

Sunderland Yes

West Bromwich Albion Yes

Wolves Yes

Blackburn Rovers Yes

Arsenal Yes

Everton Yes

Manchester United Yes

Stoke City 

Wigan Ath. 

Fulham
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1921 1971

Liverpool yes Yes

Tottenham Yes Yes

Aston Villa Yes

Bolton Wanderers Yes

Newcastle United Yes Yes

Norwich City

Swansea City

Queens Park Rangers

Chelsea Yes Yes

Manchester City Yes Yes

Sunderland Yes

West Bromwich Albion Yes Yes

Wolves Yes Yes

Blackburn Rovers Yes

Arsenal Yes Yes

Everton Yes Yes

Manchester United Yes Yes

Stoke City Yes

Wigan Ath. 

Fulham
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Crystal Palace current

Southampton current

Queens Park Rangers Champ

Swindon Town D1

Swansea Town current

Watford current

Millwall D1

Merthyr Town exited

Luton Town D2

Bristol Rovers D2

Plymouth Argyle D2

Portsmouth D2

Grimsby Town exit

Northampton Town D2

Newport County D2

Norwich City Champ

Southend United D2

Brighton & Hove Albion Champ

Exeter City D2

Reading Champ

Brentford Champ

Gillingham D1

https://en.wikipedia.org/wiki/Crystal_Palace_F.C.
https://en.wikipedia.org/wiki/Southampton_F.C.
https://en.wikipedia.org/wiki/Queens_Park_Rangers_F.C.
https://en.wikipedia.org/wiki/Swindon_Town_F.C.
https://en.wikipedia.org/wiki/Swansea_City_F.C.
https://en.wikipedia.org/wiki/Watford_F.C.
https://en.wikipedia.org/wiki/Millwall_F.C.
https://en.wikipedia.org/wiki/Merthyr_Town_F.C.
https://en.wikipedia.org/wiki/Luton_Town_F.C.
https://en.wikipedia.org/wiki/Bristol_Rovers_F.C.
https://en.wikipedia.org/wiki/Plymouth_Argyle_F.C.
https://en.wikipedia.org/wiki/Portsmouth_F.C.
https://en.wikipedia.org/wiki/Grimsby_Town_F.C.
https://en.wikipedia.org/wiki/Northampton_Town_F.C.
https://en.wikipedia.org/wiki/Newport_County_F.C.
https://en.wikipedia.org/wiki/Norwich_City_F.C.
https://en.wikipedia.org/wiki/Southend_United_F.C.
https://en.wikipedia.org/wiki/Brighton_&_Hove_Albion_F.C.
https://en.wikipedia.org/wiki/Exeter_City_F.C.
https://en.wikipedia.org/wiki/Reading_F.C.
https://en.wikipedia.org/wiki/Brentford_F.C.
https://en.wikipedia.org/wiki/Gillingham_F.C.

