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Chapter 1 

1. Introduction: An overview on the causes and 
consequences of the spatial variation of 
entrepreneurship  

1.1 Presentation 

Economic development is a spatially uneven process (Hirschman, 1958; Myrdal, 1957; 
Krugman, 1991, World Bank, 2009), and sub-national disparities are large and 
pervasive, particularly in the developing world (Kanbur and Venables, 2005). Both facts 
render the causes behind the differences in regional economic performance a research 
and policy priority. Given that entrepreneurship has been identified as a main driver 
both of economic growth (Schumpeter, 1934; 1942; Carree and Thurik, 2003; Acs et al., 
2009) and of regional development (Acs and Armington, 2004; Audretsch and Keilbach, 
2004; Bosma et al., 2011), the sharp and persistent sub-national differences in 
entrepreneurial activity (Parker, 2005) are a likely suspect behind spatial variations in 
wellbeing. The assertion by Baumol (1968, pag. 65) also seems to apply to the case of 
regions: “If we are interested in explaining what Haavelmo has described as the "really 
big dissimilarities in economic life," we must be prepared to concern ourselves with 
entrepreneurship”.1  
 
This dissertation takes as its starting point the idea that place matters for 
entrepreneurship and for the relationships between entrepreneurship and regional 
growth. The relevance of the geography of places goes well beyond simply being a 
dimension in which the (uneven) distribution of entrepreneurial human capital is 
expressed. Instead, the present research posits that place matters, fundamentally, as the 
economic context in which entrepreneurship unfolds. In this regard, the local 
framework conditions  (Bosma and Levie, 2010) signal to potential entrepreneurs the 
advisability of whether and/or where to start new businesses. In particular, this 
dissertation focuses on the role of market proximity in conditioning business profits and 
the opportunity costs of being an entrepreneur. But at the same time, entrepreneurial 
activity is also a main component of such local framework conditions, and therefore is 
of paramount importance in the process of regional development (e.g. Audretsch and 
Keilbach, 2004b). That is why this research also addresses one important mechanism 
through which entrepreneurship contributes to regional innovation, specifically by 
linking scientific knowledge to the markets. 
 

                                                      
1 Nobel laureate Trygve Haavelmo formulated his celebrated Theory of Economic Evolution largely 
motivated by the search for an explanation to the enormous welfare disparities observed between 
social groups, countries and regions (Haavelmo, 1954). 
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The remainder of this introductory chapter is first devoted to review the literature on 
the causes, consequences and policy debates regarding the spatial variation of 
entrepreneurship. It then turns to laying out the main research questions of this 
dissertation and presents the methodological approach. Finally, each of the four distinct 
research topics that make up this dissertation are summarized. 

1.2 A literature review on regional entrepreneurship: 
causes, consequences and policy options  

Three main questions motivate the research and policy agenda on entrepreneurship and 
regional development: 
 

1. What are the causes of the large sub-national differences in entrepreneurship? 

2. Does entrepreneurship contribute to regional economic growth? 

3. Should public policy stimulate entrepreneurship as a tool for regional 

development? If so, How?  

 

These three questions provide a convenient framework for organizing a review of the 

literature on the different aspects of regional entrepreneurship.  

Determinants of the spatial variation of entrepreneurship 
 
In regard to the first question, the differences in entrepreneurial activity across regions 
within a country have drawn the attention of social scientists since at least the second 
half of the twentieth century. Such concern is warranted in light of two major stylized 
facts (Parker, 2005; Fritsch and Mueller, 2007; Andersson and Koster, 2010): i) regional 
differences in entrepreneurial activity are sharp; and ii) such differences have shown to 
be persistent. 
 
Entrepreneurship is an intrinsic aspect of human nature (Boettke and Coyne, 2003), and 
a broad strand of research has focused on understanding the role of individual traits and 
circumstances on the selection into entrepreneurship. Economic psychology, for 
instance, has pointed to certain characteristics of personality as features strongly 
associated with the propensity to become an entrepreneur, such as the orientation to 
control (Durand and Shea, 1974), the desire for achievement (McClelland, 1965), and 
the willingness to take on risk (van Praag and Cramer, 2001). Hamilton (2000) and 
Blanchflower and Oswald (1998) conclude that entrepreneurs have strong preferences 
for the non-pecuniary benefits of labor independence.  
 
The labor economics literature, on the other hand, seeks explanations in economic 
incentives and barriers that individuals face for undertaking business endeavors, such 
as the access to capital (Blanchflower and Oswald, 1998), or the experience of 
unemployment (Evans and Leighton, 1989). Specific investments in human (Parker, 
2005) and business social capital (Bosma et al., 2004) would also favor the initiation 
and success of businesses. Work experience and life-cycle considerations have been also 
been put forth (Evans and Leighton, 1989; Reynolds et al., 1995). The hypothesis is that 
mid-labor career (around 40 years old) would be the appropriate moment for 
entrepreneurship, when the individual has accumulated the relevant experience for 
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success, while still having the motivation to pursue career goals in a personal business 
endeavor. Based on these results, modern occupational choice theories acknowledge 
individual heterogeneity, usually in the form of entrepreneurial ability, assuming that 
more managerially-skilled individuals select into entrepreneurship, as they get higher 
compensation compared to that of salaried work (Lucas, 1978; Parker, 2005). 
 
A direct implication of individual-level studies is that demographic composition and the 
spatial sorting of skills and human capital could be a plausible explanation for the spatial 
variation of entrepreneurship rates (Glaeser et al., 2010). There is, nonetheless, a 
complementary line of research that inquiries into contextual characteristics of regions 
as influential factors above and beyond individual heterogeneity either facilitating or 
constraining entrepreneurial activity. From economic sociology, for instance, we have 
explanations referred to regional differences in entrepreneurial culture (Davidson and 
Wilklund, 1997), or local institutional arrangements more favorable for entrepreneurial 
undertakings (Saxenian, 1994). Social and economic diversity typical of urban 
environments (Jacobs, 1969), as well as cultural diversity (Audretsch et al., 2010) have 
also been regarded as conditions favoring the flow of knowledge and ideas necessary for 
entrepreneurship to thrive. Other authors place the attention on local industrial 
structures (Chinitz, 1961; Glaeser and Kerr, 2009; Glaeser et al., 2010, 2010b), 
concluding that regions with industries characterized by the abundance of small 
independent suppliers and lower fixed costs would be especially conducive to business 
entry. In addition, spatial differences in infrastructure and in general business support 
services would be other important elements of spatial variation in start-up rates 
(Reynolds et al., 1995; Naudé et al., 2008). 
 
This thesis is situated at the intersection of economics and geography. Market size and 
demand-pulling effects of agglomeration have long been acknowledged as main drivers 
of the spatial variation of entrepreneurship (Audretsch and Fritsch, 1994; Naudé et al., 
2008), as well as productivity-enhancing localization externalities (Sato et al., 2012). 
Despite the rapid advances in the New Economic Geography (NEG) (Krugman, 1991; 
Fujita et al., 1999), however, at the moment there are neither microeconomic 
foundations nor empirical evidence of the role of interregional demand linkages in the 
process of firm agglomeration and for the regional supply of entrepreneurs. 
 
Entrepreneurship and regional growth 
 
In regard to the role of entrepreneurship in regional growth and development, many 
studies provide theoretical results and empirical evidence pointing at positive effects of 
entrepreneurship on a range of economic outcomes, such as employment generation 
(Acs and Arminton, 2004), local innovation (Acs and Plummer, 2005; Beugelsdijk, 
2007), regional competitiveness (Bosma et al., 2011) or regional growth (Stephens et al., 
2013). However, there are also alternative views challenging the unequivocal 
relationship between entrepreneurship and regional development. After all, 
entrepreneurship is only one among many possible ‘growth regimes’ (Audretsch and 
Fritsch, 2002) and there is no a priori reason to believe that it is more effective than 
other alternative growth paths, such as one based on the up-scaling of local incumbent 
firms. A recent rigorous meta-analysis of the empirical evidence on the economic 
benefits of entrepreneurship (van Praag and Versloot, 2007) concludes that many of the 
supposed effects of entrepreneurship are, at best, not more positive than those of 
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large/old/incumbent firms. Moreover, the contribution of entrepreneurship to 
(regional) economic performance would be quite specific, and circumscribed to job 
creation (although of less quality and less secure), productivity growth and 
commercialization of high quality innovations. From a methodological point of view, 
despite the wealth of evidence documenting positive effects of entrepreneurship on 
regional performance, Glaeser et al. (2012) argue that endogeneity problems obscure the 
appropriate attribution of causal effects to entrepreneurship in most available empirical 
studies. 
 
This thesis contributes to this line of research by inspecting the relationship between 
entrepreneurship and regional innovation, in particular by inquiring into the bridging 
role of entrepreneurship between pure knowledge and economically valuable 
innovations. This is a novel approach to the problem of regional innovation, which 
usually explains the regional variation of innovation in terms of differences in 
technological inputs (Feldman, and Florida, 1994; Ponds et al., 2010). On the other 
hand, most studies (whether or not with a regional focus) that analyze the relationship 
between entrepreneurship and innovation focus on the role of entrepreneurs (mainly 
small firms) as the sources of new knowledge (see van Praag and Versloot, 2007). This 
research thus provides a conceptual basis and empirical evidence of a complementary 
mechanism by which entrepreneurship can contribute to regional growth. 
 
Entrepreneurship promotion as a tool for regional development? 
 
In terms of the policy question, equity considerations have long motivated policy-
makers to pursue both the reduction of subnational disparities and the achievement of 
regional economic convergence (Barca, 2008; Barca et al., 2012; Olfert et al., 2014). In 
this regard, the accumulation of theoretical and empirical results pointing at an 
important role of entrepreneurship for economic development has stimulated the 
implementation of numerous regional development policies based on the promotion of 
business creation (Johnson, 2005; Sternberg, 2012; Stephens et al., 2013). From a 
strictly economic point of view, region-specific policy interventions will be justified in 
presence of effects not internalized by the market mechanism (externalities and public 
goods),2 leading to a sub-optimal allocation of entrepreneurial resources across regions. 
An example of such externalities frequently mentioned in the literature is the under-
provision of general business support services in peripherally-located areas, such as 
start-up financing (Romaní et al., 2009), infrastructure (Amorós et al., 2013) and basic 
R&D inputs (Goetz and Freshwater, 2001). 
 
There are, on the other hand, strong economic arguments against entrepreneurship 
support initiatives as an effective, and even appropriate, policy response to economic 
stagnation, and thus emphatic advice to discourage, instead of encourage, 
entrepreneurship support (Shane, 2009; Parker, 2007). The first are related to the true 
social value of entrepreneurship. Shane (2009), for instance, argues that most start-ups 
create few and precarious jobs, are non-innovative and face a high chance of failure and 
so their economic value would be at best dubious. This latter argument is of particular 
relevance for poor countries and lagging regions with high levels of "entrepreneurship 
by necessity" (Minniti et al., 2006; Stephens et al., 2013). On the other hand, even if 
                                                      
2 See Kaldor (1970) and Barca et al. (2012) for a more general discussion of externalities in the 
regional policy context. 
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entrepreneurship is accepted as having economic relevance, equilibrium theories of 
entrepreneurship usually arrive at the general result that there are optimal levels of 
entrepreneurship in an economy. The implication is that there is a potential risk of an 
excess of entrepreneurship, which may lead to a sub-optimal allocation of human 
(Michelacci, 2003) or financial (Meza and Webb, 1987) capital. According to Parker 
(2007), this result could be accentuated by well-intentioned public policies generating 
perverse incentives that may end up crowding-out truly productive undertakings.  
 
In the regional policy context, despite some evidence of impacts of entrepreneurship 
support initiatives, particularly in the EU (e.g. Sternberg, 2012), there are also 
arguments against their implementation. Parker (2005) argues that lagging regions 
might be locked into low-level entrepreneurship equilibria, determined by factors that 
are ultimately a subject of cross-cutting macroeconomic policies (such as the interest 
rates). Thus, regional policy would have little room to make a real difference in less 
entrepreneurial regions. In addition, several studies such as Fritsch and Mueller (2007) 
and Andersson and Koster (2011) confirm a strong spatio-temporal persistence in 
business creation dynamics. The implication is that path dependencies and a “sticky” 
economic geography are strong forces confronting regional policies designed to reduce 
interregional disparities of entrepreneurial activity, at least in the short term. 
 
Finally, empirical evaluations of entrepreneurship support programs have yielded 
inconclusive results regarding their effectiveness. The usual conclusion is that their 
impacts are contingent on the particular characteristics of the entrepreneurs (Battistin 
et al., 2001; Pfeiffer y Reize, 2000) and of the regional contexts (Collinson y Gregson, 
2004). In this regard, Santarelli and Vivarelli (2007) conclude that entrepreneurship 
support programs have to be selective and should focus on entrepreneurs with better 
prospects for business success, an argument that can well be taken as a justification for 
a “picking the winners” rationale in spatial targeting of public efforts. 
 
Overall, the debate on the promotion of entrepreneurship as a mean for regional 
economic development needs to be informed by a better understanding of the spatial 
interactions conditioning local entrepreneurship and by better evidence on the 
mechanisms through which entrepreneurship contributes to regional innovation. The 
concluding chapter of this dissertation distills some implications for regional 
development policies as well as for business support initiatives.  

1.3 Objectives, research questions and methodological 
approach 

The main objective of this dissertation is to contribute to the understanding of the spatial 
variation of entrepreneurship and its relationship with regional growth and 
development. While not intended at providing definitive answers, this thesis seeks to 
contribute to the three main questions reviewed in the previous section by addressing 
some specific under-researched aspects in the literature. In particular: 
 

 By characterizing the national and local framework conditions for 

entrepreneurship and innovation in a fast-growing developing country (Chile) 

(Chapter 2). 
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 By developing a model and providing empirical evidence of the relationship 

between regional market potential, place-specific business costs, and business 

density (Chapter 3). 

 By developing a model and providing empirical evidence of the relationship 

between regional market potential, domestic wages and entrepreneurship rates  

(Chapter 4). 

 By developing a model and providing empirical evidence of the relationship 

between regional entrepreneurship, the knowledge stock and innovation 

(Chapter 5). 

 By outlining the important emerging research issues and policy implications 

stemming from the results in this dissertation (Chapter 6). 

In addition, most of the existing theoretical work and applied research on the location-
entrepreneurship-regional growth relationships come from advanced economies, 
namely the U.S and Europe (and to a lesser extent Japan). Yet, the drivers of regional 
entrepreneurship probably differ between developed and developing economies. In 
these latter countries, “push-factors” related to lack of economic opportunities (Schjoedt 
and Shaver, 2007) are possibly of, at least, similar importance as demand-led “pull 
factors” motivating individuals to pursue self-employment. For the same reason, in 
developing countries the rates of necessity entrepreneurship - resulting from lack of job 
opportunities elsewhere in the economy (Acs, 2006) - are presumably higher than those 
of opportunity entrepreneurship (motivated by the identification and exploitation of 
market possibilities). This suggests potential differences in the determinants and 
impacts of regional entrepreneurial activity between rich and poor countries 
(Wennekers et al., 2005). This research add empirical evidence from Chile, a Latin 
American developing country strongly committed to entrepreneurship support, but 
lacking the empirical evidence regarding the spatial dimension of the problem. 
 
The specific research questions addressed in the five remaining chapters in this 
dissertation are: 
 

1. Chapter 2: Are there core-periphery gaps in the local framework conditions for 

entrepreneurship and innovation in Chile? 

2. Chapter 3: Do spatial demand linkages affect the regional number of firms? 

3. Chapter 4: What is the influence of market potential on the regional supply of 

entrepreneurs? 

4. Chapter 5: Does entrepreneurship contribute to regional innovation, measured 

by patent applications? 

5. Chapter 6: Given the evidence from the present research, what can we say about 

an active place-based approach to policy to support entrepreneurship? 

 

A conceptual framework to analyze the relationships between location, 
entrepreneurship and innovation.  
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Figure 1.1 succinctly summarizes the conceptual framework in this dissertation. First, 
the regional economy is embedded in a national social, economic, political and 
institutional setting that largely defines general conditions for entrepreneurship (Bosma 
et al., 2008, World Bank, 2014) but also public and private research and innovation 
efforts (OECD, 2012; Lundvall, 1992). Following the nomenclature of the Global 
Entrepreneurship Monitor (e.g. Bosma and Levie, 2010), we refer to them as the 
national framework conditions.  
 
But within the general national socio-economic and institutional setting, there lay large 
spatial differences in regional framework conditions for entrepreneurship (Amorós et 
al., 2013) and innovation (Cooke, 1992). Regional framework conditions then refer to 
the set of region-specific structural features defining, in first place, the regional 
'entrepreneurial climate' (Goetz and Freshwater, 2001), such as access to 
entrepreneurship financing, the business support infrastructure, the local economic 
dynamism, the policy and cultural environment and so on (Reynolds et al., 1995; Naudé 
et al, 2008; Amorós et al., 2013). We refer to this specific conditions as the regional 
entrepreneurship framework conditions. But also, the local framework conditions 
include those factors necessary for knowledge generation and spillovers to take place, 
such as R&D inputs, technological infrastructure, the human capital base, the industrial 
structure, and in general all those conditions that make the presence of functional 
regional innovation systems more likely, what Rodríguez-Pose (1999) defines as the 
social filter. It worth noting that the distinction between these two sets of regional 
framework conditions is somewhat artificial and only for analytical purposes only, since 
in practice the regional entrepreneurial framework conditions and the social filter to a 
large extent overlaps. This is particularly clear in the case of the local institutional and 
governance frameworks, a structural factor exerting a strong influence on both the 
entrepreneurial (Rodríguez-Pose, 2013) and the innovative (Rodríguez-Pose and Di 
Cataldo, 2014) performance of regions.  
 
The regional entrepreneurship framework conditions are represented by the element 
A in Figure 1.1 and the regional social filter is the element B in Figure 1.1. Chapter 2 
describes and analyzes the national and local framework conditions for innovation and 
entrepreneurship in Chile. It focuses on the spatial differences, and in particular the 
core-periphery gaps in entrepreneurship and innovation-supporting conditions in the 
country. 
 
But these local framework conditions, and therefore the regional innovation and 
productivity outcomes are at the same time influenced by spatial interactions between 
the regional economy and the external markets (other regions), established through a 
series of relationships, such as trade (Hanson, 2005), interregional commuting 
(Karlsson and Olson, 2006), or information flows (Feldman, 1999). This dissertation 
focuses on some important and not sufficiently well understood specific mechanisms 
shaping the relationships between some key economic local framework conditions, the 
inter-regional market interactions, the regional entrepreneurial activity, and the levels 
of regional innovation.  
 
Relationships C depicts the hypothetical channel through which location in relation to 
external markets determines regional entrepreneurial activity. Interregional demand 
linkages (conditioned by distance-dependent transport costs) create opportunities for 
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footloose entrepreneurs to make profits by locating their undertakings in areas closer to 
demand sources of greater size (in terms of purchasing power-adjusted income). The 
NEG's market potential function provides a synthetic, microeconomically-grounded, 
measure of the extent of such interregional demand linkages (Hanson, 2005). 
Relationship D, in turn, represents the effects of place-specific business costs, which may 
be an important factor affecting the location decisions of firms (Wu and Gopinath, 2008) 
and also discouraging local business creation (Glaeser et al., 2010). Relationships C and 
D are formalized and tested in chapter 3.  
 
But at the same time, by stimulating business entry, interregional demand linkages also 
increase the demand for labor and the regional equilibrium wages (Fujita et al., 1999; 
Hanson, 2005). As wages are the main opportunity cost of differentially-able individuals 
selecting into entrepreneurship (Lucas, 1978; Parker, 2005), spatial demand linkages 
should also have a negative countervailing effect on the regional supply of 
entrepreneurs. This link, represented by relationships E in Figure 1.1, is formalized and 
tested, along with relationship C, in chapter 4. 
 
Relationship F describes the link between entrepreneurship and regional innovation.  
Entrepreneurs are conceptualized as individuals alert to profit opportunities (Kirzner, 
1979), who link pure (or scientific) knowledge to market needs making economic 
innovation possible (Michelacci, 2003; Acs et al., 2004). Therefore, a larger knowledge 
stock and a broader entrepreneurship base in the regional economy increase the 
probability that this knowledge transfer takes place. Relationship G, on the other hand, 
depicts the role of the social filter in conditioning the entrepreneurship-innovation 
relationship. The social filter includes, among others, knowledge inputs, agglomeration 
externalities, and industrial dynamics, all of them being factors of critical importance 
for increasing the stock and he knowledge spillovers in the regional economy (Acs et al., 
2002; Fritsch and Slavtchev, 2007, van der Panne, 2004, Duranton and Puga, 2004). 
This knowledge-matching mechanism entailing relationships E and F is established and 
tested in chapter 5. 
 
Finally, is important to consider the possibility of feed-back mechanisms (or circular 
causations) in relationships C, D, E and F. For instance, the spatial demand linkages are 
to some extent endogenous to the domestic number of firms (and entrepreneurs), as 
consumers dynamically respond to changes in the economic landscape by agglomerating 
where the number of firms (entrepreneurs) is larger, goods are cheaper and wages are 
higher (Fujita et al., 1999).3 This endogeneity is certainly partial, as the regional market 
potential is a function of the economic size of, and the distance to, multiple regional 
markets (Hanson, 1999). In addition, regional entrepreneurship is also co-determined 
with regional innovation, as the level of innovation in the region (and therefore of 
technology and productivity) will determine the potential returns of domestic 
entrepreneurs (e.g. Michelacci, 2003).4  

                                                      
3 Note that local price indexes, which are also part of the market potential function, are also dependent 
on the number of firms (entrepreneurs), due to a consumer's-love-for-variety-effect (Fujita et al., 
1999). 
4 This framework could be further extended by considering other interrelationship in the spatial 
economy. For instance, an influence of innovation on the regional market potential (for instance 
through domestic incomes), or a direct influence of agglomeration on the local costs of doing business. 
This present treatment has omitted such relationships, as they are not explicitly considered in the 
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Figure 1.1. Location, entrepreneurship and regional innovation - Conceptual framework 

 
 

 
Measuring entrepreneurship 
 
Regional entrepreneurship is the key concept on which this study is based. But 
entrepreneurship is a complex, multidimensional phenomenon, since entrepreneurs 
perform a range of functions in the economic system (Carree and Thurik, 2003). As 
pointed by Glaeser and Kerr (2009), Parker (2009) and others, no available measure of 
entrepreneurship is able to capture such complexity. So this research analyzes three 
particular aspects of regional entrepreneurial activity: the number of firms (chapter 3), 
the self-employment rates (chapter 4) and the number of new firms (chapter 5).  
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Business density, understood as the number of firms in relation to the size of the 
economy, has been regarded as an important driver of innovation, entrepreneurship and 
job creation (Huggins, 2003, Lederman, 2010). Moreover, a larger number of firms is 
also usually associated with higher entrepreneurship rates, as to some extent it signals a 
larger share of business owners in the workforce (Glaeser, 2007). It is particularly 
relevant to testing for the footloose-kind of entrepreneurship mechanism in chapter 3.  
 
The self-employment rate is also a standard metric of regional entrepreneurship 
(Glaeser, 2007; Parker, 2009) and particularly well-suited for the occupational choice 
framework tested in chapter 4. While it captures some of the aspects of entrepreneurship 
as risk-taking behavior (Kihlstrom and Laffont, 1979) or a relatively high valuation for 
labor independence (Blanchflower and Oswald, 1998; Hamilton, 2000), it is important 
to bear in mind that self-employment is not necessarily associated with Schumpeterian 
(innovative) business undertaking (Carree and Thurik, 2003; Glaeser, 2007).  
 
Chapter 5 considers, therefore, the number of new firms as a measure of regional 
entrepreneurship. This is probably one of the most popular measures of entrepreneurial 
activity in applied regional research (Audretsch and Keilbach, 2004; Acs and 
Armington, 2004; Naudé et al, 2008). Unlike the other two measures, business creation 
captures the intrinsically dynamic nature of entrepreneurship (Glaeser and Kerr, 2009), 
and the fact that relevant innovation is ultimately commercialized through firms 
(Michelacci, 2003; Aghion and Howitt, 1992, Grossman and Helpman, 1991). Thus, it is 
particularly relevant for the entrepreneurship-led knowledge-spillover dynamics of 
innovation in chapter 5. 
 
Altogether, these three metrics provide a broad perspective of the mechanisms behind 
the spatial variation of entrepreneurship and of the impacts of such variation for 
regional economies. 
 
A common empirical approach 
 
The three analytical studies that are the core of this dissertation follow a common 
methodological approach. In particular, they pursue an econometric strategy, in the 
sense of relying on (admittedly highly stylized) microeconomic models from which a 
limited set of structural, theory-driven implications are derived and tested by applying 
statistical techniques to the data.5 
 
Instead of building hypotheses from stylized facts observed in specific national or sub-
national contexts, the three core econometric studies focus on testing the relevance of a 
particular theory as an explanation either of the spatial variation of entrepreneurship 
(chapters 3 and 4) or of the relationship between regional entrepreneurship and 
innovation (chapter 5). In each case, a microeconomic model is crafted and then 
empirically tested. Each of these models represents an extension of the frameworks from 
which they borrow, yielding novel insights into the problem at hand. Consequently, the 
models here developed are aimed at being sufficiently general to make a contribution to 
the literature on regional entrepreneurship, regardless of the particular context of 
empirical verification. 
                                                      
5 For an historical overview and a discussion on structure as the distinguishing feature of the 
econometric approach see Poirier (1995). 
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These four following empirical studies take Chile as the research setting. Chile is a fast-
growing upper-middle income country, located in the South-West end of South America. 
It is a small open economy that in 2010 became a member of the OECD. The country has 
firmly embraced entrepreneurship as a cornerstone of its inclusive development policy. 
For example, innovative entrepreneurship is one of the three pillars of the current 
national policy of innovation for competitiveness (CNIC, 2007). Moreover, the Chilean 
Ministry of Economy declared 2012 as “the year of entrepreneurship” and 2013 “the year 
of innovation”, positioning both at the top of the economic policy agenda. According to 
the Global Entrepreneurship Monitor (GEM) project, Chile is a country with high levels 
of entrepreneurial activity, but just as in several other (and many of them poorer) 
developing economies (Amorós and Poblete, 2011). At the same time, Chile’s poor 
results on R&D and innovation place it among the underperforming economies in the 
OECD (OECD, 2012). Both conditions raise well-founded doubts about the pro-growth 
nature of entrepreneurship in the country. It also leads to conjecture about a potentially 
dual nature of entrepreneurship in the country: one more related to demand-pull factors 
and the other to supply-push drivers. 
 
Chile is also an interesting case from a regional science perspective. It is a country with 
major spatial disparities in virtually any social and economic outcome (RIMISP, 2012). 
According to ECLAC (2010), the richest region in Chile has a GDP per capita of around 
five times that of the poorest, a gap that is twice as large as that of the richest OECD 
countries. Moreover, Modrego et al., (2011) report differences in average per capita 
household incomes of around 15 times between the richest and poorest municipalities, 
and of around 50 percent points in terms of headcount poverty rates. In terms of its 
economic geography, Chile has been described as an archetypical case of a core-
periphery structure (Aroca, 2009). It is also what can be described as a linear country, 
more than 4,000 Km long and only 200 Km wide, with administrative units stacked one 
on top of the other. Santiago, Chile’s capital and primate city concentrates not only 
human capital, services and economic opportunities, but also political power and 
decision making. It is thus a near ideal setup to test for the effects of location factors in 
the spatial distribution of entrepreneurship and innovation. 

1.4 Outline of this dissertation 

This first part of the dissertation provides the reader, along with the previous literature 
review, with an overview of the empirical setting in which the core studies of this 
dissertation are framed. Chapter 2 presents a profile of the Chilean economy, focusing 
on the national and local framework conditions for entrepreneurship and innovation. 
The chapter brings together previously dispersed quantitative information illustrating 
the spatial differences in contextual factors defining the local entrepreneurial and 
innovative climate. It provides a more spatially disaggregated profile than available 
studies related to Chile (Amorós et al., 2013; Romaní et al., 2009). It also compares and 
contrasts previous qualitative findings based on expert opinions regarding core-
periphery patterns of entrepreneurial and innovation opportunities. Such spatial 
differences are to a large extent read in relation to a potential spatial segmentation 
between highly and less productive entrepreneurship (Atienza et al., 2015). The results 
in this chapter underscore the importance of the regional context for innovative 
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entrepreneurship and the chapter’s conclusion can serve to inform potential regional 
development initiatives based on innovation and entrepreneurship.  
 
The second part of this thesis is devoted to the empirical analysis of the causes and 
consequences of the spatial variation of entrepreneurship. Chapter 3 addresses the 
problem of the regional number and average size of firms. It presents an adaptation of 
the Krugman-Helpman-Hanson (Krugman, 1991; Helpman, 1998; Hanson, 2005) 
multi-regions core-periphery model - the building block of the so-called New Economic 
Geography (NEG) – that formalizes the relationship between the number of firms per 
capita and the regional market potential. The equilibrium result is a ceteris paribus 
higher number of firms per capita (which, given model’s assumptions, corresponds to a 
smaller average firm size) in areas of higher market potential, as interregional demand 
linkages create opportunities for potential entrepreneurs to make profits. Conversely, 
place-specific fixed costs discourage entrepreneurship by exhausting entrepreneurial 
rents. In the empirical application, the static theoretical model is extended to a dynamic 
econometric specification allowing for convergence and partial adjustment in the 
number of firms per capita. It is tested with a panel dataset of Chilean municipalities 
(comunas) for the period 2005-2010. Structural estimates confirm the model’s main 
predictions, as well as NEG's agglomeration effects in the spatial distribution of business 
firms in Chile. Simulation experiments reveal that while important, the effects of 
interregional demand linkages on the number of firms per capita are of short spatial and 
temporal reach. 
 
Chapter 4 goes one step further to analyze the effects of NEG’s market potential on the 
regional supply of entrepreneurs. Taking the same spatial Dixit-Stiglitz setting (Fujita et 
al., 1999) as the starting point, a model is developed that incorporates some elements of 
mainstream occupational choice theories (e.g. Parker, 2009) to account for the full 
effects of distance to markets in the tradeoff individuals face in choosing between 
entrepreneurship and salaried work. The model predicts a positive partial effect of the 
market potential and a negative partial effect of domestic wages on the regional supply 
of entrepreneurs. The equilibrium result, however, is that the positive profit effect due 
to greater interregional demand linkages is exactly offset by the opportunity-cost effect 
given by an increase in wages. A dynamic econometric specification with theory-driven 
parameter restrictions is devised and tested with a panel of self-employment rates at the 
level of Chilean municipalities. Results largely support the tradeoffs between the 
opposing forces conditioning the local supply of entrepreneurs. 
 
Chapter 5 shifts the focus to the effects of entrepreneurship on regional growth, in 
particular, by conditioning regional innovation levels. Chapter 5 presents a model of the 
relationship between regional innovation and entrepreneurial activity, based on the 
entrepreneurs’ function as a liaison between pure scientific knowledge and economically 
valuable innovation. It builds from the idea of matching knowledge and entrepreneurial 
skills (Michelacci, 2003), which casts innovation as the result of a random match 
between the stock of researcher and entrepreneurs. A basic steady state relationship of 
the number of innovations in the regional economy is derived. The model is extended to 
account for other complementary factors in the literature such as technological inputs, 
creative destruction and agglomeration externalities. The empirical verification of the 
model is undertaken with a panel dataset of patent applications in Chilean 
municipalities. The results indicate strong explanatory power of local entrepreneurial 
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activity for the spatial variation in innovation, a relationship that is largely robust in the 
presence of other main determinants of regional innovation.  
 
The final chapter concludes. It focuses on the contributions this dissertation makes to 
the literature regarding the spatial determinants of entrepreneurship, and to the state of 
the art of the relationship between entrepreneurship and regional innovation. Both 
general results and those specific to the Chilean case are remarked. Remaining 
knowledge gaps and emerging research issues are also discussed, as well as some 
evidence-based policy implications for business support and regional development 
policies in Chile. 
  


