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Summary 

 

Entrepreneurship has been regarded as a key driver of regional growth, through 

employment creation, productivity growth and innovation. But entrepreneurial activity 

shows sharp and persistent differences across regions, possibly a major reason behind 

sub-national development gaps observed in virtually every country in the world. This 

thesis builds upon recent advances in the New Economic Geography (NEG), the 

Endogenous Growth Theory and the Economics of Entrepreneurship to inquire into the 

location-related causes and consequences of the spatial variations in entrepreneurship.  

The main objective of this thesis is to contribute to the understanding of the spatial 

variations in entrepreneurship, and its relationship with regional growth and 

development. To contribute to this objective this dissertation: i) characterizes the 

national and local framework conditions for entrepreneurship and innovation in a fast-

growing developing country (Chile) (chapter 2); ii) develops a model and provides 

empirical evidence of the relationship between regional market potential, place-specific 

business costs, and business density (chapter 3); iii) develops a model and provides 

empirical evidence of the relationship between regional market potential, domestic 

wages and entrepreneurship rates  (chapter 4); iv) develops a model and provides 

empirical evidence of the relationship between regional entrepreneurship, the 

knowledge stock and innovation (chapter 5); and v) outlines important emerging 

research issues and policy implications stemming from the results (chapter 6). 

The driving hypothesis is that economic geography matters for regional 

entrepreneurship and that entrepreneurship drives regional innovation and growth. 

While elements such as market size and agglomeration economies have long been 

acknowledged as key conditions for entrepreneurship to flourish, the role of 

interregional demand linkages in shaping the spatial distribution of entrepreneurship 

remains a largely neglected question. Greater market access creates profit opportunities 

for potential entrepreneurs choosing location. But at the same time, greater market 

access also pushes local wages up, and therefore decreases the incentives for individuals 

to become entrepreneurs. To date, there are no spatial economic models addressing 

these relationships individually, nor the hypothetical offsetting effects between the two. 

On the other hand, whereas the positive effects of entrepreneurship for regional 

innovation has long been acknowledged, there are still many remaining questions with 

regard to the specific mechanisms through which this relationship unfolds. In particular, 

there is no evidence in the regional context of the potential role of entrepreneurs as a 

bridge between local knowledge sources and the market. 
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The specific research questions this thesis addresses are: i) Are there core-periphery 

gaps in the local framework conditions for entrepreneurship and innovation in Chile? 

(Chapter 2); ii) Do spatial demand linkages affect the regional number of firms? 

(Chapter 3); iii) What is the influence of market potential on the regional supply of 

entrepreneurs? (Chapter 4); iv) Does entrepreneurship contribute to regional 

innovation? (Chapter 5); and v) what can we say about an active place-based approach 

to policy to support entrepreneurship? (Chapter 6).  

To answer these questions, this thesis develops testable, microeconomically-grounded 

models of location and entrepreneurship, and of entrepreneurship and regional 

innovation. The models are tested using Chilean data. Chile is an interesting case to 

study the relationships between location, entrepreneurship and innovation for several 

reasons. First, there is a strong social and political commitment to innovation and 

entrepreneurship as levers for inclusive growth. Second, there are seemingly high levels 

of entrepreneurial activity in the country, while the resulting innovative performance 

appears low. Third, Chile is, at first glance, a textbook example of a core-periphery 

economic geography; it has a virtually linear physical geography characterized by a 

strong urban primacy. 

This research analyzes three particular aspects of regional entrepreneurial activity in 

Chile: the number of firms (chapter 3), the self-employment rates (chapter 4) and the 

number of new firms (chapter 5). Together, these three measures provide a broad 

representation of the mechanisms behind the spatial variation of entrepreneurship and 

of the impacts of such variation for regional economies. 

Chapter 2 presents a profile of the Chilean economy, focusing on the national and local 

framework conditions for entrepreneurship and innovation. It provides a spatially 

disaggregated profile of these conditions and contrasts, with quantitative data, previous 

qualitative findings regarding core-periphery patterns of opportunities for 

entrepreneurship and innovation. The results indicate that conditions for general 

entrepreneurship, such as access to credit and business dynamism, are not concentrated 

in the core areas, either nationally or within regions.  

Moreover, economic conditions that stimulate self-employment, such as relatively low 

wages and high unemployment rates, prevail in the periphery. By contrast, framework 

conditions enabling innovation and more productive entrepreneurship, particularly the 

stock of advanced human capital, technological infrastructure and agglomeration 

externalities, are extremely concentrated in core areas.  These results motivate the 

subsequent economic geography approach to the spatial variation of entrepreneurship 

and innovation in the country. 

Chapter 3 deals with the relationship between market potential and the regional number 

and size of firms. It presents an adaptation of the canonical core-periphery model of the 

New Economic Geography (NEG) predicting, ceteris paribus, more firms per capita in 

areas of greater market potential and fewer firms per capita where place-specific fixed 
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costs are higher. Econometric estimates at the level of Chilean municipalities for the 

period 2005-2010 confirm that these relationships hold, as well as the agglomeration 

forces predicted by the NEG theory. Simulation experiments reveal that while 

significant, the effects of interregional demand linkages on the number of firms per 

capita are of short spatial reach, fading rapidly with distance. 

Chapter 4 presents a spatially-explicit occupational choice model to account for the full 

effects of access to markets in the tradeoff individuals face in choosing between 

entrepreneurship and salaried work. The model predicts a positive partial effect of  

market potential on the regional supply of entrepreneurs, due to the same demand-

driven profit opportunities previously discussed. Also present is a negative partial effect 

of domestic wages on the regional entrepreneurship rates, as wages are the opportunity 

cost of choosing self-employment. Since wages also depend on the regional market 

potential, an increase in this variable entails both a pro-entrepreneurship and an anti-

entrepreneurship effect. According to the proposed model, in equilibrium, these 

opposing effects exactly offset each other. Econometric estimates obtained from a panel 

of non-agricultural self-employment rates in Chilean municipalities support the 

location-related trade-off emphasized by the model.  

Chapter 5 focuses on the relationship between entrepreneurship and regional 

innovation. This chapter presents a model of this relationship based on the 

entrepreneurial function of linking pure knowledge and economic innovation. In the 

model, regional innovation is the result of a random match between available inventions 

and entrepreneurs, which allows establishing the number of innovations as a function 

of the number of entrepreneurs and researchers in the regional economy. This basic 

model is extended to account for other complementary factors conditioning local 

knowledge creation and spillovers suggested in the regional science literature. The 

empirical application is conducted with a panel dataset of patent applications in Chilean 

municipalities for the period 2002-2008. The results indicate strong explanatory power 

of local entrepreneurial activity for the spatial variation in innovation, a relationship that 

is largely robust in the presence of the other main determinants of regional innovation. 

Finally, chapter 6 distills some research and policy implications stemming from the 

results in this dissertation. With regard to emerging research issues, some potential 

directions are: i) patterns in the spatial distribution of different forms of 

entrepreneurship (e.g. opportunity-driven and necessity-driven entrepreneurs); ii) the 

effects of heterogeneous labor mobility on regional entrepreneurial activity; iii) 

knowledge matching models with heterogeneous agents and spatial dependence; iv) 

structural analysis of the relationships between location, entrepreneurship, innovation 

and regional growth; and v) differences across industries in the location-

entrepreneurship-innovation relationship. 

In terms of policy implications for the Chilean case, this dissertation suggests the 

following: i) a clearer distinction between the different forms of entrepreneurship and 

the different policy purposes they serve; ii) re-orientation of entrepreneurship support 

policies towards a greater focus on more innovative and productive forms of 

entrepreneurship; iii) the use of place-based policies that could help build and/or 
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strengthening local framework conditions fostering the more productive forms of 

entrepreneurship, particularly in the periphery; and iv) a more systemic approach to 

regional innovation where entrepreneurship is a central focus of innovation support 

policies, complemented by strategic place-based investments in technological 

infrastructure.     

 

 

 

 

 

 

     

 

 

 

 

 

  


