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Introduction

Josh Lerner and Antoinette Schoar

Entrepreneurship and self- employment are often pronounced to be the 
major drivers of growth and development for an economy. Early work by 
Knight (1921) and Schumpeter (1942), among others, describes the trans-
formational role that entrepreneurs play in the economy by shaping markets, 
increasing competitive forces, and pushing out unproductive incumbents. At 
the same time, entrepreneurial fi rms are credited with accelerating the speed 
of innovation and the dissemination of new technologies and products in 
the economy, as, for example, Acs and Audretch (1988) and Kortum and 
Lerner (2000) show.

To date, most of the research on entrepreneurship has been conducted 
in developed markets, which have formed the basis for the understanding 
of academics and policymakers alike about this subject matter. While there 
are many anecdotes about the importance of  entrepreneurs in emerging 
economies, there is little systematic research to show if  entrepreneurship has 
a similarly transformational role. The dramatic speed with which developing 
countries like Brazil, China, or India have been transitioning from agricul-
tural societies to modern market economies has highlighted the importance 
of studying the background and differences in the entrepreneurial dynamics 
across the world.

In this volume, we bring together a set of chapters that aim to highlight 
how institutional differences, cultural considerations, and personal charac-
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teristics affect the roles that entrepreneurs play in emerging economies. One 
of the main fi ndings that emerge from the set of chapters is that there are two 
extremely distinct “fl avors” of entrepreneurship—subsistence entrepreneurs 
and transformational entrepreneurs. The former manage microbusinesses 
that do not grow beyond providing employment for the owner, or at most, 
for his or her family. The latter type of entrepreneurship is the real engine 
of growth for the economy, since these entrepreneurs start fi rms that grow 
rapidly and create jobs and innovation in the economy. While there had been 
some debate of this distinction within the prior literature (e.g., Tokman ver-
sus De Soto, Kuznets or Scott Shane, etc.), the chapters in this volume dem-
onstrate that one of the most signifi cant differences across countries is the 
relative prevalence and salience of each of these types of entrepreneurs.

The fi ndings highlight that remedial and transformational entrepreneurs 
vary signifi cantly in their risk attitudes, educational backgrounds, IQ, and 
fi nancial and management knowledge. The gap between these two types of 
entrepreneurs becomes even more important, since several of the chapters 
show that there is almost no transition from subsistence to transforma-
tional entrepreneurship. Subsistence entrepreneurs are much more likely to 
transition into (or out of) employment and unemployment, while transfor-
mational entrepreneurs almost never tend to come from subsistence entre-
preneurship.

These fi ndings have major policy implications, since they highlight that 
these two types of entrepreneurs emerge in different contexts and vary in 
their implications for growth. In fact, regulations and government inter-
ventions in many cases have the opposite effects on these two groups of 
entrepreneurs. Many regulations that allow transformational entrepreneurs 
to grow faster, such as fi nancial market and labor market deregulation, tend 
to crowd out the survival of subsistence entrepreneurs. By itself, that might 
be a necessary and often even welcome symptom of economic development. 
But it is important to understand that these transitional dynamics can often 
be painful and lead to politically sensitive redistributions, which in turn 
might threaten the growth of transformational entrepreneurs. Moreover, 
the chapters in this volume also highlight that it is much more difficult to 
fi nd examples of  successful government programs that directly stimulate 
the growth of transformational entrepreneurs, as exemplifi ed by the failure 
of  government- subsidized venture capital funds or direct investments in 
start- up fi rms. By way of contrast, there is some evidence that programs 
that target subsistence entrepreneurs can have reasonable impact, such as 
(partial) collateral guarantees for small businesses or facilitation of the busi-
ness registration process.

The fact that these topics have received only very limited systematic anal-
ysis to date can be partially explained by three factors:

•  First, there is the conceptual difficulty of the question itself: entrepre-
neurs do not neatly fi t into most economic models, because in many 
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cases, instead of reacting to market forces, entrepreneurs create new 
demand or new markets altogether. This makes it more difficult to 
model entrepreneurs as infi nitesimal pricetakers acting in efficient mar-
kets. Instead, it is important to study the individual characteristics of 
these individuals and their choices.

•  Second, researchers can frequently be faulted as well for not being care-
ful enough in differentiating the types of entrepreneurial fi rms that they 
study. Entrepreneurship is often used as a collective term that encom-
passes a large multitude of different activities and types of fi rms. The 
spread runs from the self- employed—with a single individual who 
serves as owner, manager, and employee—to large- scale enterprises 
with hundreds of workers. The enormous heterogeneity in what we call 
entrepreneurship becomes even more complex when comparing entre-
preneurs and their activities across countries and industries.

•  A fi nal part of  the problem might be due to the lack of  systematic, 
high- quality data that allows us to answer detailed questions about 
entrepreneurship.

The chapters in this volume try to address some of these central issues and 
problems. We had two primary goals in undertaking the National Bureau 
of  Economic Research conference on which this volume is based and in 
undertaking the volume itself. The fi rst goal was to bring together a number 
of chapters from different countries around the world to show the differences 
and similarities in these questions across regions. The volume showcases a 
multitude of novel and creative ways of collecting new data sets or using 
existing data in novel ways. The gamut runs from using large- scale house-
hold surveys that ask questions about occupational choices, to collecting 
novel information on individual venture capital fi rms and their deals from 
public sources via a Web- based data crawler that parses text by categories, 
or to running fi eld experiments with real- world entrepreneurs.

The second central objective of this volume is to bring together a number 
of chapters from emerging economies that shed light on a few important 
topics in entrepreneurship: the fi rst question is to understand who selects 
into entrepreneurship and how to differentiate self- employment from entre-
preneurship. For example, what are the origins of entrepreneurs across coun-
tries? Are small, self- employed fi rms stepping stones to larger- scale entre-
preneurship, or are they just a form of underemployment and sustenance 
activity? What are the decisions and constraints that affect entrepreneurs in 
managing their business in emerging economies? The second set of chapters 
analyzes how economy- wide environmental factors such as market regula-
tion, government subsidies for banks or venture capital, or entrepreneurial 
culture affect this industry. Many of these central questions about entrepre-
neurship remain partially answered if  not totally unanswered, especially in 
emerging economics.

The fi rst set of  studies in this volume address a fundamental question 
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in entrepreneurship, which is to understand who the people behind entre-
preneurial fi rms are. Are there systematic patterns in the origins of entre-
preneurs and the reasons and career trajectories by which people end up as 
entrepreneurs? Research in the United States and other developed nations 
has shown that there are a few systematic predictors of entrepreneurship, 
such as whether the father was an entrepreneur and the income level of the 
family and the person, as well as age and life- cycle stages of people (see, 
for example, Evans and Leighton [1989] and Evans and Jovanovic [1989]). 
However, the results for personal characteristics like risk aversion, optimism, 
and educational background seem to be less clear- cut in predicting who 
ends up as entrepreneurs. While papers like Landier and Thesmar (2009) 
demonstrate a correlation between the choices that entrepreneurs make in 
their business and the level of risk tolerance and optimism, they cannot look 
at selection into entrepreneurship. On the other hand, studies like Holtz-
 Eakin, Joulfaian, and Rosen (1994) suggest that psychological dimensions 
such as risk aversion and optimism have no clear predictive power in deter-
mining who will become an entrepreneur going forward or will choose to 
become an employee at a larger fi rm. Thus, it seems difficult to identify an 
“entrepreneurial gene” or specifi c characteristics that predict selection into 
entrepreneurship.

The fi rst seven chapters in this volume investigate these questions, trying 
to be signifi cantly more careful than much of the earlier literature about 
defi ning different types of entrepreneurial activities. While they tackle the 
question from very different methodological aspects, the unifying theme is 
to map the heterogeneity of entrepreneurs in an economy and the differences 
in how they respond to economic pressures and opportunities.

Chapter 1 in this volume by Ardagna and Lusardi goes back to the ques-
tion of how personal characteristics correlate with the choice to become 
an entrepreneur. However, different from earlier papers that mainly bundle 
different types of entrepreneurial fi rms together, these authors are able to 
differentiate between what they term “remedial” entrepreneurs and those 
that are exploiting growth opportunities. To undertake this differentiation, 
they rely on data from the Global Entrepreneurship Monitor (GEM), which 
collects cross- national harmonized data on entrepreneurship across thirty-
 seven countries. Each year, the project surveys a sample of at least 2,000 ran-
domly selected individuals in each country (the Adult Population Survey). 
While this data has earlier been shown to have many problems with measure-
ment error, despite the varying quality of the national surveys, it provides a 
unique opportunity to differentiate the different types of entrepreneurs.

The study shows that individual characteristics correlate with a person’s 
choice to move into entrepreneurship, though the correlation only explains 
a small part of the variation. This is in line with earlier studies that have 
found limited predictability of entrepreneurship. Education, work achieve-
ment, attitudes toward risk, self- assessed skill levels, and knowing someone 
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else who has started a business are positively correlated with entrepreneur-
ship. However, when looking more closely at these relationships, the correla-
tions are not always unambiguous: for example, educational background is 
positively correlated with the choice of opportunity entrepreneurship but 
negatively related to remedial entrepreneurs. The opposite can be observed 
for unemployment status. The two types of  entrepreneurship draw from 
different parts of the income and talent distribution.

The study also shows that the effect of individual characteristics on the 
choice of becoming an entrepreneur is greatly diminished in countries that 
have stricter entry and labor regulations. Specifi cally, regulation curbs the 
effects of social networks and business skills, while it strengthens the effects 
of risk aversion. The regulatory environment affects the ability of people 
with entrepreneurial skills to be able to express their talents. In more regu-
lated environments, personal characteristics seem to be less important in 
explaining the selection into entrepreneurship. This is particularly true for 
opportunity entrepreneurs.

Chapter 2 by De Mel, McKenzie, and Woodruff expands on the idea 
that people who become entrepreneurs differ systematically from those who 
become either remedial entrepreneurs or employees. The authors collect 
a very rich data set of individual characteristics for a sample of over 700 
self- employed entrepreneurs, larger business owners, and employees in Sri 
Lanka. These entrepreneurs have been part of a long- term research study, 
and the authors were able to observe the growth of these businesses over 
a two- year period or even longer. Between two- thirds and three- quarters 
those working for themselves have characteristics that are in line with those 
of wage workers rather than those of larger fi rm owners. Interestingly, the 
authors fi nd that the self- employed differ from the owners of  small and 
medium enterprises mostly along dimensions of ability and attitudes but 
much less in their family background. But there is a signifi cant minority 
of self- employed workers (about one- quarter) who look more like business 
owners than wage workers: these workers are also more likely to expand 
their business by adding paid employees. Given the large number of  the 
self- employed in low- income countries, these fi ndings suggest that the pos-
sibility of job creation from the sector should not be ignored. But the anal-
ysis also clearly suggests that fi nance is not the sole constraint to growth of 
microenterprises and provides an explanation for the low rates of growth of 
enterprises supported by microlending.

Some of  the most interesting entrepreneurial characteristics that are 
explored in the chapter are motivation, nexus of power, and optimism. Both 
business owners and wage workers are more motivated than self- employed 
workers. With respect to motivation for power, the self- employed are similar 
to business owners: both have a stronger desire to be in control than wage 
workers. Similarly, business owners are more willing to put themselves in 
unfamiliar situations than both own- account and wage workers, who do 
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not differ in this attitude. Self- employed workers are more impulsive and less 
organized than both small and medium business owners and wage workers. 
They are, however, more comfortable juggling tasks than wage workers.

In chapter 3, Mondragón- Vélez and Peña build on the idea that the self-
 employed and entrepreneurs are fundamentally different and thus might 
react asymmetrically to economic shocks. The authors therefore investigate 
the transition between the self- employed, entrepreneurs, and employees 
using a large- scale data set from the Columbian National Household Sur-
vey. The panel nature of the data allows the authors to look at the transi-
tion across occupations, particularly between self- employment and entre-
preneurship. As in the prior studies, the case of Columbia highlights that 
the self- employed tend to be less educated and poorer than business owners. 
They also tend to be more likely to be operating in the informal economy 
and in the service sector.

Colombia has seen some very interesting dynamics over the last two 
decades: while the relative fraction of entrepreneurs within the labor force 
has been stable at around 5 percent since the 1980s, the fraction of  self-
 employed individuals as a share of entrepreneurs increased from about 20 
percent to 30 percent after the recession of  the late 1990s and stayed at 
this higher level until the end of 2000. When looking at transitions across 
occupations, the authors fi nd high persistence in the employment status of 
employees (wage earners), while the self- employed and business owners are 
more sensitive to the business cycle. Moreover, the majority of the transi-
tions into self- employment and business ownership in Colombia come from 
the pool of  wage earners rather than from the unemployed. In addition, 
the transitions between self- employment and business ownership (and vice 
versa) are extremely low.

When looking at the earnings distribution of  the different groups, the 
chapter shows that business owners and employees on average have higher 
mean and median incomes than the self- employed. But the earnings distri-
bution of the business owners shows more right skewness than either the 
employees or the self- employed. This suggests that self- employment is a 
temporary activity that is carried out for subsistence purposes for those who 
fail in the search for a paid job. Only a small fraction of these people who 
go into self- employment after losing their jobs become true entrepreneurs. 
However, it seems that self- employment serves a very important macroeco-
nomic adjustment function for people who do not have any other income 
opportunities.

Ideally, one would like to see detailed country- level analyses of the mac-
roeconomic trends in entrepreneurship and business starts across many 
countries, but these are generally quite difficult to conduct, since only a few 
emerging- market countries have in- depth census data, such as in Colom-
bia. Chapter 4 by Klapper, Amit, and Guillén uses a different approach to 
get at measuring entrepreneurial trends by measuring the formalization of 
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businesses. The authors are able to collect a time series of the number of 
total and newly registered businesses across countries, which they call the 
World Bank Group Entrepreneurship Survey. The information is obtained 
by surveying business registries and other government sources via surveys 
and follow- up phone calls across a sample of  eighty- four countries. The 
results allow the authors to shed light on the dynamics of fi rm registration 
as a function of the economic and fi nancial development of a country and 
its regulatory environment.

First, they show that across countries, business formalization (registra-
tion) increases when countries experience economic growth. These results 
can be explained by two forces. At one level, it provides support for the idea 
that growth is fueled by small business activity. In most countries, periods 
of development and growth are associated with expansion in the number 
of small businesses and new entrants rather than a growth process that is 
dominated by a few larger fi rms. These trends support the idea that small 
businesses are at the core of economic development. But in addition, we 
can infer that an increase in a country’s growth opportunities leads to a 
heightened willingness of fi rms to register and move out of the informal 
sector. These results are very important for policy considerations: they could 
mean that in periods of faster growth, the formal economy provides more 
opportunities that unregistered fi rms are unable to access; therefore, eco-
nomic growth itself  causally leads to a reduction in the formal economy. 
An alternative interpretation might suggest that faster growth is associated 
with an improvement in the quality of the regulatory framework, which in 
turn makes it less costly for fi rms to be registered.

While it is not possible to fully differentiate these two channels in the 
current chapter, the analysis also shows that the business environment—
in particular, factors such as the ease of starting a business and political 
corruption—are important in explaining total fi rm registrations, even 
after controlling for the level of economic development. Most importantly, 
administrative barriers to starting a business as well as the cost of register-
ing a business are signifi cantly and negatively correlated with business den-
sity and the entry rate. These results confi rm the earlier studies that show 
an association of the regulatory and legal environment on fi rm entry (for 
example, Botero et al. [2004] or the World Bank Doing Business reports). 
Interestingly, the chapter documents that even administrative factors such 
as the electronic registration procedures might play an important role in 
encouraging greater business registration.

Chapter 5 in this volume by Mullainathan and Schnabl pursues a related 
question to understand the microdynamics of  business formalization in 
Lima, Peru. The authors investigate a business licensing reform that sim-
plifi ed and removed many of the licensing procedures for businesses in the 
municipality. The idea is to show how regulatory steps, such as changes 
in the time and cost it takes to register a business, can affect the choice of 
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businesses to enter the formal sector. The reform signifi cantly reduced the 
median licensing time from forty to fi fteen days and lowered the average 
licensing cost by 42 percent. As a result, the number of newly licensed fi rms 
increased four- fold in the year after the reform. Of these newly registered 
fi rms, three- quarters were operating informally prior to the reform, while 
one- quarter were new start- ups. Thus, initially, the largest impact of  the 
reforms was in encouraging existing businesses to change their registration 
status.

Interviews with participating businesses show that the foremost motiva-
tion for obtaining a license before and after the reforms is to avoid having 
to pay fi nes and bribes. Other reasons, such as access to credit or the abil-
ity to enforce contracts, are far less important. Revealed preferences seem 
to suggest that after the reforms, business owners feel more assured that 
obtaining a license is a preferred way of protecting themselves against fi nes 
and bribes, while before registration, their businesses were exposed to such 
demands. These results highlight the importance that regulatory changes 
can have on the incentives and ability of local bureaucrats to engage in rent 
extraction. The suggestion is that simplifying government regulation—in 
this case, registration procedures—reduces the opportunities of bureaucrats 
and government officials to engage in rent extraction and thus reduces the 
barriers to entry.

The last two chapters in this section look at the impact of entrepreneur-
ial culture. Chapter 6 by Fairlie, Zissimopoulos, and Krashinsky uses the 
fl ow of Asian immigrants to Canada, the United Kingdom, and the United 
States to analyze the selection into entrepreneurship and success in run-
ning the business. Using microdata from the censuses of the three countries 
enables the authors to compare differences across the ethnic backgrounds 
that entrepreneurs come from—in particular, Chinese, Indian, and other 
Asian immigrant groups. A few striking facts emerge from the research. 
Asian immigrants to all three countries have education levels that are higher 
than the national average, and in the United States, the education levels of 
Asian immigrants are particularly high relative to the entire population. 
Some of  the variation in the education of  Asian immigrants across the 
United States, Canada, and the United Kingdom is likely due to immigra-
tion policy. Business ownership rates of  Asian immigrants in the United 
States and Canada are similar to the national average, and in the United 
Kingdom, they are substantially higher than the national average and the 
highest among all three countries. On average, business income of Asian 
immigrant business owners is only slightly above the national average (in the 
United States) or below the national average (in Canada) and is thus not the 
broad picture of success that is often portrayed.

In particular, higher education is found to be a positive, although not 
strong, determinant of business ownership in the United States and Canada 
but not in the United Kingdom. There are also large, positive effects of edu-
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cation on business income in the United States and Canada. In the United 
Kingdom, the authors fi nd smaller positive effects of high education. These 
fi ndings imply that the relatively high levels of education among some Asian 
immigrant groups do not have a large infl uence on business ownership rates 
for the groups but have a large effect on business performance, at least in the 
United States and Canada.

Businesses owned by the various immigrant groups are found to con-
centrate in different industries, which may be related to their relative skills 
and selection. Examining the same immigrant groups in different countries 
reveals interesting patterns. More immigrant groups can be found in lower-
 skill industries in the United Kingdom than in the United States. For ex-
ample, Chinese or Indian immigrants are heavily concentrated in hotel and 
retail businesses in the United Kingdom but are much less concentrated in 
these industries in the United States and Canada. The heavy concentrations 
of these immigrants in low- skill sectors in the United Kingdom may refl ect 
more limited opportunities for these immigrants.

Chapter 7 by Iyer and Schoar explores the role of entrepreneurial culture 
in determining contractual outcomes between entrepreneurs in countries 
where the legal environment makes contracts very difficult to enforce. Does 
entrepreneurial culture act as a coordination or trust- building device and as 
such facilitate market interactions? In a fi eld experiment in India, entrepre-
neurs enter contracts with wholesalers in the stationary industry. The entre-
preneurs are either matched with wholesalers from their own community 
or from different communities. Entrepreneurs from different communities 
vary in how they conduct business and negotiate contracts. Wholesalers 
from the Marwari community, which is considered the most entrepreneurial 
community in India, offer lower prices and smaller up- front payments from 
the start than wholesalers from other communities but are not willing to be 
negotiated further down. Thus, culture is an important factor in explaining 
how people from different backgrounds negotiate business deals. The chap-
ter also fi nds that across all communities, prices are lower when there is a 
match between the entrepreneur and wholesaler. But there is no difference 
in the level of up- front payment, which suggests that community affiliation 
does not seem to function as a trust- building device but seems to invoke 
social norms for “fairer treatment.”

The discussion of  the previous research suggests that there is a lot of 
variation in the types of individuals who start businesses, and it might not be 
easy to predict who among these will be successful and how their transition 
from self- employment to larger businesses will proceed. While the under-
lying challenge for every investment decision is to differentiate the good 
from the bad projects, the difficulties might be especially increased for small 
businesses. A concern that is often voiced in policy circles is that individual 
lenders are not willing or equipped to bear the risk associated with these 
types of fi rms. If  there are externalities from entrepreneurship for the rest 
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of society, they might lead to underinvestment in this sector. The opposing 
view suggests that governments might be even less equipped to fulfi ll the 
screening or monitoring function for these very risky investments and thus 
can lead to market distortions when trying to intervene in the sector.

A number of chapters in this volume investigate the results associated with 
government intervention in fi nancing small businesses. The results from this 
analysis are mixed but provide very interesting insights in how the specifi c 
design of these programs is related to the impact that they have on entre-
preneurial fi rms.

Chapter 8 by Lelarge, Sraer, and Thesmar evaluates the introduction and 
expansion of a loan guarantee program in France in the mid- 1990s. This 
is an indirect subsidy program that provides (partial) insurance to banks 
against default risk when making loans to start- ups and small businesses 
that have low levels of collateral. The often- subsidized insurance premium is 
paid for by the borrower, but the screening and loan origination function is 
fulfi lled by the banks. To maintain incentives for the banks, the government 
only insures part of the loans. Many countries have introduced versions of 
the loan guarantee schemes, including the United States and the United 
Kingdom.

To test the causal impact of loan guarantee schemes, the chapter exploits 
a quasi- natural experiment in the French program that led to an expansion 
of the program to new industries such as construction, retail and wholesale 
trade, transportation, hotels and restaurants, and personal services in 1995. 
Therefore, the chapter is able to use the expansion of coverage to these newly 
eligible sectors to conduct difference- in- difference estimates of the program 
that compares the change in the newly eligible industries after the regula-
tory change to those industries for which the loan guarantee scheme did 
not change. Firms that are included in this program are able to raise more 
external fi nance, pay lower interest rates, and enjoy higher growth rates. This 
suggests that the program has the intended effect of alleviating credit con-
straints for small businesses. However, the study does not fi nd any evidence 
that the program increased new entry into entrepreneurship; rather, it helped 
existing small fi rms to grow. One might argue that this result is an indicator 
that the program is well designed to discourage ex ante riskier fi rms to enter 
the market. However, the chapter also shows that the program is not free 
of all perverse effects. Greater access to the loan guarantee scheme seems 
to induce fi rms to take on riskier projects, which manifests itself  in a higher 
likelihood of fi rms going bankrupt. Yet overall, the growth- enhancing gains 
far outstrip the cost.

A very different government program that aims to provide access to fi -
nance for start- up fi rms is discussed in chapter 9 by Brander, Egan, and 
Hellmann. The authors conduct an in- depth, almost forensic analysis of 
government- sponsored public venture capital programs in Canada. This 
study provides unique and very detailed information on the different gov-
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ernment programs to support venture capital and their outcomes and com-
pares them to private venture funds. Since the stated goals of  the public 
venture capitalists is to focus on a broader set of  policy variables apart 
from fi nancial returns, the chapter also includes measures of  value crea-
tion (measured by the likelihood of engaging in initial public offerings or 
merger- and- acquisition transactions), innovation (measured by patents), 
and competition. The authors show that fi rms fi nanced by government-
 sponsored venture capitalists on average underperform private funds, not 
only on the dimensions of fi nancial returns and value creation but even on 
the broader policy dimensions such as innovation. Is this difference in the 
average performance of government-  and privately sponsored funds driven 
by differences in the quality of the start- ups they invest in? One might argue 
that government- sponsored funds target lower- quality entrepreneurs who 
would otherwise not get funding through the private venture capital funds.

The chapter shows that this is not the case. Instead, subsidized venture 
capitalists tend to draw from a pool of ex ante very similar fi rms and seem 
to crowd out private investment. The authors also show that the lower 
average performance of these funds seems to be explained by the fact that 
government- sponsored venture funds on average provide less effective men-
toring and other value added services. To differentiate these potential selec-
tion effects from treatment effects (e.g., public venture capitalists provide less 
value added services), the chapter identifi es an interesting instrument that 
uses the exogenous variation in the political leadership of provincial govern-
ments. Funding by government- sponsored venture capitalists is related to 
having left- leaning provincial governments. The negative effect of govern-
ment funding on various outcome measures becomes even stronger in the 
instrumental variable specifi cations. While the data does not allow for a 
defi nitive welfare analysis, the effectiveness of these very direct government 
interventions in the venture capital market is questionable.

Chapter 10 by Huang and Qian discusses the example of an even more 
wide- ranging government intervention aimed at structuring access to fi nance 
for large and small fi rms. The authors discuss the example of Shanghai, a 
city that has gone through a massive economic transformation over the last 
decade. The hypothesis put forth by the authors is that industrial policy de 
facto suppressed entrepreneurship in Shanghai by targeting subsidies to 
established fi rms, providing incentives for foreign direct investment to fl ow 
to high- technology sectors that were dominated by established fi rms, and 
restricting entry for new fi rms. The authors argue that these policy choices 
are a result of the personal preferences of the leading policymakers in the 
city government of Shanghai, who come out of  a tradition of economic 
centralization.

The empirical fi ndings are based on the Chinese Industry Census, which 
is compiled by the National Bureau of Statistics. This census provides infor-
mation on industrial fi rms across all ownership types that have sales value 
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above 5 million yuan. This is an important caveat, since it does not allow 
the authors to measure how entrepreneurship in the service sector has per-
formed during the same time period. The authors fi nd that median incomes 
and employment levels are low compared to other Chinese cities of similar 
characteristics, while at the same time, private business density is among the 
lowest in the country. While China as a whole has seen an enormous surge in 
entrepreneurship, the authors propose that the level of entrepreneurship in 
Shanghai is conspicuously low. It appears that Shanghai has low levels of de 
novo private businesses; that is, those that were set up by new entrepreneurs 
during the transformation and did not emerge from existing state- owned 
enterprises (SOEs). In sum, the authors argue that while Shanghai has seen 
enormous growth and wealth creation over the last decade, the preferential 
treatment of former SOEs has come at a staggering social cost by actively 
discouraging self- employment as a means of remedial income generation. 
These results point to the potential role of entrepreneurship in affecting the 
wealth distribution within the economy.

Thus, the chapters in this volume make two important contributions. 
First, they highlight how the important issue of international differences in 
entrepreneurship—especially those between developed and emerging econ-
omies—can be studied with the development of novel data sets. Second, the 
chapters’ explorations of important questions generate a variety of impor-
tant insights, particularly in regard to the differing nature of entrepreneurs, 
the impact of cultural considerations on venture activity, and the impact of 
government efforts to promote entrepreneurial ventures.

It is our hope that these chapters will stimulate further work on this impor-
tant topic, for many questions remain to be understood about the impact 
of entrepreneurship in developing nations. In our eyes, three challenges are 
most pressing:

•  The development of national and cross- national data sets that would allow 

careful and unbiased comparisons across nations. While it is easy to point 
out the limitations of  early efforts like the Global Entrepreneurship 
Monitor, developing consistent data sets is no trivial challenge. Hope-
fully, the combination of efforts to build (a) detailed data sets of entre-
preneurs within countries, as, for example, in chapter 2 and chapter 7 in 
this volume; and (b) consistent cross- country data sets, as in chapter 4, 
will only be the fi rst in a series of new efforts to address this important 
challenge.

•  Building a richer understanding of the factors that sustain entrepreneur-

ship across different economies. While the earlier cross- sectional analyses 
and the panel and experimental studies presented here highlight the 
importance of public policy as a barrier or a spur to entrepreneurship, 
it is likely that many other factors are at work. Understanding the rela-
tive importance of other potential contributors—such as active public 



Introduction    13

equity markets and fi nancial intermediaries, such as venture capital-
ists—remains an important challenge.

•  Developing a better understanding of the consequences of different classes 

of entrepreneurs. One of the clearest themes emerging from the chapters 
in this volume is the complexity of the entrepreneurial phenomenon. 
It would be natural to assume that what Ardagna and Lusardi term 
“remedial” entrepreneurs would have a very different social impact than 
“opportunity” entrepreneurs. While deciphering the impact of entre-
preneurship on society as a whole is not easy, it is critical in designing 
policy responses.

As a fi nal note, we want to express our gratitude to the National Bureau of 
Economic Research for their support of this endeavor, especially its CEOs, 
Martin Feldstein and James Poterba. We would also like to thank Carl Sch-
ramm, Bob Litan, and Bob Strom of the Erwin Marion Kauffman Founda-
tion, who were generous in supporting the project.
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