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1.  Introduction 

 

 Entrepreneurship is a central idea in Schumpeterian economics as well as 

much of the modern literature on business management which attempts to 

capture the dynamic forces driving modern capitalism.  While often taken to 

be a straightforward and obviously positive feature of market economies, 

scholars, including Schumpeter, have long recognised that entrepreneurship 

brings with it costs as well as benefits.  

 

The aim of the following is to provide a preliminary analysis and framework for 

considering the social consequences of ‘increasing entrepreneurship’ – taking 

in turn three propositions, that such an increase is first, a fact, second, that it 

is an objective of public policy, and third, that whether or not it already is a 

public policy objective, whether it should be as a matter of a broad social 

welfare analysis.  Each of these propositions raises questions of social 

consequence – both of the increase in entrepreneurial activity, if such an 

increase is a fact, and of the corollaries that an increase produced by 

pursuing it as a public policy objective might bring.  

 

In examining each of these propositions, it will also be useful to consider the 

classical understanding of the objectives of entrepreneurship – the formation 

and growth of profit-seeking business enterprise – as well as additional 

contemporary understandings of the term.  The themes of entrepreneurship – 

of individual initiative or agency, of mobilisation of complementary factors of 

production and of the propagation of innovations (both physical and 

organisational) -- have increasingly been applied to the public sector and, of 

particular note, to third sector or non-profit activities.  In the case of the public 



 2 

sector, it is possible that the use of the term entrepreneurship may be either 

disingenuous or perfidious.1  

 

In the non-profit sector, however, specialisation and ‘mission orientation’ in 

new endeavours may involve all of the classical themes of entrepreneurship 

including, most importantly, relative independence in the exercise of agency.  

These non-profit sector developments have brought the term social 

entrepreneurship into contemporary use and it is appropriate to consider the 

social consequences of pursuing the objectives of this form of 

entrepreneurship as well as the more classical aims of private sector 

entrepreneurship – the generation of private wealth.  

 

2.  A Classical Understanding of Entrepreneurship  

 

One of the reasons for the continuing interest in the work of Joseph 

Schumpeter is that he provides both a connection between classical 

economists such as Smith, Marx and Marshall and the more recent efforts to 

again take seriously the role of agency in economic life represented by 

Penrose and the resource based theories of the firm emerging from her work 

and by economists, such as Nelson and Winter, who speak of evolutionary 

fitness rather than equilibrium.  

 

Schumpeter portrayed the entrepreneur as the agent of change and of 

creative destruction as the process by which entrepreneurial energies are 

translated into economic effect.  These formulations are bolder than 

contemporary reference to ‘the intangible assets’ of capabilities (core or 

peripheral) or competences (and their accumulation through experience-

based learning).  

 

                                                 
1  Disingenuous in that the use of the term ‘entrepreneur’ ignores the political (i.e. collective) 
accountability of individuals within government, even if granted a temporary authority to act on behalf 
of the government of the majority.  Perfidious in that the use of the term might actually cause 
individuals to feel unaccountable to the public.  Entrepreneurship is about many things.  At a minimum, 
however, it must be associated with a degree of independence in the exercise of agency – otherwise 
everything new becomes not only ‘innovative’ but also ‘entrepreneurial.’ 
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Uncomfortably for modern sensibilities, Schumpeter spoke of the 

entrepreneur in terms reminiscent of the übermensch – extraordinary men 

(another dissonance with contemporary sensibility) with extraordinary powers 

of conviction and persuasion who would carry others forward to meet their 

vision.  We need not dwell on the horrors of the 20th century resulting from 

tapping into this particular fountain, ordinary biographies of individuals such 

as Pablo Picasso, Brian Sweeney Fitzgerald (an inspiration for Werner 

Herzog’s film Fitzcarrraldo), and Daniel Ludwig provide examples of the 

‘driven’ personality which has inspired popular views of the entrepreneur. This 

particular feature of Schumpeter’s legacy has influenced subsequent views 

about the scale and scope of change to be expected from entrepreneurship.  

As we will see, this view is rather spectacularly resistance to evidence about 

entrepreneurial activity. 

 

Because Schumpeter wrote about industry or entire-economy transformations 

resulting from the creative destruction of entrepreneurs, it is expected that 

‘entrepreneurialism,’ the cultivation of entrepreneurial culture and aspirations 

might have similarly transformative consequences.  When viewed in this light, 

more mundane entrepreneurial efforts that only succeed in creating scope for 

independent action and agency may be perceived as a kind of quantum foam, 

a pervasive uncertainty from which significant (i.e. large scale) effects appear 

infrequently.  This view, that entrepreneurship is only significant when it is 

transformative of industry or economy has the unfortunate consequence of 

raising expectations regarding the possible outcomes or ‘impact’ of 

entrepreneurial activity.  There is a risk that entrepreneurial activity that is less 

than transformational is perceived as a failure.  

 

This divide between expectation and reality is reflected in the literature.  There 

is a major division between those who argue that private sector 

entrepreneurship is a vital source of economic growth and development, e.g. 

(Braunerhjelm, Acs et al. 2010) (Thurik 1999) and those who argue that 

encouraging entrepreneurship, in general, cannot be expected to bring 

transformation in the rate of economic growth or level of employment (Shane 

2009) (Storey 1982; Parker 2004).  There are important methodological 
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differences across this divide in the literature.  The ‘optimists’ evaluate the 

performance of regions or countries in relation to rates of ‘entrepreneurial’ 

business formation.  The ‘sceptics’ track the actual performance of individual 

entrepreneurial firms.  One conclusion that can be drawn from this debate is 

that the evidence for direct causation – growth and employment stemming 

directly from entrepreneurial activity – is weak.  On the other hand, there is 

evidence that entrepreneurial activity positively influences the overall 

performance of economies, perhaps by creating pervasive spillovers. 

 

Perhaps it is not surprising these two branches of the literature also differ with 

regard to their underlying economics – the sceptics are generally associated 

with a neoclassical perspective, while the optimists are empiricists or take a 

more evolutionary view with an important bridging element being the theory of 

endogenous growth (Romer 1986) which provides a justification for 

considering how spillovers may increase increasing returns and thereby 

contribute to economic growth. 

 

The search for impact on growth and employment, while important, is certainly 

not the only theme that has been reflected in the entrepreneurial literature.  As 

already suggested, a proper definition of private sector entrepreneurship 

begins with the idea of independent agency – that an individual or a small 

group of individuals is able to take action to search for and realise profit-

making opportunities.  Defined in this way, however, the scope of 

entrepreneurship is very broad. 

 

(Parker 2004) cogently observes that a major share of entrepreneurial 

endeavour is accounted for by individuals who seek independent business 

opportunities, i.e. self-employment, as an alternative to paid employment or, 

in many cases, to unemployment.  A significant part of entrepreneurial activity 

is, in effect, buying a job as the result is wages and working conditions similar 

to those that might be experienced by the individual in paid employment.  

Considered from this perspective, it is not surprising that entrepreneurial 

activity, in general, will be found to have a minor impact on employment and 
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growth.  It is in effect a competition between different models of organisation 

of employment – the self-employed versus the employee. 

 

Important social consequences follow from this perspective.  It is much more 

likely, for example, that self-employed individuals will be oblivious or resistant 

to legislation aimed at assuring social working hours or conditions.  Such 

individuals do not view themselves as being exploited by an employer, even 

though an objective examination of their wages, working conditions, and 

hours might suggest that their ‘terms of employment’ would be considered 

exploitative if they had an employer other than themselves. 

 

The creation of independent agency cannot be effective without access to 

complementary resources.  In the case of entrepreneurship related to self-

employment these resources may be relatively modest.  As (Shane 2009) 

notes, ‘Across the 34 countries in the Global Entrepreneurship Monitor 

dataset, the typical start-up founded between 1998 and 2003 required 

$11,400 in capital’ (p. 142).  Moreover, it may be very difficult to separate 

these typical start-ups from a very small number of start-ups that eventually 

become major contributors to growth and employment.  For example, Hewlett-

Packard began with its principals baking circuit boards in William Hewlett’s 

home oven and only began to grow after an initial highly specialised product 

(an audio frequency generator) was sold to larger companies.  There is 

considerable evidence within the small business and entrepreneurship 

literatures that the early development of companies is often entirely 

dependent on the personal resources of founders and of friends and family, in 

part because of the difficulties of persuading others of the merits of the new 

business.  I shall return to the issue of financial provision below when 

discussing the implications of entrepreneurial policy. 

 

At this point, however, it is worth making the social consequences point that 

investments in entrepreneurial activities are, in general, risky.  There is, in 

general, a high correlation between the rate of business formation and rate of 

business failure (Shane 2009).  There is also evidence that entrepreneurs, in 

general, are not particularly good at selecting the sector in which to apply their 
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activities, rates of business formation tend to be higher in sectors where the 

failure rate is also higher (Johnson 2004).  Finally, there is evidence that 

entrepreneurs are more optimistic concerning their own prospects than can be 

objectively justified (Parker 2004).  All of these considerations suggest that a 

common social consequence of entrepreneurship may be the loss of the 

investments made by family and friends in pursuit of the entrepreneur’s vision.  

Certainly, this must be considered as a possible damage of entrepreneurship 

on social cohesion more generally. 

 

These considerations lead to a focus on a specific group of companies within 

the general class of entrepreneurial ventures.  In principle, it would be 

desirable to separate the companies in which entrepreneurial opportunity and 

intent is directed at rapid growth.  Making such a determination a priori is 

obviously very difficult, particularly in light of entrepreneurial optimism noted 

above. 

 

In practice, therefore, a number of researchers have sought to distinguish 

such companies, referred to as ‘gazelles,’ ex post in order to better delineate 

their characteristics.  (Henrekson and Johansson 2009) is a very recent 

example, which also provides references to the development of the literature.  

They note that the definition of the ‘gazelle’ is based upon some set of 

measures intended to capture those companies which have historically 

experienced an unusually rapid growth rate relative to the industry average.  A 

simple definition such as, ‘gazelles are the x% fastest growing firms’ conveys 

the general intent of this type of analysis (Henrekson and Johansson 2009), p. 

2.  Henrekson provides a meta-analysis of 20 studies in which sufficient 

industrial breadth and sample size provides a basis for generalisation.  They 

find, contrary to the conventional wisdom, that gazelles are not more likely to 

be high technology based firms while they are more likely to be service sector 

firms.  In general, however, these firms are distributed across sectors (every 

sector has a group of comparable ‘gazelle’ firms).  Gazelles tend to be 

younger and smaller than the larger class of firms from which they are 

delineated.  Gazelles are responsible for a disproportionate share of 

employment creation and this result seems to hold across countries and 
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industries (Henrekson and Johansson 2009).  The ex post study of ‘gazelles’ 

suggests the difficulties with their a priori identification – their sole identifying 

feature appears to be their ex post performance. 

 

In particular, it is not obvious that gazelles achieve their employment creating 

effects by invention or innovation.  This accords with a standard paradox 

illustrated in Figure 1.  There is no apparent correlation between the level of 

national investment in R&D and economic growth rate.  This lack of 

relationship also tends to hold for various models introducing lags in level and 

changes in level.  Hence, it is unlikely that ‘gazelles’ will be encourage by 

providing favourable tax treatment or other subsidies to private R&D 

expenditure. 

 

Figure 1.  Knowledge Accumulation and Economic Growth: The Paradox 

 

 

Source: (Braunerhjelm, Acs et al. 2010), p. 106 

 

One final feature of entrepreneurial activity worth mentioning is its effect on 

the practice of firms that are organised along more bureaucratic or 

hierarchical lines.  Aside from Schumpeter’s general point that such firms may 

themselves be able to organisationally innovate, an idea that evolved into the 

management concept of ‘intrapreneurship,’ the existence of entrepreneurial 

innovation, either technical or organisational, may be taken up and used by 

other organisations.  Such efforts are likely to provoke a process of learning 

by imitation reflecting the usual problems of absorptive capacities, difficulties 
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of accurate inter-organisational transmission of knowledge, and resistances of 

the ‘not invented here’ variety.  Despite these qualifications, the existence of 

successful entrepreneurial activity is likely to provoke imitation and some of 

this imitation is likely to be beneficial.  It may even be argued that successful 

entrepreneurship reduces the risk of imitative ventures, notwithstanding the 

above observation concerning possibilities of over-subscription. 

 

The innovation literature has documented the relevance of ‘fast second’ 

responses as an important feature of innovative industries.  The existence of 

rapid follow-on to entrepreneurial invention provides additional scope for the 

positive assessment of entrepreneurial activity from a sectoral perspective.  

This possibility, however, also has to be qualified by the social effects of 

disruption.  New technologies fostered by entrepreneurial initiative may render 

entire occupational classifications obsolete, the fate of the carriage maker 

stemming from the activities of entrepreneurs like Henry Ford and Louis 

Renault.  This particular line of analysis of social consequence more often 

than not leads into the imponderables of the counter-factual.  It is worth noting, 

however, that even quite positive transformative developments are at least 

partially offset by the disruptive effects they impose on existing accumulations 

of human and physical capital. 

 

To summarise, I have taken entrepreneurship to be defined around the 

concepts of independence of agency, mobilisation or resources and 

innovation with the possibility that the last of these may also generate broader 

externalities in the economy.  And it is the last of these points that may go 

some distance toward bridging the rifts noted between the optimist and 

sceptics regarding the economic impacts of entrepreneurial activity.  If it is the 

case that entrepreneurial activity is the source of imitation and adaptation, 

then its direct effects on the agents of change may indeed be limited, but its 

ultimate contributions to the economy might be quite large.  This is the 

position taken by (Braunerhjelm, Acs et al. 2010). 

 

With respect to each of these facets of entrepreneurial activity we have 

introduced some preliminary observations concerning social consequence.  
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For the independence of agency, we have noted that when entrepreneurship 

is equated solely with independence of agency that it is difficult to rule out 

entrepreneurial activities that are essentially directed at self-employment, a 

category of activity that accounts for very little in terms of employment or 

productivity growth.  Moreover, it is possible for self-employment to be 

associated with a decline in various objective measures of social welfare such 

as working hours or conditions which should properly be considered as 

determinants of effective remuneration. 

 

With regard to mobilisation of resources, the threat to social cohesion of the 

charismatic entrepreneur encouraging family and friends to invest in their 

overly-optimistic vision was raised as a kind of caricature.  Behind this 

caricature lies the more serious question of identifying entrepreneurial 

activities that involve rapid employment and output growth, the so-called 

‘gazelles,’ whose contribution can effectively assessed after the fact but 

whose identity proves very difficult to discern a priori.  The related policy point 

established in the literature (e.g. (Shane 2009)) and repeated here is that 

there are serious questions of efficient use of public resources in encouraging 

entrepreneurship generally when only a relatively small number of all new 

entrepreneurial efforts create gazelles. 

 

Finally, while it is indisputable that excellent examples exist of entrepreneurial 

activity based upon technological innovation, neither investment in R&D nor 

the industrial category of a start-up (e.g. a high-technology firm) appear to 

offer any predictive power in identifying gazelles – the principal contributors to 

employment and output growth.  I noted that the sectoral impact of 

entrepreneurial activities might be greater than that achieved by individual 

firms (including gazelles) but the spill-over mechanisms that might account for 

such an effect are contested.  Moreover, these positive demonstration and 

imitation effects must be partially offset by the disruptive effects of such 

changes. 

 

The next section of this paper outlines the directions which will be pursued in 

deepening the foregoing analysis – first with regard to the empirical evidence 
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concerning pre-existing trends in entrepreneurship, second, with the nature 

and extent of existing efforts to stimulate entrepreneurial activities and third, 

with the questions of social consequence that might follow from enhancing or 

hastening efforts to stimulate entrepreneurial activity.  The final two sections 

of the paper comprise a brief discussion of key social consequences of social 

entrepreneurship and a short conclusion. 

 

3.  Developing the Analysis 

 

The social consequences, both positive and negative, of entrepreneurship in 

European society obviously depend on the trends of entrepreneurial activity, 

the subject of the first sub-section below (3.1).  If, for example, entrepreneurial 

activity was spiralling downward from historical levels, there would be greater 

concern regarding the loss of its positive impacts and the presumption that the 

negative impacts from ‘over-subscription’ or unusually high levels of disruption 

would be greatly diminished.  There appears to be sufficient evidence that, at 

least at historical levels, the extent of entrepreneurial activity is, on balance, 

positive and hence its encouragement is likely to lead to positive marginal 

returns.  However, policies at both national and European levels have already 

been implemented for stimulating entrepreneurial activity.  For the reasons 

outlined in the previous section, such policies are likely to create a number of 

unintended effects, some of which are likely to have negative social 

consequences.  The second sub-section (3.2) outlines a framework for 

characterising these policies and gauging their impacts on the level of 

entrepreneurial activity, the nature of this activity and its social consequences.  

The third sub-section (3.3) identifies several issues to be taken into account in 

efforts to further stimulate or induce entrepreneurial activity.  These might 

include efforts that are conceivably more effective than existing policies as 

well as efforts that might amplify or reinforce the un-intended and potentially 

negative social consequences either of entrepreneurship itself or the by-

products of pursuing a higher level of entrepreneurship.  
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3.1 Base and Trend 

 

In terms of the broad definition of entrepreneurship based upon equating it 

with independent agency, the rate of new business formation is strongly 

associated with entrepreneurial activity.  This is because small businesses 

which have no or only a handful of employees predominate in any count of 

are the predominant dominate the count of business start-ups.  Among these 

start-ups are firms that will have gazelle-type performance as well as the 

majority which will either be moribund in terms of employment and output 

growth (including the self-employment type businesses) or will cease to exist 

in a relatively short period of time. 

 

Although there are significant differences in the rules governing business 

formation and recording requirements across Europe the statistics on small 

and medium sized enterprises (SMEs( are generally available and have been 

analysed by a number of authors and agencies including the European 

Commission’s Directorate on Industry and Entrepreneurship.2  The most 

common pattern of such studies is the documentation of the existing size of 

the SME sector which is recurrently updated and thus provides some 

evidence about the net rate of business formation.  Less commonly, studies 

undertake more complete examinations of the industrial dynamics of the SME 

sector which involves examination of the year on year birth and death of such 

enterprises.  It is generally known, however, that both the rates of birth and 

death area relatively high and this may be referred to as the ‘churn’ of the 

SME sector. 

 

SME churn has several social consequences.  Obviously, there are disruptive 

effects of SME demise – the likely loss of invested capital and the disruption 

of any employment relationships that may be partially mitigated by 

receivership arrangements.  However, there are important positive 

                                                 
2 See, for example, EIM Business & Policy Research (2009). Study on the representativeness of 
business organisations for SMEs in the European Union (Final report). Zoetermeer, NL. 
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consequences as well.  Entrepreneurs are rarely successful with their first 

attempt and the demise of SMEs represents a difficult to capture learning 

effect – in effect, having tried and failed to form an enterprise leaves a 

residual in human capital – a more experienced entrepreneur.  Of course, to 

say that experience is a form of learning does not necessarily mean that the 

right lessons were learned – many cases of serial entrepreneurship are 

serially failures as well as those that eventually become successful.  A 

considerable amount of research has been conducted in the small business 

economics tradition concerning serial entrepreneurship.  Future development 

of this paper will involve a consideration of this work in relation to the social 

consequences of disruptive effects with a particular attention to the issue of 

how entrepreneurs rebuild the financial resources necessary to launch 

subsequence business ventures.  It is also possible that an enterprise that is 

unsuccessful may fail for reasons other than the desirability or worth of the 

business or technical innovation that formed the basis for the business.  It is 

therefore possible that there may be positive spillovers even from businesses 

that fail. 

 

By considering SME churn it is possible to build a more complete picture of 

the trends in that part of entrepreneurship represented by the SME sector.  

This picture appears to be a modest increase in net business formation over 

time.  An essential issue, however, is whether this increase can largely be 

accounted for my those SMEs that are essentially moribund with regard to 

employment and output growth or whether the entire distribution of 

performance results is replicated by incremental additions to the stock of 

small enterprise.  Evaluation of this issue requires re-visiting the area of 

quantitative research referred to as Gibrat’s law ((Gibrat 1931)), the 

proposition that the year on year growth of firms can be said to be a random 

walk (with expectation zero), or contradictions to this law, in which growth is 

biased either positively or negatively relative to the pure random walk 

standard.  Many empirical studies have revealed that Gibrat’s holds after 

making adjustments for differential mortality and that it holds regardless of the 

initial size of firms for any succession of periods after this mortality adjustment.  

Nonetheless, such studies are usually concerned with rather large industry 
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aggregates in which anomalies such as the above-mentioned gazelles are 

‘averaged out’ by other firms. 

 

The significance of the gazelle classification stems not from its departure from 

Gibrat’s law but the overall disproportionate contribution of these firms to 

sectoral growth in employment and output across a large number of sectors.  

From the Gibrat’s law perspective, this performance is simply an artefact of ex 

post selection.  From an economic and business policy viewpoint the 

existence of this class of firms is of greater significance and further literature 

will be uncovered to illustrate the nature of these firms and their performance. 

 

In terms of base and trend, the next issue that needs to be considered is the 

incidence and scale of technologically-based entrepreneurship.  This area is 

of special significance because of the efforts of European countries and the 

EU to promote knowledge-based economic growth.  As noted in the previous 

section, there appears to be little predictive value of the technological intensity 

of a firm and its proportional contribution to employment and output growth.  

This is, however, a generalisation across the entire population of business 

start-ups with an entrepreneurial character.  It does not follow that some 

restriction in the sectors or corollary features of firms are useless in predicting 

growth prospects.  However, this is a difficult area precisely because as soon 

as expectation are formed regarding growth of a particular area, a higher rate 

of business formation is likely to follow in that area.  Nonetheless, the further 

development of this paper will involve a systematic examination of the 

literature that suggests a basis for predicting which sectors are likely to grow 

more rapidly and whether such growth is accompanied by deviations in the 

pattern of mortality or rate of growth of firms comprising those sectors. 

 

The final issue to be considered in this area is the relation of geographical 

proximity.  A growing array of studies have attempted to identify the effects of 

proximity on the health of business formation and the later contribution of 

these firms to employment and output growth, (e.g. (Wennberg and Lindqvist 

2010). In general, several of these measures such as ‘related variety,’ 

regional infrastructure development, and the achievement of effective 
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institutional interactions (a regional and sectoral systems approach) have 

provided tentatively positive results in connecting proximity to performance.  

Further developments in this area will involve examining and weighing these 

different contributions. 

 

Considering SME churn, Gibrat’s law and the special case of gazelle firms, 

the knowledge-intensity of entrepreneurial activities and the effects of 

proximity provides a foundation for examining the social consequences of 

existing trends in entrepreneurship.  These consequences were sketched in 

section one and will not be further elaborated here.  However, the analysis of 

existing trends will provide a way to deepen and contextualise an 

understanding of these consequences, particularly as they suggest 

unintended consequences of entrepreneurship promotion policies the subject 

of the next sub-section. 

 

3.2 Existing Policies Promoting Entrepreneurship 

 

In describing the emergence of entrepreneurship policy in the context of 

globalisation, (Gilbert, Audretsch et al. 2004) note: 

 

The links between entrepreneurship, employment and growth did not 
escape the attention of policy makers. As globalization resulted in the 
loss of jobs and stagnation to local and regional economies, policy 
makers specifically at the state and local levels responded by 
developing new policy instruments to help them implement the 
strategic management of regions. These new policy instruments have 
generally focused on entrepreneurship as an engine of economic 
development. And as a result, a new public policy agenda to promote 
entrepreneurship has been implemented at virtually all levels of 
government. (p. 321) 

 

These policies have taken a myriad of different forms ranging from the 

classical horizontal policies of favoured tax treatment for new enterprises or 

for new enterprises with specific features such as a high rate of R&D 

investment to efforts to ‘incubate’ new enterprises in state-supported facilities 

or to provide skills and training to aspiring entrepreneurs. 
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The major hazards with these policies is that they will produce unintended 

consequences, stimulating risk-taking in areas which are unlikely to produce 

sustained increases in employment or output or, worse, stimulate risk-taking 

behaviour at taxpayer expense.  In many cases these unintended 

consequences stem from an inability (lack of political will or administrative 

knowledge) to focus or target the policies in areas that are unlikely to have 

these hazards or to have them to a lesser extent. 

 

There is some hope for reducing the ‘downside’ hazards of entrepreneurial 

policy and their social consequences.  Consistent with the discussion of 

Section 2, however, it may be very difficult to definitively identify the upside 

potentials of more targeted policies.  Rather than attempting to engage in the 

infeasible task of a comprehensive review and evaluation of promotional 

policies, the further development of this analysis will involve defining the 

variety of social consequences that can be linked to particular types of 

policies.  In some cases these will be relatively mundane – for example, 

efforts to provide greater skills and training to aspiring entrepreneurs may 

have the opportunity cost of reducing funding for job retraining in helping 

individuals to move from declining sectors (perhaps in occupational decline 

due to the effects of technologically innovative entrepreneurship) to those 

sectors promising more vigorous growth.  Other policies have potentially 

larger social consequences – for example, a focus on building new 

enterprises in a new sector may come at the expense of efforts to define a 

transition or renewal strategy in an existing sector. 

 

One area of recurrent interest that will be a focus in the work to follow in this 

section is the question of the adequacy of financial support for entrepreneurial 

activity.  Some attention needs to be paid to the problem of ‘getting started’ 

including assessing the existing problems in evaluating the scale of informal 

investment in entrepreneurial activity where lack of effective statistics is 

impeding the formation of effective policy (Mason 2009).  A larger area of 

concern, however, is the timely provision of capital investment for ‘scaling up’ 

efforts that have established a successful track record at a smaller scale.  A 

major problem, and negative social consequence, of problems in scaling up 



 16 

investment is that new enterprises may be acquired by firms either from within 

or outside of Europe whose primary interest is not in developing the 

employment and growth but in cannibalising some parts of the firm to aid in 

strengthening an incumbent position.  It makes little sense to make significant 

public investments in promoting entrepreneurial efforts if the outcome is that 

these efforts are sold before being adequately capitalised. (Oakey 1991) 

 

3.3 New Policies for Promoting Entrepreneurial Activity and their Social 

Consequences 

 

The aim of this segment of the forthcoming work is to integrate the parts of 

Section 3.1 into a consideration of emerging opportunities for supporting 

entrepreneurial activities which may have the potential for more positive social 

consequence or be more effective than existing policies, particularly those of 

a ‘broad-gauge’ or ‘horizontal’ character.  Has the state of knowledge 

regarding entrepreneurial activity and the nature of small business including 

technology-intensive SME advanced sufficiently to be able to specify policies 

that would have these desirable effects?  Or, alternatively, is the justification 

for promotion of private entrepreneurial activity, on balance, so strong that 

amplifying and strengthening existing policies is likely to yield large social 

welfare improvements?  Rather than attempt to provide definitive answers to 

these questions, this section will provide a review of existing evidence with the 

aim of identifying the contingencies and collateral effects of pursuing specific 

courses of policy intervention.  This section will also set the stage for 

comparing the benefits of promoting private sector or for profit 

entrepreneurship with social entrepreneurship which is generally undertaken 

outside of the profit seeking framework and in accordance with specific social 

welfare improvement aims. 
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4. Social Entrepreneurship 

 

In considering the social consequences of entrepreneurship it would be 

inappropriate to omit social entrepreneurship, a class of activities that meet all 

of the criteria introduced in this paper for defining entrepreneurship – namely 

independent agency, mobilisation of complementary resources, and the 

propagation of innovations (both organisational and technological).  Social 

entrepreneurship has the additional defining feature of pursuing goals that, in 

the view of those participating, offer direct social welfare improvement rather 

than the indirect social welfare improvements that might result from greater 

wealth or a higher level of income.  It is important to recognise that not all 

activities aiming to make social welfare improvement can be classified as 

entrepreneurial.  Many are extensions of existing incumbent organisations 

such as churches, social associations, and governments where the 

independence of agency pre-requisite for entrepreneurial character is lacking.  

In some cases, initiatives by these incumbent organisations may have 

entrepreneur-like features in the same way as the earlier mentioned idea of 

‘intrapreneurship.’ 

 

However, there are several reasons why it is of value to confine attention to 

cases in which independence of agency is a defining characteristic.  First, by 

doing so it is possible to more directly make a comparison between the trends 

in private sector and social entrepreneurship since both involve a rate of new 

initiative formation.  This is not entirely accurate because there are important 

differences in the demand conditions between the two types of 

entrepreneurship and these may further depend upon government policy 

(some European governments more explicitly focus on ‘outsourcing’ 

government activities to the social enterprise sector than others).  

Nonetheless, comparative opportunities are fostered. 

 

Second, with regard to the issues surrounding mobilising capital investment, 

private and social enterprise face similar problems in escaping from a small-

scale equilibrium.  While by no means universal, many social enterprises 

aspire to scaling up their efforts, a process that often involves generating 
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investment resources and faces comparable problems (including the 

possibility of being acquired by or subsumed into existing organisations if they 

are not able to meet this challenge). 

 

Third, the comparison of technological and organisational innovation between 

private and social enterprise represents an under-examined and potentially 

fruitful area of study with important elements of cross-fertilisation.  For 

example, a very large share of health-related research is sponsored by non-

profit organisations including some which can be characterised as 

entrepreneurial.  At the same time, the development and promotion of the 

technologies resulting from this research are often relegated to the private 

sector.  Similarly, the private sector relies on the social enterprise sector to 

gather information and gain experience with new technologies.  Much as 

some government have developed a more symbiotic relationship with social 

enterprise sector, there are some indications that private enterprise is 

attempting a similar form of alliancing and cooperation. 

 

In addition to the comparative issues, it is of value to examine the based and 

trend in entrepreneurialism in the social enterprise sector in its own terms 

using the framework proposed above in Section 3.1.  This examination should 

be extended to consider the overall contribution of the social enterprise sector 

and specifically the role of entrepreneurial social enterprise to employment 

and economic growth. 

 

5.  Summary 

 

The current draft of this paper reflects work in progress in a work package 

within AEGIS.  The basic premise is that a critical examination of the 

enthusiasm and promotion of entrepreneurship policies is useful for 

preventing unrealistic expectations with regard to what this policy is delivering 

and might deliver in terms of social welfare improvements and particularly 

growth in employment and output.  A corollary of this premise is that it is 

necessary to confront some of the unintended consequences of 

entrepreneurial policies including their potential for negative social 
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consequences.  In order to do this I have outline a framework for examining 

the issues beginning with an evidence-based assessment of base and trend 

in private and social enterprise entrepreneurship and proceeding to consider 

the effects of existing promotional policies and ways in which these policies 

might be supplemented, reformed, and better targeted to achieve the social 

welfare improvements that they aim to achieve.  This paper also outlines how 

an examination of social entrepreneurship can be conducted in a way that will 

provide useful comparisons with entrepreneurship in the private sector as well 

as providing insight into the complementary of social and private 

entrepreneurship and the specific gains in social welfare, employment and 

output growth might be made from applying existing policies to social 

entrepreneurship or developing more specific entrepreneurial promotion 

policies for the social enterprise sector. 
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