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ABSTRACT

Rates of entrepreneurship correlate with regional levels of competitiveness and, hence, economic prosperity.  However, variations in levels of entrepreneurship are indicative of region-specific characteristics that support and/or inhibit entrepreneurial activities, pointing to different levels and dimensions of entrepreneurship across regions.

This paper develops a framework for assessing and examining the entrepreneurial region, and for examining different levels and patterns of entrepreneurship across locations.  The framework identifies key characteristics associated with entrepreneurial regions, based on a review of the academic and wider policy and practitioner literature.  Whereas previous studies of levels of entrepreneurship have tended to concentrate on single unit of analysis levels, this paper proposes a framework that offers an aggregated and, hence, more detailed insight into the drivers and barriers that lead to variations in regional levels of entrepreneurship.

Three key themes form the basis of the framework;  (1) the extent to which individuals are encouraged and stimulated to be entrepreneurial within a region, (2) the dynamism and enterprising characteristics of a region’s business population and, (3) the extent to which infrastructure and institutions enable or disable entrepreneurship.  The relative performance of and interplay between these three components will have a significant effect on regional levels of entrepreneurship, pointing to the multi-faceted and inter-dependent nature of entrepreneurship when considered from a regional perspective.

The framework can be used for understanding as well as analysing and assessing the key characteristics and specific features of entrepreneurial regions.  It also suggests that regional levels of entrepreneurship can develop endogenously and a virtuous circle can emerge when each of the three components are functioning effectively.  

Key words: entrepreneurship, entrepreneurial region.

1. Introduction and Overview

Entrepreneurship has been identified as a major influence on economic growth and prosperity, leading to increased levels of productivity and innovation (Harper, 2003; Scottish Parliament, 2005).  Measures of entrepreneurial activity within regions have been linked to the economic performance of those regions (e.g. Audretsch and Fritsch, 2002; Carree and Thurik, 2002).  Based on the assertion that higher rates of entrepreneurship lead to higher levels of competition and, hence, competitiveness more generally (Acs and Storey, 2004; Fritsch and Falck, 2007; GEM, 2006; Harper, 2003; Porter, 1990; Sternberg and Wennekers, 2005), academics and policy makers have become increasingly interested in understanding and accounting for the observable variations in regional levels of entrepreneurship (Audretsch and Keilbach, 2004; Lee et al, 2004; Sternberg and Wennekers, 2005; 194).  Indeed, observable differences in regional levels of entrepreneurship suggest the existence of region-specific characteristics that support or inhibit entrepreneurial activities (Thurik, 2003; Van de Ven, 1993; Wennekers et al., 2002).  

Examining spatial variations in levels of entrepreneurship therefore requires assessment of these region-specific characteristics and exploration of their constituent aspects and components.  This suggests that assessments of entrepreneurship at regional, or other spatial, levels are likely to identify and be made up of multiple dimensions, pointing to a need for “multi-level” analysis rather than a focus on one or a small number of variables or factors.  Three levels of analysis of entrepreneurship have been established in the literature on “multi-level” approaches to analysing entrepreneurship; namely, the individual, the firm, and broader societal and structural considerations (Low and McMillan, 1988; Davidsson and Wiklund, 2001).  These three levels provide a means of dis-aggregating the complex phenomenon of entrepreneurship into distinctive constituent parts that can be analysed and considered within the spatial boundaries of a confined geographical area (in this case, the region).  However, a multi-level approach to examining entrepreneurship is liable to critiques that it seeks to “dis-assemble” complex social and economic phenomena without some attempt to “re-assemble” the constituent parts into an approximations of the original or source whole (Atherton and Elsmore, 2007; Carrithers, 1992),  Davidsson and Wiklund (2001) suggested that the entrepreneurship literature has focused overly on micro-level analyses, and in particular firm-level analysis, at the cost of aggregate analysis and the incorporation of mixed levels of analysis.  The “intertwined” and multi-faceted nature of entrepreneurial activity points, in contrast, to a need for considerations of entrepreneurship that incorporate its multiple dimensions and so deploy multiple levels, as well as units, of analysis

Based on a review of policy and non-academic as well as academic literature, this paper proposes a framework for assessing and examining the entrepreneurial region by reassembling or aggregating relevant phenomena across each of these three identified levels of analysis.  The framework presented, therefore, includes and addresses the key characteristics associated with entrepreneurial regions as acknowledged in the literature.  Three key themes form the basis of the framework: (1) individual level phenomena, including personal and socialised experiences of entrepreneurship; (2) business population or firm level phenomena and; (3) infrastructure and institutions or societal level phenomena.

The framework offers a means by which the entrepreneurial characteristics of a region can be assembled or reassembled into a logical framework for analysis of and empirical investigation into regional disparities in levels of entrepreneurship (Rice and Venables, 2003).  Furthermore, the framework demonstrates that the various units of analysis of which the framework is composed are intimately entwined and interact and interrelate in specific ways that support or inhibit entrepreneurial activities from occurring, thereby providing insight into areas of regional strength and of weakness (and, as such, in need of further support/improvement).

2. WHAT IS AN ENTREPRENEURIAL REGION: CHARACTERISTICS AND DIMENSIONS

The framework developed in this paper is based on three propositions that offer the prospect of a coherent and comprehensive consideration of entrepreneurship and entrepreneurial activity.  The three propositions are:

Proposition 1:
Entrepreneurial regions have a culture that: (1) recognises, encourages and supports entrepreneurs; (2) promotes and engenders entrepreneurial ways of working (culture and experiences of entrepreneurship).

Proposition 2:
Entrepreneurial regions have a dynamic business population that is based on: (1) a healthy start up rate; (2) improving levels of survival amongst newly established firms; (3) a large and rising proportion of entrepreneurial firms that are growing; (4) agglomeration effects that speed up regional growth through clusters, clustering and the geographical concentrations of businesses (businesses in an entrepreneurial economy).

Proposition 3:
Entrepreneurial regions benefit from: (1) institutions that explicitly support and enable entrepreneurial activity; (2) a supportive and conducive infrastructure; (3) favourable wider regional and national macro-economic conditions (enablers of entrepreneurship).

The three propositions indicate that the notion of an entrepreneurial economy extends beyond business start-up and the small business population to incorporate wider values and the context within which regional entrepreneurship occurs.  As such, the framework includes a range of supporting and corollary measures that build, rather than depend, on rates of new venture creation as an indicator of entrepreneurship.  Indeed, as noted by Audretsch and Fritsch (2002), entrepreneurial regions are not simply those with high levels of start-ups as such a view does not accord with other consideration such as the nature and (relative) success of these new ventures suggesting, therefore, that “new firm births [are] a necessary but not sufficient condition for creating regional economic growth” (Reynolds et al, 1994: 346).  

3. Culture and Experiences of Entrepreneurship

The first proposition considers two distinct but related components:  (1) entrepreneurial culture, including awareness of start-up as a real option, genuine interest in starting a business coupled with the intention to start; (2) the concept of working entrepreneurially, including self-employment, working within entrepreneurial organisations and working in entrepreneurial ways.

A Culture of Entrepreneurship

Davidsson and Wiklund (1997: 179) suggest that the extent to which a culture of entrepreneurship exists will exert an influence on the level of entrepreneurial activity within a region: “culture, understood as prevailing values and beliefs, is an important determinant of the level of entrepreneurship in a society…the results of this study suggest that both values and beliefs of the kind investigated do have an effect on regional new firm formation rates”.  The extent to which values are supportive of individuals seeking to become entrepreneurs also provides a qualitative measure of the nature and level of cultural and social recognition of entrepreneurship within a region (McQuaid, 1994).  A culture of entrepreneurship exists when people are exploring and seeking out opportunities to be entrepreneurs and to be entrepreneurial in how and where they work, and are socially supported and encouraged to do so (Gavron et al, 1998; Kennedy et al, 2001).  A culture of entrepreneurship is based, therefore, on shared, explicit support for and recognition of entrepreneurship as an option and prospect for individuals such that opportunities are emphasised over threats (European Commission, 2003; McQuaid, 2002; Krueger et al, 2000).

There are three ways in which an entrepreneurial culture can emerge:

Awareness of start-up as a real option.  Individuals who have not started a business, and have no or little previous experience of this, are aware that this is an option for them in their working lives and careers.  This is likely to involve careers and employment advisory services in suggesting start-up as an option, where it is viable and desirable, as well as helping and encouraging individuals to consider this as a viable option.  It also relates to wider, ‘popular’ awareness of entrepreneurship as a personal opportunity rather than an abstract notion, for example through reporting and dissemination via the media (HM Treasury, 2002).

Genuine interest in starting.  In an entrepreneurial region, there is likely to be a cohort of people who are genuinely interested in starting their own businesses and, as importantly, are encouraged and supported to explore this as a personal option (Bird, 1989; Breen, 1998).  Interest in and intentions to start a business have been associated with higher levels of business start-up in countries such as the United States, and these countries tend to have higher numbers expressing interest in start-up as an option as well as the intention to start.

Intending to start.  Intentions have proven to be an accurate predictor of planned behaviour across multiple settings (Ajzen, 1991), and entrepreneurial intentions to start a venture have been identified as a means of offering “a coherent, parsimonious, highly-generalizable, and robust theoretical framework for understanding and prediction” (Krueger et al, 2000: 411).  Furthermore, understanding surveys of intentions to start provides a means of assessing overall perceptions of, and social predisposition towards, entrepreneurship.  In regions where intentions to start are pervasive, it is reasonable to assume that more individuals will be exploring new venture creation as an option, so producing an increased likelihood of higher rates of business start-up activity.

An entrepreneurial culture, therefore, would be a culture in which people are supported and facilitated prior to and throughout the start-up process, to ensure that they do not face (psychological) barriers to start up that can be removed or resolved.  Entrepreneurial regions tend to have a comparatively high number of people expressing serious intent to start a business, and offer mechanisms, explicitly and implicitly, that support individuals to start a business (GEM, 2004).  

Working Entrepreneurially

The extent to which individuals experience enterprise and observe entrepreneurial activity in others around them is an indicator of entrepreneurial potential within the region (DeVol and Wallace, 2004; European Commission, 2003; Gartner and Carter, 2003; Gatewood et al, 1995; Rotefoss and Kolvereid, 2005; Uhlarner and Thurik, 2003; van Auken et al, 2006).  Work experience, particularly in the industry of start-ups, for example, plays an important role in increasing entrepreneurial activity (Fritsch and Falck, 2007).  Working entrepreneurially provides individuals with direct experiences of entrepreneurship and helps to develop their entrepreneurial capability: “a high level of employment in small businesses in a region is probably associated with a relatively pronounced tradition of entrepreneurship, [which increases] the confidence of potential entrepreneurs in their ability to open new ventures” (Fritsch and Falck, 2007: 159).  Working within entrepreneurial firms is also positively associated with increasing levels of business start-ups as the skills and qualities necessary for establishing and managing a new business are observed and learned.  In addition, working within entrepreneurial firms is likely to lead to the formation and/or reinforcement of entrepreneurial attitudes (Davidsson, 1995; Fritsch and Falck, 2007).  Working entrepreneurially may, therefore, occur in one or more of the following ways:

Working for themselves.  Working for oneself, through self-employment or by starting a business that employs staff, provides a direct and ‘hands-on’ experience of entrepreneurship which helps individuals develop their entrepreneurial attitudes and behaviours as well as skills and capabilities.  As indicated earlier in this paper, the number of people ‘working for themselves’, either as sole traders or as owner-managers, is an important measure of levels of entrepreneurship in a region (Uhlaner and Thurik, 2003).

Working in an entrepreneurial organisation.  Not all entrepreneurial organisations are start-ups or small and micro enterprises (and vice versa – not all small enterprises are necessarily entrepreneurial).  Larger companies, as well the public sector, charities and other ‘third sector’ organisation can operate and be managed in entrepreneurial ways  (Davidsson and Wiklund, 2001: 9).  However, regional data tend not to identify and monitor forms of organisation as entrepreneurial activity other than those in the private sector, and so do not fully capture entrepreneurial activity in a region: irrespective of the size or form of organization, if it is working entrepreneurially, micro-econometric evidence supports the thesis that entrepreneurship breeds entrepreneurship (Wagner, 2004).  
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Working in an entrepreneurial way.  How people work, and in particular their approaches to and behaviours at work, can affect levels of entrepreneurial activity (Diochon et al, 2002; Gurwitt, 1998).  Developing the skills to work in an entrepreneurial way will create conditions where individuals stimulate entrepreneurship in organisations through their own actions.  This suggests that enterprise education in schools, colleges, universities and other educational settings, as well as ‘lifelong learning’ and experiential learning through work and other activities, offers a means of developing entrepreneurial skills in people.

Diagram 1:  Cultures and Experiences of Entrepreneurship

4. BUSINESS IN AN ENTREPRENEURIAL REGION

At the heart of the entrepreneurial regional economy are entrepreneurs and the firms and other organisations that they create, manage and build (Atherton and Hannon, 2006).  Entrepreneurship, therefore, is based on and determined by the creation and presence of new organisations.  However, the notion of an entrepreneurial region extends beyond measures of start-up numbers and so can be expanded to include:  (1) healthy start-up rates, net increases in the business stock, improving quality of existing stock and increased diversity in start-ups (2) improving survival rates based on higher numbers of firms surviving, fewer firms failing and enabled closure and exit, (3) growing entrepreneurial firms in which there are higher numbers of firms growing, increased levels of exports (regionally and internationally) and import substitutions, increased profit levels and improved adaptability and flexibility, and (4) clusters and groupings in which entrepreneurial firms benefit from economies of localisation, urbanisation and scale.  

A Healthy Start-up Rate

A healthy business start up rate is important for the development and functioning of an entrepreneurial economy yet is not a guarantee of an entrepreneurial economy.  Although higher levels of business start-up are, in broad terms, desirable, there is some debate as to whether large numbers of start-ups is a sufficiently robust indicator of the levels of entrepreneurship within a region (Audretsch and Fritsch, 2002; Carree and Thurik, 2002; Davidsson and Wiklund, 2001).  In many market-driven economies, there tend to be high levels of ‘churn’ arising from high levels of business start and closure which distorts assessments of a region’s level of entrepreneurship.  Indeed, higher levels of churn may indicate that “entries tend to be non-innovative supplying roughly the same products by using about the same technology as the incumbent firms…moreover, high numbers of entries and exits in a region would be a likely outcome if a relatively high share of the new firms produce mainly for the regional market so that they tend, if successful, to crowd out local competitors instead of creating additional employment in the region” (Audretsch and Fritsch, 2002: 116).  In other words, entrepreneurial regional economies benefit from the establishment of new enterprises that create new value or value-adding activities (Venkataraman, 1997) rather than from new firms whose activities may replicate and replace existing endeavours  (Davidsson and Wiklund, 2001: 94).  

Successive studies have demonstrated that high levels of new firm formation correlate with regional prosperity and results in, amongst others, improved competition both for customers and resources which leads to a higher quality within the populations of both new and existing business stock (Sternberg and Wennekers, 2005), as well as improved diversity in starts as new businesses identify new or niche markets in order to overcome competitive barriers and pressures (Acs and Storey, 2004).

Overall numbers increasing:  Increases in the number of new businesses in a region enhance prospects for additional wealth creation and for the emergence of new forms of economic activity.  Greater competition for customers and for the inputs necessary in serving those customers means that higher numbers of business start-ups are likely to result in the improved allocation of existing resources leading, in turn, to the promotion of regional prosperity.  

Net increases in the stock:  A higher level of business start-ups is, following on from the previous section, also likely to lead to net increases in a region’s business stock as exposure to and experiences of entrepreneurial firms is likely to increase the proportion of a region’s workforce with the skills and expertise necessary for the creation and management of an entrepreneurial firm

Quality of the stock improving:  Increases in the number of new business starts is, all other things being held equal, likely to result in improvements in the quality of the existing business stock as incumbent firms, if they are to survive, are forced to make every effort to resist new and emerging businesses by improving existing business models and practices.  In addition, an increase in the supply of new start-ups will create higher demand for available and scarce resources meaning that those firms with lower acquisitive capabilities are unlikely to secure the resources necessary to start in the first instance.  Given these pressures, the allocative efficiency of a regional economy is likely to improve significantly as a result of increases in value added activities through new enterprise activities which, in turn, will engender greater regional prosperity (Acs and Storey, 2004; Mole, 2002).  

Diversity in Start-ups:  Higher levels of new start-ups will lead to an increase in competitive pressures and, hence, an increase in the number of starts that attempt, through diversity, to overcome competitive barriers by creating and/or entering new or niche markets.  Businesses being established across many sectors and with different scales and forms of operation produce diversity and hence greater diversification and more scope for specialisation, and the associated or concomitant benefits (see clusters and groupings, below) within a regional economy (Audretsch and Thurik, 2000; Boschma, 2004). 

Improving Survival Rates

Improving survival rates (over time) are a key feature of entrepreneurial regions as they offer a clear indication that here are an increasing number of start-ups that are well equipped, in terms of human and material capital, to overcome the numerous and diverse challenges associated with the liability of newness.  From a regional perspective, higher survival rates mean that fewer resources are wasted on short-lived and futile business ventures.  

More surviving:  Increasing survival rates mean that more new businesses continue to operate and to develop, particularly during their early years when they tend to be most vulnerable.  More surviving start-ups provide an indication that the entrepreneurs initiating the starts have higher levels of skills and expertise.  Furthermore, increasing rates of survival suggest that the skills and expertise brought to bear on the new venture have been augmented by sufficient levels of input and assistance designed to enable new starts to avoid and deal with the generally rectifiable problems and issues that many new businesses face (Bradley and Cowdery, 2004; Wiklund, 1999).

Fewer failing:  Although a proportion of firms are likely to fail because of the risk-driven nature of business operation, there are indications that many also fail because they lack resources, such as capital, and know-how and skills to navigate and overcome problems and events that could be resolved should the resources and know-how be available.  As such, fewer failing firms are a strong indication that there are increased levels of and access to the skills and resources necessary in the avoidance of failure.  

Enabled closure and exit:  Business exits may not necessarily have a lasting detrimental impact on regional economies.  Indeed, under certain conditions, business exit may be favourable over the long-term.  High levels of firm closure or exit often occur when businesses are being established that are not viable or sustainable.  Under such circumstances, enabled exit has a positive impact on the regional economy as under-utilised or inefficient resources are released back into the environment.  Furthermore, under the right conditions, a process of entrepreneurial “recycling” may occur in which exiting entrepreneurs use their remaining resources and accumulated experiences to engage in other entrepreneurial activities (Mason and Harrison, 2006).  

Growing Entrepreneurial Firms
Growing firms therefore tend to have one or more of the following features: (1) they sell products and services outside the region, i.e. they ‘export’ either to other regions or internationally (Jones and Coviello, 2002) Lefebvre and Lefebvre, 2002); (2) they are profitable, and can generate increased profit through and for growth; (3) they are adaptable and flexible, making them more able to respond to opportunities and react to market change (Duguay et al, 1997; Sak and Taymaz, 2004; Thurik, 2003).  Although not all growing firms demonstrate all these characteristics, the broad case can be made that the three features of firm growth provide a broad definition, or set of criteria, that can shape and inform regional development patterns and policies.  If, for example, firm growth is measured solely in terms of revenue rather than profit increases, then the net, and hence actual, effects on the regional economy may not be apparent.   Firm growth is important in the development and establishment of entrepreneurial regions as it gives an indication of increased and increasing competitiveness in terms of customer and resource acquisition.  Furthermore, increases in the numbers of growing firms within a regions implies higher volumes of exports (both domestic and international), increasing levels of profit that are required in order to finance and manage growth as well as increasing levels of adaptability and flexibility which allow firms to recognise and respond to new opportunities.  

Many growing firms:  Entrepreneurial regions tend to have firms that are growing, developing new markets and opening up new areas of economic opportunity (Hart and McGuiness, 2003; McQuaid, 2002).  Firms that exhibit rapid and sustainable growth are vital contributors to regional economies as they tend to have a disproportionately high effect on local prosperity, especially employment and private sector turnover, indeed, GEM (2004) estimates suggest that high growth start-ups are likely to increase their turnover volumes by 400% within their first three years of trading.  

Exporting and import substitutes:  Growing firms are also more likely to sell outside the region, thus generating ‘exports’, as they seek to develop and expand their customer base beyond the confines of their local market.  Empirical evidence suggests that SMEs with international activities experience “stronger growth rates, estimated at two to three times the average for OECD economies. Exporting SMEs also tend to be more profitable than those confined to domestic markets” (Lefebvre and Lefebvre, 2000: 18).  In addition, growing firms often have the resources necessary when developing new activities within the region, thereby driving and increasing levels of import substitution (Gardiner et al, 2004).

Increased profit:  Firm growth can be measured in a number of ways, including turnover, employee levels, sales volume, etc.  However, entrepreneurial regions depend on a core number of businesses that are growing in terms of profitability as this suggests that these firms are moving up the value-added chain by embedding higher levels of knowledge in their products and services (Miller, 2000).  Increasing profitability is important for regional development for two key reasons; firstly it suggests that firms are becoming increasingly competitive and, secondly, it indicates that the long-term survival prospects of these firms are likely to be higher than those of firms whose profitability is static or declining (Mole, 2002)

More adaptable and flexible:  Growing firms also tend to be adaptable and flexible, in their operation as well as in how they respond to opportunities.  Customer preferences and wants are liable to change over time leading to decreases in demand for products and services.  As such, growing firms that are able to sustain growth over periods are likely to have the adaptability and flexibility required to respond to market changes (Parker, 2001).

Competitive Clusters and Groupings

Competitive clusters and grouping of firms is a key feature of entrepreneurial economies as they suggest a number of powerful and specific economic benefits, including: (1) economies of localisation; (2) economies of urbanisation; (3) economies of scale.  Agglomeration occurs when firms locate close to each other in densely populated areas (by companies and by people alike) in order to gain benefits from the proximity of other enterprises, of labour and of other inputs (Boschma, 2004; Callejon and Costa, 1996; Harding et al, 2004; Lall, et al, 2004; Mittelstaedt and Ward, 2004).  These agglomeration effects provide enhanced opportunities for collaboration that can generate growth for a company that would be unachievable without such linkages: it is not simply the concentration of skilled labour that distinguishes a region, but also the “availability of suppliers and a variety of regional institutions–including universities, distributors, specialized consulting, market research, testing services, angel investors, and venture capitalists–that provide technical, strategic, financial, and networking advice and services which the regions’ enterprises often cannot afford individually” (Folta et al, 2006: 222).  In addition, individuals who reside in ‘big agglomerate areas’ are more likely to recognise and exploit opportunities than individuals in less economically concentrated areas indicating that agglomerations are positive nexuses of entrepreneurship (Sternberg and Wennekers, 2005).  
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Diagram 2:  Businesses in an Entrepreneurial Region

Economies of localisation:  Economies of localisation suggest that companies in the same or overlapping sectors locate near to each other to gain “intra-industry” benefits, i.e. those based on specialist sectoral knowledge and expertise (Boschma, 2004; Oerlemans and Meeus, 2005; Jensen-Butler et al, 2003).  Localisation economies allow for and emerge from specialisation within firms in the same or related sectors, and so provide greater scope within a particular industry for individual companies to develop complementary niches and expertise that through collaboration and other clustering effects enhances local competitiveness (DTI, 1998; Fuller, 2002).  Economies of localisation are particularly apparent in some of the most noticeable international clusters (Degroof, 2003), such as Silicon Valley (electronics), Boston (biomedical) and the City of London (financial services).  They are also a particular feature of rapidly growing emerging economies, such as China and India.

Economies of urbanisation:  Economies of urbanisation refer to environments that encourage collaboration and the exchange of ideas, leading to diversity of economic activity and higher rates of innovation and new market opportunities.  Urbanisation economies occur because of cross-germination between sectors and industries and through economies of scale in inputs such as labour markets and skills development, which benefit firms in multiple sectors (Armington and Acs, 2002; Rotefoss and Kolvereid, 2005):  “regions provide not only access to local and non-local information (connectivity), but also a context in which regional capabilities are accumulated, reproduced, and recombined through actions and interactions of local agents” (Boschma, 2004: 1006).  

Economies of scale through cooperation:  Economies of scale and scope are the outcome of cooperative endeavours by which firms achieve goals and objectives beyond the reach of their own resources and capabilities by collaborating to ‘pool’ these resources and expertise (Giannetti, 2004; Lindgren and Packendorff, 2002).  These economies, which are evident in both economies of localisation and urbanisation, can be seen as dynamics of ‘micro-clustering’, in that collaborative relationships often occur within very small groups of firms, rather than at a scale where agglomeration effects take hold through the emergence of clusters.  Micro-clustering involves collaboration between groups of business in ways that enable greater flexibility in production and delivery as well as greater scope in seeking and generating orders (Deeds and Hill, 1996).  It can occur in very small groups, of three of four firms, working informally by ‘putting out’ work to each other for example.

5. Enablers of Entrepreneurship

Boschma (2004) suggests that the local context within which firms operate exerts an influence, either positive or negative, on the success or failure of firms.  In other words, businesses are heavily influenced by the presence of:  (1) entrepreneurial institutions which stimulate, support and reflect entrepreneurship and entrepreneurial ways of working, (2) an efficient infrastructure which reduces movement and transportation costs and, (3) the wider economic conditions including, the regional framework, the conditions of key sectors and markets and, finally, the national macro-economic conditions.  

Entrepreneurial Institutions

New economic geography models consider regional institutional environments as having a significant impact on levels of enterprise and entrepreneurship (Gardiner et al, 2004).  This idea has been driven by a growing base of empirical evidence that suggests that the fastest growing regions in the world have well developed networks of firms and other institutions working together to gain additional advantage through collaboration (Folta et al, 2006; Saxenian, 1994)  The institutional environment of a regional will exert significant influence on both the intensity and nature of knowledge creation as well as the “collective learning mechanisms involved, such as the extent and nature of inter-firm cooperation” (Boschma, 2004: 1007).  In addition, the institutional environments of specific regions are likely to shape the intensity of inter-firm relations and, as a result, the degree of peer-to-peer learning and experience exchange within a region thus contributing both to higher levels of interactive learning as well as improvements in the economic performance of local firms (ibid).  

Entrepreneurial institutions contribute to levels of regional entrepreneurship in three related yet specific capacities: (1) they actively stimulate entrepreneurship; (2) they provide the necessary resources and advice to enable entrepreneurship to occur; (3) they work in an entrepreneurial way thereby increasing their understanding of and empathy with entrepreneurial firms: “the distribution of entrepreneurial characteristics amongst local institutions such as the community/regional political leadership, financial institutions and educational institutions…is an additional factor that will affect a region’s firm birth rate” (Armington and Acs, 2002: 39).  

Institutions that actively stimulate entrepreneurship:  Institutions that are directly involved in stimulating entrepreneurial development, for example by encouraging business start-ups or growth, can be characterised as active agents in enterprise development (Hudson, 1999; Madell and Adams, 2002).  These institutions have explicit objectives related to the business and entrepreneurial development of a region.  Success is measured by the extent to which they achieve their overall organisational goals (and rationale), as well as by the ways in which such ‘purposive’ support activities are funded: “what matters is whether institutions are flexible and responsive to change when required: the implementation and diffusion of novelty often requires the restructuring of old institutions and the establishment of new institutions…this dynamic capability of institutions affects the long-term competitiveness of a region considerably” (Boschma, 2004: 1008).  In broad terms, these institutions contribute to the development of an entrepreneurial region by focusing on dimensions of the ‘Businesses in an Entrepreneurial Region’ component of the framework, and so contribute to: (1) healthy start up rates; (2) high levels of firm survival after starting; (3) entrepreneurial firms that are growing; (4) groupings and clusters of firms that achieve greater growth through collaboration and interaction (Diagram 3).  
Institutions that enable entrepreneurship:  Contributions from entrepreneurial institutions mean that, over the short term, peripheral or unfavourable regional environments may not necessarily constrain small firm performance (Hart and Gudgin, 1999).  Selected intervention by, for example, a well-funded business development agency for the small firm sector (i.e., a local enterprise development unit) can stimulate entrepreneurial activity (Hart and McGuiness, 2003).  Recognition of the importance of favourable regional environments has seen the focus of spatial policy switch away from an emphasis on mobile investment and the transfer of jobs between regions towards the augmentation of local strengths where high quality businesses can start and succeed (Turok, 2004). Indeed, entrepreneurial regions benefit from “entrepreneurial environments…characterized by thriving supportive networks that provide the institutional fabric linking individual entrepreneurs to organized sources of learning and resources” (Audretsch, 2004: 5).  

Institutions that work in an entrepreneurial way:  For both types of institution, the ways in which they operate, and the empathy that they have towards entrepreneurs and entrepreneurial activities, will affect overall levels of entrepreneurship in a region (McQuaid, 2002).  Central to the development of an entrepreneurial region, therefore, is the ethos that underpins actions and decisions in enabling and support institutions.  In regions where these institutions are entrepreneurial themselves, and so have greater empathy with entrepreneurs and entrepreneurial people, conditions are conducive for the emergence and development of greater levels of entrepreneurship than in regions where such institutions do not empathise or substantively engage with entrepreneurs and entrepreneurial activities.  The extent to which support and enabling institutions are favourable or not towards entrepreneurs will influence the extent to which the regional framework is, or is not, positively and directly enabling of entrepreneurship. 

Institutions that do not directly support enterprise development, but that play important roles in the functioning of the regional economy, and related social and political processes and dynamics, will also affect entrepreneurial activity, albeit sometimes in indirect or unintended ways.  Planning is an example of an institution that can either enable or prevent entrepreneurial activity in a region, as are local partnerships and representative institutions such as district and county councils.  However, it is perhaps worth mentioning that the institutions that support and enable higher levels of entrepreneurship to occur within a region are also amenable to influence from the activity of entrepreneurial individuals themselves: “entrepreneurs as economic change-agents, [are] able to create or attract the resources and institutions to support their ventures, and able to draw on the rich historical and regional context in which they operate.  Models of regional economic development have largely ignored the role of the individual change-agent in the development of regional economies” (Feldman et al, 2005: 130).  

Efficient Infrastructure

A vital but often overlooked component of the entrepreneurial region concerns the region’s infrastructure.  The nature of a region’s infrastructure is likely to play an important role in influencing levels of entrepreneurship, typically in two ways.  

‘Hard’ infrastructure:  Firstly, the transaction costs of ‘doing business’ can be affected by communications and travel, time as well as cost (Rice and Venables, 2003; Van de Ven, 1993).  In regions where infrastructure is inefficient, i.e. transportation and movement costs are high, incentives to start a business will, all other things held constant, be lower than in regions where efficient infrastructure minimises the costs of economic exchange.  

‘Soft’ infrastructure:   Secondly, particular configurations and forms of infrastructure can encourage and stimulate entrepreneurial activity, for example by concentrating public, academic and private R&D activities locationally.
Economic Conditions

The economic conditions within a region, allied with the wider national macro-economic environment, are also likely to affect overall levels of entrepreneurship (Gardiner et al, 2004; Van de Ven, 1993).  Within a country, regional disparities in terms of industrial structure as well as income and GDP levels may affect levels of entrepreneurial activity.  

Regional framework:  Birley and Westhead (1994) suggest that government policies designed to promote and encourage entrepreneurship have a significant influence of entrepreneurial activity within a region as resources are switched from traditional industries to newly emerging small firms.  Regional economic conditions are also likely to exert an influence on rates of entrepreneurial activity.  In broad terms, a positive relationship can be found between GDP and start-up rates, suggesting that as the number of new businesses increase so does economic activity (although this does not imply any particular causality in this relationship).  In this regard, the relationship between supply- and demand-side variables - such as firm and human population, economic activity, disposable income, economically active population, job density, amongst others – can be seen to play an important role in determining levels of entrepreneurship within regions (Keeble and Walker, 1994).  

Conditions in key sectors and markets:  Where regions, or local economies within them, are particularly dependent upon or sensitive to key sectors, wider market dynamics can have an effect on local entrepreneurship.  The ‘off shoring’ of clothing and textiles has produced industrial restructuring in cities such as Leicester and Nottingham that has led to new entrepreneurial opportunities as well as to the closure of many businesses.  The reverse scenario, of regional growth being driven by fast-growing and competitive sectors, will also influence economic conditions, and prospects for entrepreneurship in these sectors.  In both cases, linkages with other markets can influence regional opportunities for growth and entrepreneurship. 

National macro-economic conditions:  Regional policy and broader national economic policies within which economic activity occurs can also affect levels of entrepreneurship (Birley and Westhead, 1994).  For example, government policy at a decentralized and regional level towards business (Thurik, 2003) will lead to the creation of supply and demand structures that may or may not be conducive to increased levels of entrepreneurial activity.  Initiatives that have been found to encourage entrepreneurship include:  encouraging enterprise and academic entrepreneurship in universities; availability of venture capital; and creation of strong local informational and business development networks (Feldman, 2001).  Specific government policies dealing with the de-regulation of entry and privatization or collectivization of many services and utilities will also influence opportunities to start and manage a successful entrepreneurial firm (Wennekers et al, 2002).  Furthermore, public expenditure decisions and fiscal as well as monetary policy decisions will also play a role in the development of or barriers to entrepreneurial regions.

Diagram 3: Enablers of Entrepreneurship in Regions
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6. CONCLUSIONS
The framework developed within this paper is based on three propositions which, in turn, are based on a set of nine specific and interrelated components.  The nine key components of an entrepreneurial region are themselves an accumulation of a further twenty-eight underpinning factors.  The framework assumes that all three propositions, including key components and underpinning factors, are required to hold for a region to be entrepreneurial.  Each proposition, and the set of components and related factors on which it is based, constitutes a necessary but in itself insufficient condition for the emergence of an entrepreneurial region.

Regions can be considered entrepreneurial, in other words, when all aspects of entrepreneurial activity and support are in place and are supporting each other, in some form and to some extent (Diagram 4).  In other words, the development of an entrepreneurial region is dependent on a number of components and related factors which, whilst insufficient in isolation, create the conditions necessary for increased and increasing levels of entrepreneurship to occur once assembled within the wider framework.
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The assembled framework indicates that the level of entrepreneurship within a region is not exogenously determined but can be developed ‘endogenously’, i.e., it can be reinforced and expanded when all three propositions are in place and are functioning effectively; thereby leading to a virtuous circle (Venkataraman, 2004) through which existing strengths are reinforced and areas of weakness are forced into commensurate levels of improvement.  Regions are more likely to be entrepreneurial, therefore, when all aspects of entrepreneurial activity and support are in place and are supporting each other:  “entrepreneurial activity is not [determined exogenously], but rather… by a number of factors specific to the particular location” (Audretsch and Keilbach, 2004: 3).  The volume of enterprising activity occurring within a regional economy is not, in other words, fixed and but, rather, should be considered as a function of the particular and specific features and characteristics of the region in which it occurs.

Diagram 4:  A Component Model of an Entrepreneurial Economy

The framework is offered as an ideal rather than prescriptive template for understanding the drivers and determinants of entrepreneurial regions as it is unlikely that any region will display a full complement of all of the outlined characteristics.  However, regions that are to be considered entrepreneurial are likely to exhibit at least minimum factor thresholds in order to create the necessary conditions under which entrepreneurship can thrive.  Indeed, regions are likely to display a unique composition of the outlined factors, each with particular strengths and weaknesses that are the result of specific accumulated histories.  As such, the framework offers an insight into the evident disparities in levels of regional entrepreneurship as well as providing a conceptual tool for undertaking detailed and focused research that may offer insights into ways in which underperforming regions might be restructured/refocused so that entrepreneurial activities may flourish at a future date.

7. IMPLICATIONS
The framework offers a detailed attempt to explain the underlying causes of regional patterns of entrepreneurship.  The framework can be used in three related yet distinct ways: (1) for description (assessing or measuring regional levels of entrepreneurship), (2) for explanation (providing insight into regional strengths and weaknesses) and, (3) for prediction (based on current assessment, a region’s entrepreneurial potential can be ascertained).  The framework may, therefore, be used by policy makers when ascertaining which area(s) of a region requires further stimulation and/or support in order to improve levels of entrepreneurial activity.  Areas of identified weakness can then be targeted with specific policies designed to ensure that the overall profile of a region is more balanced and, hence, more likely to function effectively as an entrepreneurial region.  

The framework is presented at a conceptual level and, therefore, requires empirical validation.  In order to be tested empirically, there remains a need to develop a set of specific and comparable metrics for each and every identified factor.  In addition, the framework does not suppose that each of the components provides an equal contribution in the development of an entrepreneurial region.  As such, further work is required in order to ascertain the relative importance and/or influence of each of the identified contributory factors.  

Finally, potential or practicing entrepreneurs may find the framework as a useful means for of assessing the enablers of or barriers to entrepreneurship within their regional business environment and, as such, as a tool by which to position their business or through which to evaluate current or potential opportunities. 

Table 1: Components of an Entrepreneurial Region

	Proposition 1
	Components
	Factors

	Culture and experiences of entrepreneurship
	A culture of entrepreneurship
	Awareness of start-up as a real option

	
	
	Genuine interest in starting

	
	
	Intention to start

	
	People working entrepreneurially
	People working for themselves

	
	
	Working in entrepreneurial organisations

	
	
	Working in entrepreneurial ways

	Proposition 2
	Components
	Factors

	Businesses in an entrepreneurial economy
	A healthy start-up rate
	Increasing overall numbers

	
	
	Net increases in total stock

	
	
	Higher quality stock

	
	
	Increasing levels of business diversity

	
	Improving survival rates
	Higher levels of business survival

	
	
	Lower levels failing

	
	
	Enabled closure and exit

	
	Growing entrepreneurial firms
	More growing firms

	
	
	Increases in exporting & import substitutions

	
	
	Firms achieving increasing profit levels

	
	
	Improved adaptability and flexibility 

	
	Competitive clusters and groupings
	Economies of localisation

	
	
	Economies of urbanisation

	
	
	Economies of scale

	Proposition 3
	Components
	Factors

	Enablers of entrepreneurship
	Entrepreneurial institutions
	Actively stimulate entrepreneurship

	
	
	Support or enable entrepreneurship

	
	
	Working in entrepreneurial way

	
	Efficient infrastructure
	Lower transaction costs

	
	
	Improved ‘soft’ infrastructure such as R&D and knowledge

	
	Economic conditions
	A ‘healthy’ regional economy

	
	
	Key local sectors & markets performing well

	
	
	Supportive national economic frameworks
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