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The author develops a progressively refined framework composed of four typologies
to help understand, explain, and analyze how various public policy levers impact
new, small, and entrepreneurial businesses. Dimensions for the typologies include
institutions and culture, competition and competition’s intended immediate benefi-
ciaries, impediments and supports, and policy objectives and direct/indirect action.
Implications emerging from the typologies lead to potential hypotheses that can be
subject to further investigation and empirical testing. This issue of JSBM carries the
first of the article’s two parts.

Part 1
The Job Generation Process (Birch

1979) moved new, small, and growing
businesses to the center of attention for
much of the world’s policymaking com-
munity in the years immediately follow-
ing its publication. Birch’s research
found that new, small, and growing busi-
nesses created the lion’s share of net new
jobs in the United States, whereas large
firms created many fewer. The implica-
tion of the research was that small eco-
nomic entities held the key to job
creation, a stunning reversal of prevail-
ing thought. The small business job gen-
eration thesis was confirmed by

subsequent research focused on areas
outside the United States (Organisation
for Economic Co-operation and Develop-
ment 1996). Over the years Birch’s find-
ings were challenged but their results
merely refined or sharpened the thesis;
they did not disprove it.

New, small, and entrepreneurial busi-
nesses have value to society beyond job
generation, innovation being the most
notable and likely the most important.
Still, the basic issue for policymakers is
jobs. Policymakers need jobs; smaller
firms produce jobs; so small business
remains a central focus for many policy-
makers. Thus, despite the raging confu-
sion among most policymakers between
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new, small, and entrepreneurial firms,
small entities continue to occupy a
prominent position in the policy delib-
erations of most political jurisdictions.

Business owners are likewise inter-
ested in the activities of policymakers if
for no other reason than public policy
shapes the business environment. The
policy milieu, such things as government
predictability, honesty and efficiency,
public services, taxes, formal rules, and
general sympathy for new, small, and
entrepreneurial firms, is an essential
component in evaluating the potential
profitability of any business investment.
Whereas many businesses depend on a
particular location and therefore can
only consider the policy environment in
terms of “go/no-go” decisions and to a
much lesser extent, the potential for sub-
sequent policy change, others have
choices. They can choose one jurisdic-
tion over another, thereby realizing more
options and forcing jurisdictions to
implicitly, when not explicitly, compete
for their location (see Jackson 2010 as a
recent example). Still, owners and their
businesses must eventually locate,
making them subject to a specified set of
public policies.

Purpose and Method
The purpose of this article is to provide

a framework of typologies for the analysis
of public policies impacting new, small,
and entrepreneurial businesses. The
system contains four typologies. Each
typology becomes progressively more
specific and familiar as policy tools. Dif-
fering from much current thought that
outlines the elements or direction of
entrepreneurship policy (Audretch, Grilo,
and Thurik 2007; Gilbert, Audretsch, and
McDougall 2004; Hart 2003; Lundström
and Stevenson 2001), compares small

business policy to entrepreneurship
policy (Lundström and Stevenson 2001),
or argues the advantages of a particular
policy approach (Audretch, Grilo, and
Thurik 2007; Hart 2003; Lundström and
Stevenson 2001), the author focuses on
the fundamental levers policymakers
have available, levers that policymakers
use to influence the behavior of owners,
managers, and investors, and through
them, their ventures.

The first typology lies at the highest
and most abstract level, outlining the
most basic societal elements that favor-
ably and unfavorably shape public policy
affecting business and entrepreneurial
activity in a political jurisdiction or
defined geographic area. The second
examines the competitive environment
and the manipulation of competition
policy, including use of different immedi-
ate beneficiaries to create competitive pri-
orities. The third addresses the levers of
what has been termed “small business
policy” (Lundström and Stevenson 2001)
or public supports in contrast to reduction
in transaction costs (removal of impedi-
ments), and the fourth typology illustrates
how direct and indirect policy levers can
be manipulated to deal with differing
economic and social objectives. As will be
shown, these basic policy levers apply to
new, small, and entrepreneurial firms but
not necessarily equally or in the same
ways. Nor is the outcome identical.

Typology is the methodological tool
employed for the following analysis. The
technique has had a durable history in
political science (policy) (Smith 2002)
and entrepreneurship (Miner 1997) and
is generally familiar. To the best of the
author’s knowledge, however, public
policy and entrepreneurship have not
previously been melded into typology.1

Though the method has been employed

1This article draws heavily on concepts previously published by the author, which did include
typologies to explain public policy affecting entrepreneurship in the United States (see, Dennis
2005).
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in entrepreneurship to yield implications
for public policy, it has not addressed
policy per se. Kirchhoff’s (1994) dynamic
capitalism typology, for example,
focuses on innovation and growth rates
as dimensions with high–low cells to
explain differences between small and
entrepreneurial business. Similarly,
political science offers policy typologies
that could broadly apply to the firms of
immediate interest but are not designed
for them. Gormley’s (1986) salience–
complexity typology, including
Eshbaugh-Soha’s (2006) extensions, is an
example. The salience–complexity
dimensions employed in the typology,
each containing high–low cells, present
four different incentive sets for political
actors to become involved in the
regulatory/political process. One group
of actors conceivably could be entrepre-
neurs or their trade association represen-
tatives, among others. However, while
explaining the reason for persons to
become involved in virtually any policy
issue (the Eshbaugh-Soha extensions),
the typology does not address policy
levers, the subject of this inquiry.

The reason for typology’s long run as
a method is its ability to condense often
complex phenomena into simple,
defined categories. By compressing and
classifying phenomena into abstract,
ideal groups or distinct classes, similari-
ties and differences are accentuated and
subtleties minimized. It is a flexible
method where minimal success results in
explanation rather than description.
However, the best typologies push
further. They pose manageable theory
(Helfgott 2008). Theory generates
hypotheses. Under the rubric of tax-
onomy, typology then extends to empiri-
cal hypothesis testing (Smith 2002).

The weakness of typology is its
strength. Assignments to classes are typi-
cally arbitrary and lack an objective
means of assignment (Smith 2002). Prin-
cipal component analysis is sometimes
used to avoid such subjectivity (see, for

example, Westhead 1990; Chen and
Yung 2009), but that method requires
measurable data to exist a priori. In addi-
tion, since typologies are composed of
ideal-type forced classification, nuance is
eliminated. Classes are stark; a phenom-
enon is in one or another category, not
shaded in any direction. Typologies can
attempt to assuage sharp distinctions by
using terms such as high–low or better–
worse, effectively morphing what ideally
would be nominal scales into interval
scales. The following typologies possess
these liabilities, and though developing a
series of implications that effectively
serve as propositions, no formal hypoth-
eses appear.

The author’s framework ultimately
attempts to do the following: make
public policy more comprehensible, par-
ticular to business owners and associated
service providers who often pay too little
attention until a policy-related crisis is
upon them; assess the fundamental
levers policymakers have to influence
new, small, and entrepreneurial busi-
ness; enhance appreciation for the trade-
offs public policy involves; clarify the
often implied but unstated objectives of
policy initiatives; demonstrate that public
policy encouraging entrepreneurship is
not always policy encouraging small
business and vice versa; and elevate the
level of policy debate surrounding policy
impacting new, small, and entrepreneur-
ial businesses. Though many of the con-
cepts presented here might apply equally
to other areas of public policy analysis,
the author makes no claim to their
universality.

The Framework
Typology I—The Entrepreneurial
Society

Douglass North (1990) and early insti-
tutional theorists provide the theoretic
basis for the first and most general typol-
ogy presented. An economic historian,
North’s principal interest lies in the
process of economic change over time
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and the factors that create incentives to
stimulate it. Central to change or lack
thereof are institutions because institu-
tions constitute the incentive structure.

North’s (2005, 1990) institutions are a
sweeping concept. They not only involve
government structures, such as legisla-
tive bodies, court systems, and constitu-
tions (written and unwritten), that create
and enforce the formal “rules of the
game,” but the cultural norms and incen-
tives handed from generation to genera-
tion that constitute the informal “rules of
the game.” Change typically occurs incre-
mentally in both as organizations, that is,
entrepreneurially bent actors, respond to
perceived new opportunities and/or
threats. However, incentives do not
inevitably yield change and growth; they
can also yield stagnation and decline.
Growth occurs only when those
entrepreneurial-bent actors reduce trans-
action costs, political, social, and
economic.

North and institutional theorists do
not distinguish between the formal rules
of the game and the informal. Both are
part of the institutional structure. In this
paper, the author separates them. He
divides them into two dimensions
because they are two different sources of
authority that influence transaction costs,
which, in turn, affect growth and two
different levers that can be purposefully
pulled to effect change. These dimen-
sions parallel the economic/political and
social/organization branches of institu-
tional theory (Bruton, Ahlstrom, and Li
2010). The two iterate, typically change
at different tempi, and are more and less
difficult to consciously alter. However,
they are distinct. Hence, the two dimen-
sions for Typology I are Institutions and
Culture, with institutions referring to the
formal rules and culture to the informal
rules that establish the constraints
shaping the incentive structure.

Typology I places Institutions (formal
rules) on one axis and Culture (informal
rules) on the other. Each of these is

divided in two parts, favorable to entre-
preneurial activity and unfavorable to
entrepreneurial activity. Both are pur-
posefully ill-defined, but at the most fun-
damental level, they involve such
questions as the following:

(1) Institutional: (1) Is there a rule of
law, including equal protection
under the law? (2) Do property
rights exist, and are they protected?
(3) Are constraints on private eco-
nomic activity unreasonably limited?

(2) Cultural: (1) Does society accept
change easily? (2) Is failure a legiti-
mate outcome of an economic
experiment? (3) Is economic ineq-
uity tolerated?

Favorable and unfavorable are posi-
tioned as independent entities, but in
reality, they more closely resemble a
sliding scale. Many public policies affect
the overall entrepreneurial climate,
whereas many cultural norms and tradi-
tions serve the same function. The result
within each political jurisdiction or area
within one is a unique mixture of insti-
tutional and cultural constraints that
shape the incentive structure. If the
incentive structures are different, it is
reasonable to expect that economic out-
comes over time will also be different.

The Quadrants of Institutions
and Culture

The quadrant in Typology I (Figure 1)
that springs from a favorable culture and
favorable institutions carries the obvious
name, Entrepreneurial. Both axes favor
entrepreneurial activity, that is, both
incent entrepreneurs to seek change that
reduces transaction costs (within pro-
scribed constraints). The projected result
of these conditions is a relative abun-
dance of entrepreneurs and entrepre-
neurial activity.

A favorable culture and favorable insti-
tutions are mutually reinforcing. Both
produce incentives to the same general
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end, meaning the two dimensions of the
quadrant feed off one another. The result
is a virtuous circle. With the tenor of
incentives moving in the same direction,
in this case the favorable direction, the
entrepreneurial quadrant is relatively
stable and tension free. Though produc-
ing inertia, stability does not imply path
dependence or permanence. Forces that
benefit from the status quo are always
present to preserve it (Mokyr 1990, pp.
178–179), thereby institutionalizing a per-
manent opponent to the virtuous circle
that strengthens and becomes more
threatening over time (Olson 1982).

The mirror image of the Entrepreneur-
ial quadrant is the Stagnant quadrant.
Both the Culture and the Institutions
dimensions are unfavorable to entrepre-
neurial activity. The presence of entre-
preneurs and their activity is therefore
limited. Like the Entrepreneurial quad-
rant, it too is relatively stable as both
dimensions reenforce one another, creat-
ing a vicious circle. Differing from the
Entrepreneurial quadrant where the
impediments to change are vested inter-

est in the status quo, the Stagnant quad-
rant’s incentive to escape its vicious
circle is poor economic (and/or political)
performance. Recognition and intoler-
ance of the gap (growing gap) between
poor economic performance and accept-
able economic performance (rejection of
the status quo) represents the incentive
to change.

The remaining two quadrants are
more complex and interesting because of
the mismatches among the favorable–
unfavorable cells on the two axes. One
axis in the two quadrants represents a
favorable influence to entrepreneurial
activity; the other represents an unfavor-
able influence. Hence, the formal and
informal rules of the game offer conflict-
ing incentive structures.

Mismatches carry tensions, making
the two mismatched quadrants unstable.
As a general proposition, the tension
arises because of different outlooks
among the political “ins” and political
“outs.” One group wants to change insti-
tutional incentives in one direction and
the other resists (in the rare truly revo-
lutionary situation, such as the Soviet
Union of the early 1920s, simultaneous,
massive changes in the culture will also
be sought by the revolutionary group).
The political “ins” may or may not be
democratically elected. However, demo-
cratically elected “ins” are likely to more
quickly resolve mismatches, one way or
another, than are authoritarian “ins.”

Take the quadrant Led. That quadrant
represents favorable institutions and
unfavorable culture. It illustrates situa-
tions where the top, which is the “ins” or
rulers, produces or attempts to produce
institutions incenting entrepreneurial
activity. They will typically be opposed
by the “outs.” The result is tension, with
the leadership promoting institutions
that support greater entrepreneurial
activity with others pulling in the oppo-
site direction.

Eastern Europe after the fall is an
example of more and less Led societies.

Figure 1
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Leaders, particularly in Estonia and
Czechoslovakia, subsequently the Czech
Republic, aggressively changed national
institutions to incent entrepreneurial
activity. Such incentives did not occur by
their mere suggestion. Mart Laar, the
reformist prime minister of Estonia,
asserted that market reforms were never
without serious objection and he lost
office for a time to prove it (Laar 2007).
Other leaders in Eastern Europe were
less adventurous and encountered
greater opposition. Though each country
had its own experience, the Index of
Economic Freedom, a useful, if imperfect
measure for current purposes, ranked
Estonia by 2009 as the 13th freest
economy in the world compared to 71st
for neighborhood resident Poland and
75th for Eastern European brother Bul-
garia (The Heritage Foundation 2010).

The Repressed quadrant is the mirror
image of the Led. Here, it is typically the
bottom pushing entrepreneurial activity,
most likely by engaging in it as the top
tries to suppress it. A simmering kettle
with the lid on is an apt metaphor. The
kettle’s water may be barely moving or
bubbling vigorously and the lid may fit
loosely or tightly. However, the pressure
comes from below and is held in check
at the top by the “ins,” at least for a time.
The motives for repression could be
ideological or a threat to power, though
the reason is not important for current
considerations.

An example of this quadrant is China
(Puffer, McCarthy, and Boisot 2010), par-
ticularly during the Maoist period. There
is no way to prove that the entrepreneur-
ship of historical China did not continue
to smolder during the mid-20th century,
but it is difficult to believe centuries were
erased in a few decades. While private
property and entrepreneurial activity in
China per se was suppressed at that time,
the Chinese diaspora controlled much of
the entrepreneurial activity in Southeast
Asia, and, Taiwan, under Nationalist
Chinese authority, became a Tiger. The

political “ins,” in this instance, the Maoist
faction of Chinese Communist Party, vig-
orously suppressed it.

Implications of Typology I
Typology I illustrates at least five rel-

evant points for policy impacting entre-
preneurship. First, the conditions for
entrepreneurship in a geographic area
can change because institutions (incen-
tives) and culture can change (North
1990, 2005; Baumol 1996). It is also
certain they will. However, change does
not necessarily fall on both axes at the
same time and/or in similar amounts.
Institutional change is likely to occur
more rapidly and erratically than cultural
change. Smaller open countries and/or
geographic units where outside forces
play a more important role than in larger,
more insulated ones are likely to change
more quickly, other factors equal. Insti-
tutional change can also occur quite
abruptly, but considerable time may
elapse before there is a response (North
1993). In virtually all cases, the response
to change extends well beyond the next
election, disappointing change propo-
nents, at least in the near term. More-
over, change does not necessarily
produce greater opportunity for entre-
preneurial activity; it can do precisely the
opposite.

Second, history has developed differ-
ent institutions and different cultures for
each area considered, the larger the area,
the more likely the differences. Today,
every entity stands at a different point.
Because each lies at a different point,
one universal optimal policy for entre-
preneurship or small business cannot
exist. Even similar localities respond dif-
ferently to the same policy (North and
Smallbone). Still, considerable common-
ality, such as the rule of law, must exist
at the highest levels with greater paro-
chialism at the lower.

Third, the incentive structure (institu-
tional) is not the only element that must
be shaped in order to achieve greater
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entrepreneurial activity. Institutions con-
stitute only one axis. The culture must
be addressed as well. Moving the
culture, let alone shaping it, lies outside
the realm of most conscious policymak-
ing, Denmark being a notable anomaly
(Dreisler et al. 2003). Further, cultural
change usually takes times, lots of time.
Revolutionary restructuring, such as
ethnic cleansing or class-based purges, is
the exception. Yet, shaping the culture
occurs continuously through public
expressions of social approval and dis-
approval, classroom and religious
instruction, and so forth.

The fourth point is that policymakers
cannot turn on and turn off entrepre-
neurial activity at will. That means the
behaviors and values stimulating entre-
preneurial activity can be channeled only
with great difficulty. It is therefore highly
unlikely, if not impossible, to have a
highly entrepreneurial industry, such as
information technology, sitting on top of
a society hostile to entrepreneurship
everywhere else (Drucker 1985). If entre-
preneurial activity is present, entrepre-
neurial search spills outside the desired
channel into others (Kirzner 1985). Simi-
larly, if no entrepreneurial activity is
present, policymakers cannot expect to
stimulate it and channel it in a preor-
dained direction. The result is that poli-
cymakers cannot predict where
entrepreneurial activity will appear nor
tightly control aspects they do not like.
They may have to “buy the whole entre-
preneurial package,” or at least a sub-
stantial share of it, if they want any.

Lastly, the time frames of democratic
elections, though not necessarily authori-
tarian rule, and entrepreneurial response
to institutional change do not overlap.
Democratically elected officials typically
stand for election every five years or less.

Though institutions and possibly
(remote) culture can change in less than
five years, a transformation that both
encourages and results in additional
identifiable entrepreneurial activity is
almost impossible to achieve. That
means politicians supporting and imple-
menting institutions strengthening entre-
preneurial activity must leave visible
corollary markers if they intend to
pursue their objectives.

Typology II—Competition and
Intermediaries

The link between entrepreneurship
and competition is intimate. North (2005,
1990) regards competition as fundamen-
tal to motivating entrepreneurially bent
actors to make growth-inducing innova-
tion. Kirzner (1973) calls the two oppo-
site sides of the same coin. Vesper (1984)
regards entrepreneurship as based in
competition. Manipulating the competi-
tive environment therefore becomes a
major lever by which policymakers can
incent and/or shelter new, small, and
entrepreneurial business.

The amount of or even the presence of
competition in a jurisdiction is not a
given. Its presence and degree are con-
trolled from two sources. The first, and
the one about which we comment little, is
the culture. Some societies simply value
competition and individual achievement
more than others do (Kreiser et al. 2010;
Inglehart and Wetzel 2005). The second is
institutions, as just argued in Typology I,
which are subject to relatively short-term,
minute manipulation.

Policy always imposes limits to com-
petition, in part because of value systems
and in part because competition can
raise transaction costs under certain cir-
cumstances.2 The most extreme limit
occurs when competition is prohibited or

2Baumol (1996) makes the important point that entrepreneurial activity is not always produc-
tive. It can raise transaction costs notably under certain circumstances. He uses examples of
marauding bands in the Middle Ages and lawyers filing nuisance suits currently.
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monopolized by the state. Minerals
extraction, such as salt in medieval times
and oil more recently, are examples. Less
severe limits are more common. Local
zoning (land use) restrictions and regu-
lated shop operating hours are two
obvious cases.

Policy designed to increase competi-
tion contains two principal themes. Tra-
ditionally, it has meant a reduction in
constraints. Reduced constraints are typi-
cally another term for deregulation, a
phenomenon that prior to the financial
crisis was an increasingly popular theme
in the economic sphere in many parts of
the world. International trade, finance,
transportation, and even occasionally
labor serve as examples (but these trends
were countered by prevailing currents in
the social and environmental spheres,
which pointed in the opposite direction).
The second theme of policy designed to
increase competition is constraints
imposed to prevent business from sub-
verting competition. The result is compe-
tition or antitrust policy intended to
eliminate anticompetitive behavior.3

Both themes impact new, small, and
entrepreneurial business but impact each
differently. Deregulation should support
entrepreneurial activity since entrepre-
neurship, by definition, is innovative.
Entrepreneurs will move into the voids
created by change in the rules. New busi-
nesses are likely to do the same, but such
adaption is not necessarily true of small
businesses that do not or cannot adjust
to the changed rules.

The purpose of antitrust policy is to
protect competition, not competitors. That
suggests such policy supports entrepre-
neurial activity. Yet, other than examining

mergers and halting cartel-type activity, its
effectiveness is not clear (Baumol, Litan,
and Schram 2007). In fact, competition
policy, most notably the overlapping con-
cepts of price discrimination and “fair com-
petition,” can be distorted and used to
shelter businesses from the competition
they purport to uphold.

Figure 2 presents a typology outlining
the alternatives policymakers have avail-
able to them when addressing competi-
tion. The x-axis of the typology
represents the degree of competition in a
political jurisdiction. Two nominal cat-
egories lie along the axis, more and less.
The range is considerable as a practical
matter (The Heritage Foundation 2010).
A striking feature is that the more
developed countries generally permit

3The basic concerns of antitrust law are the following: firms avoiding competition, such as price
fixing and carving up markets; monopoly, more commonly dominant firm behavior where one
firm is large enough to increase prices by reducing output; markets with so few firms that each
has an influence on prices and output and each can notice the actions of others and respond
to them; and rivals merging, which could create dominant firms conditions (Elhauge and
Geradin 2007).
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more competition and the less developed
countries less (The Heritage Foundation
2010).

Conventional thought argues that the
purpose of competition is to directly
benefit consumer welfare. However, as
will be shown, others see businesses as
intermediaries, to be sheltered from com-
petition or assisted to compete so that
consumers will, at some point (later),
benefit. This view holds that policy must
first ensure healthy competitors in order to
assure healthy competition. The y-axis in
the typology presents the immediate ben-
eficiary of government efforts to enhance
competition, which in turn shapes the
jurisdiction’s competition strategy. The
Immediate Beneficiary can be competition
(consumers) or competitors (businesses).

The Quadrants of Competition and
Immediate Beneficiaries

The quadrant characterized by high
competition and consumers as the Imme-
diate Beneficiary in Figure 2 is Classic.
This is the free market of text books.
Open competition spurs innovation,
which raises quality and service and
reduces prices, thereby making consum-
ers the principal immediate beneficiary.
Common elements to the policy are con-
stant pressure to reduce rules, excepting
those designed to guarantee competition.
Policy cares little about the conditions or
the fate of individual competitors. They
become important only when their fate
poses a threat to competition.

Though consumer welfare is the
immediate result, an associated result is
business churning and destruction. The
Classic quadrant thereby encourages

entry and entrepreneurial activity, but it
gives no respite to small firms.

The United States strongly moved
toward Classic in the economic sphere
from the late 1970s to the mid-2000s
(Dennis 2005). The country deregulated
several industries, among them trucking,
railroads, airlines, finance, including
banks, and electricity. At the same time,
it maintained an antitrust policy increas-
ingly centered on competition rather
than competitors, sometimes to the dis-
tress of small business interests. Simulta-
neous countering increases in social and
environmental regulation, however,
meant that the United States fit the quad-
rant marginally rather than solidly.

Opposite Classic in Figure 2 lies the
Protected quadrant. Protectionist policy
immediately suggests international trade
barriers such as the agriculture trade
obstruction imposed by Europe (31
percent of world total), the United States
(16 percent), and Japan and Korea (12
percent).4 However, though blatant and
highly visible, agriculture barriers in the
developed countries represent only a
portion of international trade barriers, let
alone the domestic barriers that are often
at least as prominent. Shop closing
hours, minimum prices, questionable
occupational licensing requirements,
limits on the number of competitors or
production, and excessive business reg-
istration requirements are all examples
that can be found in many places.

Though the examples earlier usually
represent simple rent seeking, some poli-
cymakers argue for reasons of both long-
term competitiveness and historical
example (Chang 2008),5 “fairness”

4The U.S. Department of agriculture estimates that world welfare loss emanating from agricul-
tural trade barriers amounts to $56 billion US. Fifty-two (52) percent of the distortions come
from tariffs and quotas, 31 percent from domestic subsidies, and 13 percent from export
subsidies (U.S. Department of Agriculture 2001).
5The argument generally runs that new, developing industries, particularly in less developed
countries, simply cannot hope to compete against established businesses with economies of

JOURNAL OF SMALL BUSINESS MANAGEMENT100



(Schaper 2010) or numbers equating to
competition (De 2000) that immediate
beneficiaries of competitive policies
should be businesses. The former is the
infant industries, import substitution, or
jobs created/saved arguments; the
second is the unfair competition argu-
ment that accompanies price discrimina-
tion issues among others, and the latter
is the simple impression that more com-
petitors means more competition.

A protectionist policy limits competi-
tion by sheltering firms. It protects
incumbents, large and small, thereby
relatively injuring change agents or
entrepreneurs and new entrants.
However, protectionist policy can also
damage the competitive position of other
types of nonfavored firms, such as pro-
ducers for domestic markets in an
export-driven policy. Damage can accrue
to small or large, entrepreneurial and
not, depending on the specific policy
form. However, protectionist policy can
purposefully hide replicative entrepre-
neurs behind barriers until they become
strong enough to emerge into fully com-
petitive markets. Toyota is the largest
example of such industrial grooming
(Chang). Thus, under certain circum-
stances, protectionism can aid entrepre-
neurs, at least replicative entrepreneurs.

The Controlled quadrant in the typol-
ogy is composed of low competition and
consumers as competition’s Immediate
Beneficiary. In this quadrant, govern-
ment either monopolizes specific sectors,
such as health, education, electricity pro-
duction and distribution, telephone
service, radio and television, insurance,
and so forth, and/or it produces commer-
cial goods and services for its own con-
sumption, such as printing, cafeterias

and food service, vehicle maintenance
and repair, yard and garden services,
among others. Whereas governments are
increasingly subjecting monopolized
industries to competition and competi-
tively outsourcing its own commercial
activities, treatment varies enormously
from jurisdiction to jurisdiction.

Government monopolization elimi-
nates competition within potential
markets. Performing government’s com-
mercial activities in-house reduces it.
Consumers are the immediate beneficia-
ries of such policies in the typology.6

However, the policies also minimizes a
potential class of private businesses,
entrepreneurial and not, by substituting
noncompetitive public entities for com-
petitive private ones. The policy also res-
urrects Drucker’s (1985) argument noted
in Typology I that entrepreneurial indus-
tries cannot long live side by side with
industries prohibited from being so; one
must give.

Across the typology from the Con-
trolled quadrant is the Sponsored quad-
rant. The quadrant begins with
significant amounts of competition and
businesses are its immediate beneficiary.
This combination does not appear often,
but recruiting businesses from another
jurisdiction can be an example. This
“beggar-thy-neighbor” approach to eco-
nomic development effectively pur-
chases rather than grows local/domestic
businesses. The purchase price or spon-
sor’s fee, which includes indirect as well
as direct subsidies, benefits the recipient
business immediately. Consumer welfare
is designed to follow. The approach at
least temporarily increases competition
because the public infusion provisionally
raises the recruit’s competitive capacity.

scales that typify the developed world. Trying leaves these countries with two alternatives:
permanent poverty or economic colonization. Further, the historical record argues that coun-
tries that moved from the less developed to the more developed world used protectionism.
Brazil (1900s), Japan (1800s), and the United States (late 1700s) are examples.
6It is arguable that consumers benefit overall.
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High potential (entrepreneurial) busi-
nesses are those most likely to be
recruited among the group of businesses
under consideration, though the subsi-
dies are often reserved for large enter-
prises.

Export subsidies are a second
example of policy that fits in the con-
trolled quadrant. Many, if not most,
countries have some type of policy
ranging from market intelligence to
finance that tacitly underwrites small
business exports. The policy immediately
benefits businesses and raises competi-
tion, which clearly has a positive effect
on consumers in the country purchasing
the exports, though a negative tax effect
for consumers of the countries sending
the subsidized goods/services abroad.

The antitrust emphasis in competition
policy often focuses on anticompetitive
behavior that directly damages small
firms. European competition policy, for
example, asserts that the large may not
exploit the small,7 which could mean
protecting small suppliers from unrea-
sonable payment delays by their large
customers. Though that implies protect-
ing competitors rather than competition,
it is possible to protect competitors and
competition at the same time. The case
cited earlier appears to be one such
instance.

Implications of Typology II
Typology II offers implications for

policymakers’ intent on increasing

entrepreneurial activity in their political
jurisdictions, the most important being
that institutions can stimulate or depress
entrepreneurship through the limits it
places on competition. As a general rule,
limiting competition depresses entrepre-
neurship; expanding competition has the
opposite effect. Still, not all types of entre-
preneurship are desirable (Baumol,
1996). An area’s values (culture) substan-
tially determine which types of competi-
tion are acceptable and which are not.
Loaning money for profit (with interest),
for example, was religiously prohibited to
Christians during the Middle Ages. Into
the 19th century, French cloth merchants
were vigorously competitive in all ways
but one, price; social values did not
permit price competition (Landes 2003, p.
245), but values are not the only source of
limitation. Contemporary politics, includ-
ing the self-interest of competitors, play a
role. That leads to the second implication.

By no means are all limits placed on
entrepreneurship compatible with
national values or the public interest.
Entrepreneurs undermine the position of
competitors. Competitors rise to chal-
lenge the threat; they challenge the
threat with economic and rent-seeking
political action. They even often seek
strange allies to help them.8 Though such
alliances fog issues, at some point, poli-
cymakers must distinguish between
private and public interest. Is the
restraint on competition about society’s
values and the public interest or about

7“In doing business with smaller firms, large firms may not use their bargaining power to
impose conditions which would make it difficult for their supplier or customer to do business
with the large firm’s competitors. The Commission can (and does) fine companies for all these
practices. Its investigations into anti-competitive practices are not restricted to goods. They also
cover the liberal professions and services, including financial services, such as retail banking
and credit cards” (Europa 2010).
8Yandle (1983) colorfully labeled such pacts as between baptists and bootleggers. Baptists in
the American South actively opposed the sale of alcohol for consumption throughout most of
the 20th century. Bootleggers illegally manufactured, transported, and sold it. When a proposal
was put forward to legally sell liquor in a “dry” community, the baptists and bootleggers went
into tacit alliance to oppose legal liquor sales.
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competitors’ effort to legally insulate
themselves from competition? Does the
regulator choose to regulate for the
benefit of competitors or competition?

The drive to increase competition is
not always simple or linear, nor without
the need to exercise judgments that non-
interested parties may disagree reason-
ably upon. It may even step backward as
reality intervenes to yield curious out-
comes. The patent–copyright system is
an example. Successful entrepreneurs
require handsome returns to make inno-
vative activity worthwhile (Baumol,
Litan, and Schram 2007). Yet, intellectual
property rights temporarily eliminate
competition. Competition must be put in
abeyance for an arbitrary period to maxi-
mize entrepreneurial return, which is a
stimulant to innovation. A shorter legally
protected period means more competi-
tion and less return; a longer one means
less competition and more return. Prop-
erty rights constrain competition. Yet, as
a general rule, the protection of intellec-
tual property rights as the protection of
other property rights work hand in glove
with competition to produce a structure
that yields innovation.

The antitrust measures intended to
increase competition also can yield con-
tradictory results. Limitations on mergers
and acquisitions can increase or reduce
competition as can price discrimination.
Their enforcement often requires truly
difficult human judgments about pro-
spective actions. Fair competition is also
in the eye of the beholder though it
springs from a value different than
enhanced competition. Thus, whereas
entrepreneurial business is more attuned
to increased competition and open
markets, small business is more attuned
to fair competition and value-based
limits to competition.

Movement from quadrant to quadrant
in Typology II is typically captured by
the forces of change and stagnation
briefly outlined in Typology I. Nonentre-
preneurial public employee incumbents,

for example, will battle entrepreneurial
business challengers in the Controlled
quadrant to expand the amount of “busi-
ness” performed in-house. However,
Typology II offers a twist to this dynamic
because many of the policies contained
therein are designed to be temporary,
with individual firms eventually moving
to a different policy environment. Poli-
cies flowing from the Protected, such as
infant industries, and Sponsored quad-
rants, such as subsidized recruitment, are
principally affected. Policymakers intend
in these instances, at least theoretically,
to remove beneficiaries from their nests
once they have reached competitive
maturity and can venture out into the
unfettered market. However, the
dynamic changes when some firms
either cannot or do not reach competitive
maturity, whereas others, after reaching
it, continue to demand shelter. Here, the
policymaker is likely to be pitted against
a live constituent rather than an abstract
group or policy, a substantially different
role than policy development for the
entire jurisdiction.

Finally, the variety of means used to
prioritize business interests over con-
sumer interests as immediate beneficia-
ries of policy is quite remarkable. The
rationale for the business first priority is
always that consumers will eventually
benefit more by temporarily favoring,
thereby strengthening businesses. Others
can judge the validity of those claims.

Conclusion to Part 1
The first two of the four typologies in a

framework developed to assess public
policy affecting new, small, and entrepre-
neurial business appear in the preceding
pages. The two remaining will be pre-
sented in part 2, which will be published
in the next issue of this journal. In part 2,
the author will examine those policies,
which are used more frequently and
visibly to affect the considered business
population, and which are commonly
regarded as components of entrepreneur-

DENNIS 103



ship or small business policy rather than
broad economic policy.

If there is a single item to be taken
from the discussion to this point, it
should be that the visible aspects of
public policy affecting new, small, and
entrepreneurial business have deep
roots. Much that lies behind policy is
hidden, both in terms of its origin and in
the interests that developed and maintain
it. However, if we decompose the basic
elements of a policy and shove it into a
few, generic small compartments as per-
formed here, it is possible to gain a much
greater understanding of the policy and
what has driven and continues to drive it.
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