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The Role of  Small Firms in Regional Growth
INTRODUCTION

 Ever since Robert Solow (1956) based his model of economic growth
on the neoclassical production function with its key factors of
production, physical capital and unskilled labor, economists have
relied upon the model of production function as a basis for explaining
the determinants of economic growth.

 Romer's (1986) critique of the Solow approach was not with the basic
model of the neoclassical production function, but rather with what
Romer perceived to be omitted from that model was knowledge.

 Following with Romer, some economists like Lucas (1988) and others
account knowledge, entrepreneurship and innovation as important
factors of production.
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 They believe because it was endogenously determined as a result of
externalities and spillover, so it was particularly important.

 Entrepreneurship encourages innovative activity and puts a region at
the forefront of economic growth.

 Regions that use entrepreneurial capital in a correct way, may be a
winner in a competitive economic growth.

 Entrepreneurship has a central important role among the process that
cause to regional economic change.
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 So the benefits of entrepreneurship for regional welfare have,
promoted much policy interest in how to favor entrepreneurship in
the regional economy.

 This paper considered to entrepreneurship capital as an important
factor in regional economic growth.

 In other word, the main purpose of our analysis is to provide
empirical evidence on how and to what extend entrepreneurship
capital contribute to regional economic growth in Iran.



The Role of  Small Firms in Regional Growth
LITERATURE REVIEW

RelationCountryAuthors
Link of  new and small firms to 

employment generation 
UKHart and Hanvey (1995)

Link of  new firm birth and death 
rate to TFP growth

SpainCallejon and Segarra (1999)

Relationship between self  
employment and regional 

employment rates

SwedenFoelster (2000)

Effect of  start-up rates on regional 
growth rates

GermanyAudretsch and Fritsch (2002)

The impact of  entrepreneurship on 
states growth

U.S Holtz-Eakin and Kao (2003) 



The Role of  Small Firms in Regional Growth
LITERATURE REVIEW

RelationCountryAuthors

Link of  entrepreneurship capital 
to German regions output

GermanyAudretsch and Keilbach (2004)

The relationship between start up 
activity and regional economic 

growth

GermanyMueller (2007)

Link of  knowledge capital to 
regional economic growth

ChinaChien and Hai (2008)

effect of  the increase in the 
number of  firms active in regional 

economic growth

Italy Piergiovanni, Carree and 
Santarelli (2009)

The importance of  SMEs in 
Brazilian regional growth

BrazilCravo, Gourlay and Becker 
(2012)



The Role of  Small Firms in Regional Growth
DATA

 Data type: regional
 Source of data: Iranian Statistical Center (ISC)
 Time period: 2001-2013

Variable definitions and sources

Variable Variable Definition Data Source

Y Regional gross domestic production (without oil) Iranian regional accounts
Y per cap Regional gross domestic production per capita Iranian regional accounts

IVA Industrial value added in each region Iranian regional accounts
K Stock of physical capital used in small firms Iranian statistical center
L Total number of employees who work in small firms Iranian statistical center

R&D Number of the two most qualified labor categories who work in small firms Iranian statistical center

Private Ent Number of private small firms Iranian statistical center
Governmental Ent Number of governmental small firms Iranian statistical center
Cooperative Ent Number of cooperative small firms Iranian statistical center

Official Ent Number of official small firms Iranian statistical center
Public Ent Number of public small firms Iranian statistical center
Total Ent Total number of manufacturing small firms Iranian statistical center
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MODEL SPECIFICATION

 A common approach to measure the impact of entrepreneurship
capital on regional economic performance is on the basis of a
production function of the Cobb-Douglas type.

Audretsch and Keilbach (2005)

Yi=αKi
β1.Li

β2.Ri
β3.Ei

β4.eεi

• By a logarithmic transformation, we have the following equation:
Ln (Y)it= Ln (a) + β1Ln (K)it + β2Ln (L)it + β3Ln (R)it + β4Ln (E)it + εit

 A positive coefficient on physical capital (β1) and labor force (β2) is consistent
with the neoclassical growth theory as asserted by Solow (1956).

 A positive coefficient on knowledge capital (β3) and entrepreneurship capital
(β4) is consistent with the endogenous growth theory, as posited by Romer
(1986) and Lucas (1988).
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CONCLUSION

 In this paper, we measure the entrepreneurship capital by the number

of small firms with different types of legal status.

 Empirical results found that entrepreneurship capital exerts positive

and significant impacts on regional GDP per capita, GDP (without

oil) and industrial value added growth.

 our findings indicate that entrepreneurship capital plays an important

role in the model of production function.

 The results suggest that in the case of Iran, government policies

should direct to enhancement of entrepreneurship capital.




