Science Journal of Business and Management
2014; 2(4): 109-115
Published online September 30, 2014 (http://www.sciencepublishinggroup.com/j/sjbm)
doi: 10.11648/j.sjbm.20140204.12
ISSN: 2331-0626 (Print); ISSN: 2331-0634 (Online)

The role of government policy in entrepreneurship
development
Nkem Okpa Obaji1, *, Mercy Uche Olugu2
1
2

Fakulti of Management, Univerisiti Teknologi Malaysia, 81310 UTM, Skudai, Johor, Malaysia
Department of Statistics, Federal School of Statistics, Ibadan, National Bureau of Statistics, Nigeria

Email address:
amazonsng@yahoo.com (N. O. Obaji), olugumercy@yahoo.com (M. U. Olugu)

To cite this article:
Nkem Okpa Obaji, Mercy Uche Olugu. The Role of Government Policy in Entrepreneurship Development. Science Journal of Business and
Management. Vol. 2, No. 4, 2014, pp. 109-115. doi: 10.11648/j.sjbm.20140204.12

Abstract: This paper aims to develop a conceptual framework that examines the role government policy plays in the
development of entrepreneurship and its impact on economic development. The study builds on existing literature on
entrepreneurship, economic development and government policy as it relates to entrepreneurial practices. The outcomes of
literature review propose two hypotheses. Integrating entrepreneurship practices with economic development, with government
policy intervening, a framework is developed. For the reason that entrepreneurship is a part of economic development strategy
employed by several countries globally to achieve macro-economic benefits. The framework provides a starting point for
researchers and practitioners to further examine entrepreneurship policies and practices. For researchers, the framework
clarifies the determining attributes of entrepreneurship, government policy and economic development dimensions and their
proposed relationships. For practitioners, the framework can be used to gain an understanding of the role of government policy
on entrepreneurship development as well as economic development.
Keywords: Entrepreneurship, Economic Development, Entrepreneurs, Government Policy, Moderator

1. Introduction
It is reported in entrepreneurship literature that several
variants of definition of entrepreneurship concept exist [1] for
the reason that entrepreneurship epitomises a complex
phenomenon, being examined as a process, a resource or a
state-of-being [2]. In line with this, researchers classify
entrepreneurship into three main groups [2]. The groups are
behavioural definitions (e.g., Schumpeter, Kirzner);
occupational definitions (e.g., Evans and Jovanovic);
synthesis definitions (e.g., Gries and Naudé). This study will
adopt the behavioural definition of Schumpeter. Schumpeter
[3], defined entrepreneurship, as making new combinations
which include the introduction of new goods, new methods of
production, opening of new markets, new sources of supply
and new organizations.
The importance of entrepreneurship development in several
economies globally cannot be overemphasized; as such
majority of countries worldwide have established programmes
to support entrepreneurship within their communities [4]. One
of the support schemes that spur entrepreneurship
development is the business incubator and the policy tool to

achieve this is the business incubation initiative. Economic
development has been defined by [5] as the method of creating
wealth by the gathering of human, financial, capital, physical
and natural resources to produce marketable goods and
services. Rice and Matthews [6]reported that the main goal of
business incubation initiative is entrepreneurship development.
In other words an incubator’s main goal is to produce
successful firms that will leave the programme financially
viable and freestanding[7].
Business incubators within such programmes serve as
places where entrepreneurs receive value-added support and
access to critical tools, information, education, contacts,
capital, and other resources that may otherwise be
unaffordable, inaccessible, or unknown to them[7]. These
resources can be made available by a responsive government
to fill gaps that have been identified in entrepreneurship
support activities. Al-Mubaraki, Al-Karaghouli and Busler
[8]stated that economic development is one of the objectives
that drive each incubator.
Fukugawa [9] described entrepreneurship to mean the
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recognition or creation of business opportunities and the
exploitation of the opportunities through new firm creation.
Meanwhile entrepreneurship literature acknowledges the
individual role in the entrepreneurial process both in
developed and developing countries [10]. Shane [11] reported
that certain psychological dimensions are vital for effective
functioning as an entrepreneur. Some of the attributes include
risk taking tendency, differential access to scarce and
expensive resources, and leadership quality among others.
Ahmed and Nwankwo [12] reported that several literature
concerning the diminished ability of African nations to
register real increases in employment abound. Furthermore,
despite the privatization and deregulation initiative of the
1980s as well as its attendant huge corruption of the process
implementation, the continent still refuses to reduce its
unemployment. They further claimed that, the only way out
for the totality of the employable people in these countries is
through entrepreneurship initiative. Against this background
the role of entrepreneurship in the economies of most
countries has been acknowledged in the entrepreneurship
literature. Entrepreneurs variously contributed to the
economic development of nations through job creation, SME
development as well as commercialization of research and
development (R&D) products and technology transfer [13].
However, this group of entrepreneurs may have difficulty in
accessing the various factors of production as well as user
friendly enactments related to entrepreneurship [14, 15]
Literature related to entrepreneurship has been extensively
studied, however, there is still little or no study in the area of
government policy moderating the relationship between
entrepreneurship and economic development.
Other studies in entrepreneurship and economic
development have focused on the role of government as the
lead entity in the entrepreneurial development study. Thus,
this study fills the gap by proposing a study where government
policy moderates the relationship between entrepreneurship
and economic development. Against this backdrop, this study
seeks to identify the salient role of government enactment
towards entrepreneurship in particular and the importance
attached to the other factors of production in general. In the
context of this study, three variables will be studied. They
include entrepreneurship which includes start-up motive,
creativity and innovativeness and risk taking. The second
variable is the economic development which is composed of
job creation, SME development and Wealth creation. The
third variable is government policy which consists of policy
implementation, supportive government policies and
government funding. In this paper we seek to contribute to the
entrepreneurship literature. Specifically, this paper aims at
examining the importance of government policy in the
entrepreneurial development.
This paper is structured as follows: in the following section
(2), literature related to entrepreneurship as well as
government policy is reviewed. This is followed by
conceptual framework and hypotheses development in section
3. Section 4 is on research procedures while section 5 dwells
on conclusion and implication.

2. Literature Review
It has been established that entrepreneurship is a very vital
ingredient for job creation as well as economic development
[16] as the success of income generation for the major group
of both rural and urban inhabitants without recognized paid
job highly depends on entrepreneurship [17]. The relationship
between entrepreneurship and economic development has
been studied extensively both at the local, state and federal
levels [18]. Kumar and Liu [19] study reveal that
entrepreneurial sector contribution to employment and GDP is
on the increase. For this reason [20] suggested that
governments should minimize the constraints on
entrepreneurship.
In the case of government support policies, it is assumed
that since government is in the lead for entrepreneurial
development, it should provide the much needed resources
within its capability. Such resources include provision of
environment conducive to business that will highly promote
entrepreneurship. Government policy in this context is any
course of action which aims at regulating and improving the
conditions of SMEs in terms of supportive, implementation
and funding policies by the government. Based on this
definition, government policy as it relates to entrepreneurial
practice is targeted at encouraging entrepreneurship by
making a favorable environment for the entrepreneurs. This, it
does through enactment of guidelines that will regulate
entrepreneurial activity generally for the reason that
entrepreneurship is the bedrock of a nation’s path to
industrialization. Furthermore, government needs to enact
policies that would be user friendly to the entrepreneurs. Pals
[21] argued that there is a need for government policies as they
relate to entrepreneurship to be successfully implemented
irrespective of which administration is in power in order to
achieve the goals of the guideline which often times is always
lacking.
Government of most countries especially developing
countries have in the past invested so much efforts and
resources in establishing policies intended to uplift
entrepreneurship [22]. Cases in point are in China, Brazil,
Saudi Arabia, Malaysia and Nigeria [13].
The Chinese government has made concerted efforts
through policies and resources on the development of high
technology businesses [23]. The Brazilian entrepreneurship
movement has established very fast as a result of government
policies geared towards developing the low-tech businesses as
well as high technological oriented firms [24]. In a recent
study, [25] reported that the Kingdom of Saudi Arabia in 2010
established a ten year entrepreneurship efforts and innovation.
The intention was a strategy to put the Kingdom at equal
pedestal with high economic competitive nations globally.
In the context of Malaysia, in its bid to develop Malaysia
through the growth of technology entrepreneurship, the
government has guided in setting up of various technology
funding organizations with the aim of giving full support to
technology businesspersons [26]. This include the
establishment of venture capital firms by the government with
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the intent of encouraging investments in high growth firms for
the reason that they find it difficult to raise adequate financing
at the early stage growth [26].
In Nigeria, different administrations at various times have
geared their efforts towards developing its entrepreneurship.
Several developmental and financial assistance instruments
were employed [22]. However, such government ingenuities
were terribly unsuccessful as a result of overbearing
bureaucratic procedures, corruption, insufficient and
ineffectual infrastructural amenities [17]. They mentioned
inconsistent government policies as one of the challenges
faced by entrepreneurs in Nigeria. Their argument is based on
the fact that before entrepreneurs succeed in Nigeria, they
must have political clout as well as massive resources to be
able to influence government laws. Thus as start-up
entrepreneurs, those two (political clout and huge financial
resources) are lacking. Lee and Osteryoung [27] reported that
the capability of business owner to influence government
policy is related to the success of entrepreneurial activities.
Ihugba, Odii and Njoku [17] argued that even though
Nigerians are possibly one of the most entrepreneurial people
globally, government is not doing enough to encourage
entrepreneurs through policies. One of their key
recommendations was for government to make available the
enabling environment for private sector led investment
through the delivery of suitable infrastructural amenities.
Sriram and Mersha [28] discussed the factors that contribute
to success of new business venture in Africa especially the
start-up. They reported that effective government policy is
very crucial in encouraging successful business enterprises.
Several studies have been conducted with regards to the
role of government policies in the development of
entrepreneurship generally [16-18, 29]. Their various
contributions have been contradictory as well as supporting.
For example while [18, 29] are in support of government
policies in encouraging entrepreneurship, [16, 17] are on the
contrary. A case in point is Friedman’s study finding which
shows that perceived government effectiveness was
significantly negatively related to entrepreneurship on a
national level. On the other hand, [18] observed that
government policy add vigorously to the development of an
institutional
setting
that
encourages
productive
entrepreneurship. He however added that the relationship
between policy and entrepreneurial activity varies across
countries.
Literature from several studies have shown that government
policy is positively related to entrepreneurship [29, 30]. On
the contrary, other studies also found government policy to be
negatively related to entrepreneurship [16, 17]. Consequently,
the above show that a contradiction in the role of government
policy towards encouraging entrepreneurship especially in the
developing countries. Based on this background, this study
used government policy as a moderator as stated in [31].
Therefore government policy moderated the relationship
between Entrepreneurship and Outcome.
From the foregoing discussions, it is pertinent to note that
there is still gap in the literature related to entrepreneurship
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and economic development. This study contributes to the
body of knowledge by using government policy to moderate
the relationship between entrepreneurship and economic
development.

3. Conceptual Framework and
Hypotheses Development
It has been established that entrepreneurship is a very
important component of job creation as well as economic
development [16] as the success of income generation for the
major group of both rural and urban inhabitants without
recognized paid job greatly depends on entrepreneurship [17].
On the basis of a review of literature, we discover three
elements that serve as contributing attribute to
entrepreneurship: creativity and innovativeness, risk taking
and start-up motive.
3.1. Creativity and Innovativeness
One of the first writers to present the innovation function
into the entrepreneurial process is [3]. Kibassa [32] postulates
that innovativeness is the constituent of human disposition,
which assists entrepreneurs in nurturing innovations in their
company. Recently, OECD as well as European Union has in
strong terms recommended innovation as a strategic driver for
economic development [33].
Wonglimpiyarat [34] stated that productivity, standard of
living as well as sustainable economic development may be
enhanced through technology innovations. Innovation plays a
very crucial role in attaining economic development by
concentrating on science and technology-based knowledge
[35]. Ajagbe and Ismail [36] reported that innovation has
become an indispensable stimulant for nation’s development
irrespective of whether the country belongs to industrialized
or developing. The innovativeness of an entrepreneur may
perhaps tend to improve towards the attainment of economic
development through the development of SMEs. These SMEs
within the locality will employ more people thereby
increasing the wealth of the locality. In sum, Innovative based
businesses play a substantial part in economic development by
employment generation, wealth creation [37] new markets
development as well as accelerating technological
development [38].
3.2. Start-Up Motive
Start-up motive consists of those entrepreneurial intentions
which made the business person to be an entrepreneur. Several
factors may perhaps be attributed to this, which include the
zeal to be innovative, to build a successful organization, using
specific talents effectively, to be one own boss and need for
independence among others. When the start-up firm has
motive to commence a business, his intention will be to build a
successful organization in the future. The outcome of building
a successful organization will lead to economic development
through employment formation, SME development as well as
wealth creation.
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3.3. Risk Taking
Risk taking is defined as the practice of doing things that
involve risks for a reward [39]. Building upon this concept,
different definitions and concepts regarding risk taking are
available to date [40]. In entrepreneurship literature, [41]
maintained that the notion of assuming risks and uncertainty
began in the 18th century through economic theory which was
advanced by Cantillon in 1931. Building on the work of
Cantillon, [40], stated that the key element that distinguishes
an entrepreneur from a hired employee was uncertainty and
the risk embedded in self-employment. In line with this
concept, [42] described a risk-taker as the individual who
pursues a business idea with the possibility to succeed. When
an entrepreneur succeeds, there is tendency to expand his
business and engage more people in employment, thereby
creating wealth within the locality and accordingly economic
development.
Entrepreneurship helps to bring about economic
development through wealth creation, employment creation,
and enhancement of the competitiveness of the existing SMEs.
When there is employment generation as well as increase in
the number of entrepreneurs or SMEs, economic development
or growth usually takes place. When there are many SMEs in
the locality, there is the tendency for local people to be
employed by these firms. In line with this, [43] described
entrepreneurship development as a key enabler of economic
development. Furthermore, it is generally acknowledged by
numerous scholars that entrepreneurship is the engine of
economic development [4, 44, 45].
Objective: To examine the relationship between
entrepreneurship and economic development.
Based on the above discussions, it is hypothesized that:
H1: There is a positive relationship between
entrepreneurship and economic development
Three elements were also found in the course of literature
survey to be contributing attribute to economic development.
They are supportive government policies, policy
implementation and government funding.

and defines its direction. A case in point is government and
administration of public institutions in Nigeria which is
fundamentally based on policies drawn-up by the government,
often times these policies are beautiful and achievable on
paper, however, there has always been a problem with
implementing these policies owing to several factors of
governance and willpower to accomplish them.
3.6. Government Funding
Accessibility of monetary services is one of the significant
factors for the continued existence of majority of the newly
formed firms as well as an essential element in
entrepreneurship practice. Shuo [46] reports that government
use direct subsidies, tax incentives and government
procurement to inject large amount of resources to the
entrepreneurial process. For the attainment of economic
development through entrepreneurship, there should be a
funding pattern by which the support programme will be
constantly funded. The programme should be funded based on
the policy document establishing the assistance programme.
The various research contributions of government policy
have been contradictory as well as supporting. Studies by [29,
30] have shown that government policy is positively related to
entrepreneurship. On the contrary, other studies also found
government policy to be negatively related to
entrepreneurship [16, 17]. Consequently, the above discourses
show that a contradiction in the role of government policy
towards encouraging entrepreneurship especially in the
developing countries. When there are many SMEs in the
locality, there is the tendency for local people to be employed
by these firms that have been standing on their own as a result
of government support programme.
Objective: To examine the moderating effect of government
policy between entrepreneurship and economic development.
Consequently, this study hypothesized that:
H2: Government policy moderates the relationship between
Entrepreneurship and economic development.

3.4. Supportive Government Policies
As government is in the lead of the establishment,
sponsorship and administration of most support programmes
especially in the developing countries, a proclamation from
the government as it relates to entrepreneurship will go a long
way to ensuring the sustainability and positive entrepreneurial
practice. Thus, it will bring economic development through
SME development, job creation as well as wealth creation. A
number of studies have been conducted with regards to the
role of government policies in the development of
entrepreneurship generally [16-18, 29] and its impact on
economic development.
3.5. Policy Implementation
Policy charts a course and provides a blue-print for the
implementation of government programme. It guides the
thinking of government in the implementation of a programme

Figure 1. Conceptual Framework.

Figure 1 depicts the proposed conceptual framework that
incorporates the entrepreneurship and economic development
through efficient and user friendly government policies. The
outcomes of a literature review propose two hypotheses.
There are three measures of entrepreneurship which include
start-up motive, creativity and innovativeness and risk taking.
Government policy is composed of policy implementation,
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supportive government policies and funding. Economic
development is composed of three measures namely, job
creation, SME development and wealth creation.
The context of the framework as shown in Figure 1 placed
an importance in the role of government policy in determining
economic development. Government policy is seen as an
anchor to all other factors which are also essential and
paramount to any entrepreneurial scheme. The issue here is
that with the presence of government policy moderating on the
relationship between the entrepreneurship and the economic
development there is likelihood of a positive outcome of SME
development, wealth creation and job creation within the
locality.

4. Procedures
In corroborating this conceptual model, the process called
for justification of measurements, structural model as well as
direction for future scholarly work. Consequently, a
quantitative research method will be utilized in order to
improve the reliability of the measurements. This scholarly
work will adopt the established scales instrument for assessing
entrepreneurship, economic development and government
policy. In line with this, the questionnaire adopted will be
applied as the data collection instrument in this study. This is
in conformity with [47] who contended that questionnaire is
employed when quantifiable evidence about the population is
judged to be in accordance with approved usage as an origin of
evidence.
The analysis related to the measurement and structural
model will be carried out by utilizing the structural equation
modeling (SEM) approach and employing the Partial Least
Squares (PLS) techniques. The reliability analysis can be
accomplished on all the variables (entrepreneurship, economic
development and government policy) in the research model of
this study to assess the degree of internal consistency between
measurements of multiple variables, which is interpreted like
a cronbach’s alpha.

scholarly work fills the literature gap by linking the
antecedents of entrepreneurship to economic development
while government policy intervenes in the relationship.
5.1. Policy Implications
This study offers several contributions to the literature in the
field of entrepreneurship and strategic management. To start
with, it improves an understanding of the role or importance of
government policy to entrepreneurship development. Secondly,
this study confirms the research conducted by [29, 30, 49] on
the importance of government policies to business performance.
The importance of government policy towards entrepreneurship
cannot be overemphasized since it in turn shapes the
institutional environment in which entrepreneurial decisions are
made [18].
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