
4.1 Introduction

In this chapter, we study the effects of human capital investments for

the 10% of the labour force that is often neglected in such studies, i.e.

for entrepreneurs. Entrepreneurs are defined as individuals who are

self-employed, who have started their own business or who run and

own an incorporated business. Policy-makers and academic research-

ers are increasingly aware of the importance of entrepreneurship in our

society. Entrepreneurs are often seen as the engine of the economy,

responsible for sustained levels of competition, the creation of jobs, and

new innovative processes and products, thereby displacing ageing

incumbents in a process of ‘creative destruction’. These benefits,

which accrue to society at large, justify public expenditure to develop

and stimulate entrepreneurship. But it is also recognized that if entre-

preneurs face constraints such as limited human capital, then these

economic benefits might not be realized. This realization has prompted

several governments to devise public programmes to encourage entre-

preneurship. Underlying most of these programmes is a belief that

human capital in general affects entrepreneurs’ performance in prac-

tice. The measurement of the return to human capital for entrepreneurs

is thus relevant for devising programmes to realize optimal economic

benefits from entrepreneurship.

This chapter gives an overview of past and current empirical research

measuring the effect of formal education, one of the most prominent

manifestations of human capital, on an entrepreneur’s performance.

We measure education in terms of years of schooling and the entrepre-

neur’s performance in terms of the individual income level. Thus, we

can measure the returns to education in the same Mincerian fashion as

has been done in numerous studies pertaining to employees: the per-

centage gain in income one would realize when an additional year of

education is completed (see chapter 1). The empirical definition of an
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