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ABSTRACT

This paper develops a Walrasian general equilibrium model based on transaction cost and specialization to in-
vestigate the evolution and role of entrepreneurship in a competitive market under globalization. The implica-
tion of our model is straightforward that if the entrepreneurship in a competitive market under globalization is
efficient, it will ensure the network and effects of division of labor can be fully exploited when the gains from the
division of labor outweigh the costs of exchange between individuals of different specialization patterns with the
different fixed learning costs. Hence, the entrepreneurship service in a competitive market under globalization
can promote aggregate productivity by enlarging the scope for trading off network effects of the division of labor
on aggregate productivity against transaction costs. To business practitioners, this model suggests that the en-
trepreneurship service is a key element of business viability during which a major transition took place in hu-
man activity. Besides, the improvement of the level of globalization and the general transaction efficiency coeffi-

cient will increase the level of division of labor and the per capita real income level of participants.
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1. Introduction

Regarding the evolution and impact of entrepreneurship,
there are many economists began recognizing the entre-
preneur as early as 1700s, such as Richard Cantillon,
Adam Smith, Jean-Baptiste Say, John Stuart Mill, and
others [1]. Cantillon’s [2] remark on uncertainty has been
widely interpreted as the first introduction of the term
entrepreneurship into economic theory [3,4]. However,
an analytically distinct role for the entrepreneur was first
introduced by Say [5] who distinguished the revenue
accruing to the activity of organizing production from
which accruing to the ownership of capital. This insight
was further developed by the marginal economists of the
late 19th century whose recognition of the importance of
the market function of combining together all the re-
sources required for production, led them to think about
the role of entrepreneur [6,7]. Unfortunately, subsequent
research under the neoclassical economics, as the Walra-
sian general equilibrium model, was becoming its ana-
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Iytic core, ignored and eliminated the role of entrepre-
neurs from the analytical model of neoclassical theories,
yet Walras himself recognized the existence of entrepre-
neurship as a distinct category.

Although entrepreneurship faded from neoclassical
theory, it was central to the modern Austrian school and
to the early Schumpeter [8,9], whose work on this issue.
The focus of Austrian analysis has been the market
process itself, the ways in which necessarily decentra-
lized “tacit” knowledge about an environment that is
continuously changing is socially mobilized via entre-
preneurial activities. The essential functions of entrepre-
neurship for the Austrians, therefore, are to alter the ex-
isting framework of the means-ends nexus and to intro-
duce novelty. The neoclassical approach, by contrast,
takes the means-ends framework as given and deals only
with optimization problems within given constraints.
Therefore, in neoclassical theory, as Kirzner [10] rightly
pointed out, “correct decision-making in this non-entre-
preneurial sense, means correct calculation; faulty deci-
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sion-making is equivalent to mistakes in arithmetic.”
Moreover, Langlois [11] noted that, whereas the neoclas-
sical focus is on “parametric uncertainty, a lack of com-
plete knowledge ex ante about the values that specific
variables within a given problem structure will take on ex
post”. In this sense, the Austrian emphasis is on “struc-
tural uncertainty, a lack of complete knowledge on the
part of the economic agent about the very structure of the
economic problem that agent faces.” As a result, for the
Austrian school, the essence of entrepreneurship lies to
“in stepping outside existing cognitive frameworks” [11].
According to the Austrian school, the Misesian-Kirzne-
rian entrepreneur use the notion of “human action” and is
alert to previously unnoticed opportunities and acts as an
arbitrageur; and the Schumpeterian entrepreneur changes
the framework by innovating.

Kirzner used the Misesian notion of “human action”
[12] to analyze the entrepreneurial role, which is “the
human-action concept, unlike that of allocation and eco-
nomizing, does not confine the decision-maker (or the
economic analysis of his decisions) to a framework of
given ends and means” [13,14]. The Kirznerian entre-
preneur notices “profit opportunities that exist because of
the initial ignorance of the original market participants
and that have persisted because of their inability to learn
from experience” [13,15]. Joseph A. Schumpeter [8] ex-
plicitly recognized and defined the role and activities that
the entrepreneur contributed to the economic system. In
the Theory of Business Enterprise, Schumpeter [9] stated
that the entrepreneur is pecuniary, and in an institu-
tional system of market economy the participants are all
pecuniary, and being pecuniary means seeding payment
of money or expecting money from efforts. Besides,
Schumpeter [9] descried the entrepreneur as a creative
innovator and an innovation is as the commercialization
of innovation. If this is the case, then the entrepreneur are
with the creative talents and not a product or result of
particularly given institutional system [16]. However, the
efforts, activities, and results of the entrepreneur in
bringing about innovations will surface differently in
each different institutional system.

Nowadays, the term “entrepreneurship” in economic
theory is used almost exclusively to refer to the innova-
tive or the market equilibrating activities that are per-
formed by individuals or firms in conditions of uncer-
tainty. Baumol [17] distinguishes between productive,
unproductive and destructive entrepreneurship, defined
in terms of whether the activity adds to, redistributes or
subtracts from net output. However, it is possible to go
beyond Baumol’s definition in terms of conventional
measures of net output by introducing wider social con-
siderations. A value system that emphasizes the impor-
tance for the quality of life of sustainability, viable local
communities, social stability and considerations of equity
may assess different types of entrepreneurial activity and
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innovation very differently from a value system empha-
sizing simply additions to net output [18]. As world
economies evolve, the entrepreneur quickly surfaces to
make changes in economic products and economic activ-
ities. These changes are not necessarily a result of a giv-
en institutional system but rather the newly allotted free-
dom given to the entrepreneur in order to bring about
activities and goods that meet society’s wishes and needs
[19]. Mondal defined these entrepreneurs as the path
breakers in a country where there are significant ob-
stacles to the development and marketing of new prod-
ucts [20]. More logically, these entrepreneurs would be
driven, in a given institutional system, by the desire to
creatively bring about new products, new production
processes, new business patterns and new economic in-
stitutional systems to improve material well-being to the
members of society “by endogenously with entrepreneurs
who destroy static economic circular flow by introducing
new combinations” [21].

Therefore, neither the neoclassical school nor the Aus-
trian school discusses the question of how the entrepre-
neurial function is embedded in different types of eco-
nomic structures or business patterns, at both micro and
macro levels, thus leaving the relationship between eco-
nomic structures and entrepreneurial success un-theo-
rized. There is a large literature on entrepreneurship, yet
it seldom addresses the relationship between economic
structures or business patterns and entrepreneurship
based on transaction cost, division of labor and speciali-
zation. More recently, Yang [22] theory appeared to pro-
vide a promising framework for revitalizing the concept
of entrepreneurship by situating entrepreneurial activity
and related economic structures or business patterns, and
re-conceiving it as a collective social process.

According to Li et al. [23,24], “a competitive market
under globalization” in this paper can be defined as the
market and production resources can be fairly mobilized
among countries and regions, and also the general market
mechanism and rules are prevailing during the process.
This paper attempts to analyze the relationship between
entrepreneurial activity and type of economic structures
or business patterns, with special emphasis given to the
social network of division of labor, the level of speciali-
zation, and transaction efficiency. The aim of this paper
is to clarify the relationship between entrepreneurship
and different types of economic structures or business
patterns of a competitive market under globalization.
This paper proposes that entrepreneurship and transac-
tion cost are fundamentally interrelated in the determina-
tion of the level of division of labor and specialization,
and identifies the key mechanisms of their co-evolution.
Specifically, we argue that the entrepreneurship would be
driven, in a given institutional system, by the desire to
creatively bring about new products, new production
processes, new business patterns and new economic in-
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stitutional systems to improve material well-being to the
members of society. Furthermore, we argue that there are
particular evolutionary mechanisms that shape economic
structures over time. The radical transformations in the
conduct of business and the fundamental restructuring of
existing business pattern and operation are the different
aspects of entrepreneurship. In this paper, it will investi-
gate the evolution and impact of entrepreneurship on the
market exchange and restructuring economic institutional
systems.

2. The Framework of General Equilibrium
Model of Transaction Cost,
Specialization and Division of
Labor with Entrepreneurship

Following the infra-marginal analysis [22], we consider a
large economy with a continuum of consumer-producers
of mass M. This assumption implies that population size
is very large, and it can avoid an integer problem of the
numbers of different specialists, which may lead to
non-existence of equilibrium with the division of labor.
Each consumer-producer has identical, non-satiated, con-
tinuous, and rational preference represented by the fol-
lowing utility function:

u=f(x,y°), 1

d d

where x°=x+(e+e?)-x" and y'=y+(e+e’)-y
are the amounts of the two final goods that are consumed,
x and y are the amounts of the two goods that are self-
provided, x® and y* are the amounts of the two goods that
are purchased from the market. Moreover, f() is as-
sumed continuously increasing and quasi-concave, and
for simplicity without losing generality, it is also as-

sumed here that f(.)=(x°)a (y° )H and for simplicity

without losing generality we assume a:%. Besides,

(e+ed) represents the level and efforts of entrepre-
neurship service which can come from self-provided
management knowledge or skills, or by purchasing the
entrepreneurship services from the market, like the con-
sulting services or hiring the professional entrepreneur.
The amount of entrepreneurship service is shown as,

ef =e+e* =Max{0,l,-b} andbe(0,1), 2)

where € is the total amount of the entrepreneurship ser-
vices produced; €° is the amount of the entrepreneurship
services sold to the market; and b is the fixed learning
cost of entrepreneurship services, and is related to the
degree of economies of specialization.

Each consumer-producer’s production functions are:

xP=x+x"=(I,-a), )
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y'=y+y =(I,-a) and ae(01).

Here, xP and yP are the amounts of the two final goods
produced, x* and y* are the amounts of the two final
goods sold; a is the fixed learning and training costs in
producing final goods, and is related to the degree of
economies of specialization.

The endowment constraint for each individual is as-
sumed to be endowed with one unit of working time, and
is given as follows:

L +1,+1, =1, 4)

where Iy, Iy, and I are the amount of labor allocated to the
production of these goods and services. This system of
production implies that each individual’s labor produc-
tivity increases as she narrows down her range of pro-
duction activities. As shown by Yang [22], the aggregate
production schedule for three individuals discontinuously
jumps from a low profile to a high profile as each person
jumps from producing three goods to a production pat-
tern in which at least one person produces only one good
(specialization). The difference between the two aggre-
gate production profiles is considered as positive network
effects of division of labor on aggregate productivity.
This network effect implies that each person’s decision
of her level of specialization, or gains from specialization,
depends on the number of participants in a large network
of division of labor, while this number is determined by
all individuals’ decisions in choosing their levels of spe-
cialization (so-called “the Young theorem”, see [25]).
Since economies of specialization is individual specific
(learning by doing must be achieved through individual
specific practice and cannot be transferred between indi-
viduals), labor endowment constraint is specified for
each individual, so that increasing returns are localized.
The budget constraint for an individual is,

p.-(k-e*—e" )+ p,(k-x =x")+p, - (k-y -y’ )=0.
(5)
k=K-(1+g)and g €(0,1). (6)

Here, p, and p, are the prices of good x and y; and p, is
the price for purchasing entrepreneurship service. Be-
sides, K is a general transaction efficiency coefficient,
which represents the conditions governing transactions.
K relates to transportation conditions and the general
institutional environment that affects transaction effi-
ciency. Fraction (1-K) of a good sold disappears in
transit due to an iceberg transaction cost. Besides, we let
g representing the level of Globalization, which can be
evaluated by the mobility of commodity and resources,
plus the standardization and generality of market me-
chanism and rules. Hence, k is the transaction efficiency
coefficient with the concern of the level of Globalization.

Due to the continuum number of individuals and the
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assumption of localized increasing returns in this large
economy, a Walrasian regime prevails in this model. The
specification of the model generates a trade-off between
economies of division of labor and transaction costs. The
decision problem for an individual involves deciding on
what and how much to produce for self- consumption, to
sell and to buy from the market. In other words, the indi-
vidual chooses nine variables x;, x°, x*,vi, v*, Yy, e,
e’, e’ >0. Hence, there are 2° = 512 possible corner
and interior solutions.

The set of candidates for each individual’s optimum
decision includes many corner and interior solutions. In
order to narrow down the list of the candidates, Yang [22]
used the Kuhn-Tucker conditions to establish the fol-
lowing lemma:

LEMMA 1: Each individual sells at most one good,
but does not buy and sell the same good, nor buys and
self-provides the same good at the same time.

We define a “Configuration” as a combination of zero
and positive variables which are compatible with Lemma
1. When labor trade and bundling are allowed, there are
six configurations from which the individuals can choose.
A combination of all individual’s configurations consti-
tutes a “Market Structure” (or “Structure” for short). Af-
ter examining all structures that might occur in equili-
brium, there will be three types of structures: 1) Structure
A: Autarky; 2) Structure PD: Partial Division of Labor
with Professional Entrepreneurship Service; 3) Structure
CD: Complete Division of Labor with Professional En-
trepreneurship Service (see Figure 1).

According to Yang [22], a general equilibrium exists
for a general class of the models of which the model in
this paper is a special case under the assumptions that the

p/\ Goodx,yande

Structure A: Autarky

Goodxande X Goodyande
Coenr . <>
—_—

y
Structure PD: Partial Division of Labor without
professional Entrepreneurship Service.

Goode

Structure CD: Complete Division of Labor with
professional Entrepreneurship Service.

Figure 1. Configurations and market structures.
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set of individuals is a continuum, preferences are strictly
increasing and rational; and both local increasing returns
and constant returns are allowed in production and
transactions. A general equilibrium in this model is de-
fined as a set of relative prices of goods and all individu-
als’ labor allocations and trade plans, such that, 1) Each
individual maximizes her utility, that is, the consumption
bundle generated by her labor allocation and trade plan
maximizes her utility function for given prices; 2) All
markets clear.

Since the optimum decision is always a corner solution
and the interior solution is never optimal according to
Lemma 1, we cannot use standard marginal analysis to
solve for a general equilibrium. We adopt a three-step
approach to solving for a general equilibrium [22]. The
first step is to narrow down the set of candidates for the
optimum decision and to identify configurations that
have to be considered. We can identify structures from
compatible combinations of configurations. In the second
step, each individual’s utility maximization decision is
solved for a given structure. The utility equalization con-
dition between individuals choosing different configura-
tions and the market clearing conditions are used to solve
for the relative price of traded goods and numbers
(measure) of individuals choosing different configura-
tions. The relative price and numbers, and associated
resource allocation are referred to as corner equilibrium
for this structure. General equilibrium occurs in a struc-
ture where, given corner equilibrium relative prices in the
structure, no individuals have an incentive to deviate
from their chosen configurations in this structure. In the
second step, we can substitute the corner equilibrium
relative prices into the utility function for each constitu-
ent configuration in the given structure to compare the
utility between this configuration and any alternative
configurations. This comparison is called a total cost-
benefit analysis. The total cost-benefit analysis yields the
conditions under which the utility in each constituent
configuration of this structure is not smaller than any
alternative configuration. With the existence theorem of
general equilibrium proved by Yang [22], we can com-
pletely partition the parameter space into subspaces,
within each of which the corner equilibrium in a structure
is a general equilibrium. As parameter values shift be-
tween the subspaces, the general equilibrium will discon-
tinuously jump between structures. The discontinuous
jumps of structure and all endogenous variables are
called infra-marginal comparative statics of general equi-
librium. The three steps constitute an infra-marginal
analysis.

Next, for the purpose of simplicity we use one exam-
ple to illustrate how marginal analysis can be conducted
to solve for the corner solution in each configuration and
for the corner equilibrium in each structure. The example
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is the corner equilibrium of structure CD which involves
the division of the population among configurations

(x/ye), (y/xe) and (e/xy).
In Structure CD, the decision problem for an individu-
al choosing configuration (x/ye) is:
exy? 7)
subject to the following constraints,
-a, |, =1
X = py'yd +p, -€°
Similarly, the decision problem for an individual
choosing configuration (y/xt) is:

=/e'x%y, 9)

which is subject to the following constraints,

Max :u® =

X+x° =1, ®)
and p, -k

Max:u?D

+y*=l,-a, I, =1
=l g . (10)
and p,-k-y* =px* +pt

The professional individual who providing the entre-
preneurship service is denoted by configuration (e/xy),
and has the following decision problem:

Max :us® = ./e’x"y? (11)
and is subject to the constraints:
e+e’=1-b, I, =
iy (12)

and p,-e=p,-x" +p,-y

The two utility equalization conditions across three
configurations yield the corner equilibrium relative pric-
es of goods x, y over service t.

&zﬁzﬂ.[}((prg)]%_ (13)

pe pe 43/1(1—3)
The two independent market clearing conditions for

goods x and vy, yield the corner equilibrium relative
numbers of specialists producing goods x, y, and e,

M, M, _ (1 b
TR \/_ [K1+g]

X

(14)
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where M, is the number of x specialist-employers
choosing (x/ye); M, is the number of specialist pro-
ducers of good y choosing (y/xe); and M. is the
number of people who provide entrepreneurship ser-
vice, which also can indicate of the scale of entrepre-
neurship service the market demanded. The relative
numbers of specialists, together with population size
identity M, + M, + M, = M, will yield the corner equi-
librium numbers of different specialists. Plugging rela-
tive prices into an indirect utility function of any of
three configurations yields the per capita real income
in structure CD as:

o B0 o

Following this above procedure, we can solve the cor-
ner equilibria for all three structures. Information about
such solutions of corner equilibria from three economic
structures is summarized in the following Table 1.

(15)

3. General Equilibrium and Its
Infra-Marginal Comparative
Statics Analysis

We now consider the third step of infra-marginal analysis.
Based on the first two steps of the infra-marginal analysis,
we will partition the parameter space into subspaces
within each of which a particular structure occurs in
equilibrium.

For any given structure, each individual can plug the
corner equilibrium prices into her indirect utility func-
tions for all configurations including those that are not in
this structure. She has no incentive to deviate from a
constituent configuration in this structure if this configu-
ration generates a utility value that is not lower than in
any alternative configurations under the corner equili-
brium values of prices in this structure. Each individual
can conduct such total cost-benefit analysis across con-
figurations. Let indirect utility in each constituent confi-
guration not be smaller than in any alternative configura-
tions under the corner equilibrium prices in this structure.
We can obtain a system of semi-inequalities that involves
only parameters. This system of semi-inequalities defines

Table 1. The corner equilibria of three market structures.

Structures A PD CD
.
‘e Pri P p, b, 3(1-b)®
Relative Price N/A = P By o 1+
P p. b 44(1-a) [K@+9)]
Number of Specialists N/A M. 1 M. M. (1—b)§ [K(1+ )]1
M, M, = M, B g
Per Capita Real Income w=ta P _ (1_3 b): [Ka+g ] U Y4(1-2)-(1-b) [K(1+ )]i
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a parameter subspace within which the corner equili-
brium in this structure is the general equilibrium. This
total cost-benefit analysis is very tedious and cumber-
some. Fortunately, the Yao Theorem ([22], chapter 6)
can be used to simplify this total cost-benefit analysis. It
states that in an economy with a continuum of ex ante
identical consumer-producers having rational and convex
preferences and production functions displaying individ-
ual specific economies of specialization, a Walrasian
general equilibrium exists and it is the Pareto optimum
corner equilibrium. Here the Pareto optimum corner
equilibrium is a corner equilibrium that generates the
highest per capita real income. Since our model in this
paper is a special case of the above mentioned general
class of models, the individuals have no incentive to de-
viate from their chosen constituent configurations in a
structure if and only if individuals’ corner equilibrium
utility value in this structure is not lower than that in any
other corner equilibria. With the Yao theorem, we can
then compare corner equilibrium per capita real incomes
across all structures, and the comparison partitions the
four-dimension (a,b,K,g) parameter space into sever-
al subspaces, within each of which one corner equili-
brium is the general equilibrium. As parameter values
shift between different subspaces, the general equili-
brium discontinuously jumps between corner equilibria.
This is referred to as infra-marginal comparative statics
of general equilibrium. The results are shown at Tables 2
and 3.

Moreover, when a— 0, the equilibrium structure
will always be Structure A: Autarky.

Next, let’s examine the change of per capita real in-
come in response to changes in transaction efficiency, in
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fixed learning cost, and entrepreneurship service, which
results in the following inequalities,

A
ddL <0;
a
PD PD PD PD
M 0 g and® 0N S0, (16)
oa ob oK
CD CD CD CD
6; <0, agb <0,and agK >0, 6; >0
a g

which imply that to improve the per capita real income
level, we can either by increasing the transaction effi-
ciency, or by reducing the fixed learning cost of the final
goods or of the entrepreneurship service. Moreover, from
Tables 2, 3, and the inequalities of (7), it also indicates
that, if the transaction efficiency of entrepreneurship ser-
vice from business pattern PD to the new one CD is im-
proved, then the real income level will be increased when
the transformation is completed. However, if the fixed
learning cost of final goods and/or the fixed learning cost
of entrepreneurship service are too high, then people will
prefer self-provide the entrepreneurship service instead
of purchasing from the market, and the social network of
division of labor and the level of specialization will also
retain at lower level. Besides, the improvement of the
level of globalization and the general transaction effi-
ciency coefficient will increase the level of division of
labor and also the per capita real income level.

Similarly, if we examine the change of relative prices
with the changes in transaction efficiency, in the fixed
learning cost of final goods, and in the fixed learning cost
of entrepreneurship service, there will be the following
results,

Table 2. General equilibrium and its infra-marginal comparative staticswhen b—0 and g—1.

a a,<a<05 O<a<a=f(b)
K 0<K <K, K, <K<K, K,<K<1 0<K<K, K,<K<1
Equilibrium Structure A PD CD A CD
Here, K = 27(1-2a) -, K, = 3\/6(1; 2a)* , K, = 256(1_?_b) ~,and a = f(b) canbeimplicitly resulted from the equation K; - Ky = 0.

4(1-a-h) (L-a)’(l-h) 27(1-a)*(1-b)

Table 3. General equilibrium and its infra-marginal comparative staticswhen K —»>1 and g—1.

a 0<a<05

b O<b<hb, b, <b<b b <b<1l

Equilibrium Structure A CD PD

OPEN ACCESS
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61(12a)} and bZZla{zﬁ.%za)} '
)

Here, b =1-
4.(1-a

a( pe/px) — a( pe/pY)
oa oa

a( pe/px) — a( pe/p)’)
ob ob

o(p./p.) _2(pe/py)
oK oK

a( pe/px) — a( pe/DY)
ag a9

These inequalities imply there are negative correlation

Pe Pe

<0,

>0,
17

<0,

and <0

between relative price or 0 with the transaction
y

efficiency and the fixed learning cost of final goods,
while there is a positive correlation with the fixed learn-
ing cost of entrepreneurship service. Hence, if the trans-
action efficiency is improved and the fixed learning cost
of entrepreneurship service is declining, then the price of
entrepreneurship service can be cheaper.

Following Yang [22], it can be shown that a general
equilibrium in our model is always Pareto optimal as
long as nobody can block free entry into any sector and
nobody can manipulate relative prices and numbers of
specialists. This first welfare theorem in our model with
entrepreneurship and endogenous network size of divi-
sion of labor implies that the very function of market is
to coordinate impersonal networking decisions in re-
structuring existing business pattern, and to fully utilize
network effects of division of labor on aggregate produc-
tivity, net of transaction costs. Entrepreneurship in a
competitive market under globalization is an effective
way to promote division of labor and productivity
progress. The above analysis leads to the following
proposition.

Propositions:

1) As transaction efficiency is improved, the equili-
brium level of division of labor increases, thereby the
real income level is also increased. Transaction efficien-
cy has a negative correlation with the relative price of
the entrepreneurship service in term of the final goods.

2) If the fixed learning cost of entrepreneurship ser-
vice is getting lower, it will simultaneously improve the
real income level, promote the level of division of labor
and productivity progress, and offer the flexibility to
charge cheaper price for the entrepreneurship service.

3) The fixed learning cost of final goods has a negative
impact on per capita real income, and has a negative
correlation with the relative price of the entrepreneur-
ship service in term of the final goods.

4) The improvement of the level of globalization and

X
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the general transaction efficiency coefficient will in-
crease the level of division of labor and also the per ca-
pita real income level.

The above propositions imply, as the fixed learning
cost of entrepreneurship service declined, there will be
more flexibility and space to charge cheaper price for this
service, yet the real income level is still increasing. It
further proves Schumpeter’s description, which regards
the entrepreneur as a creative innovator and an innova-
tion is as the commercialization of innovation. These
entrepreneurs would be driven, in a given institutional
system, by the desire to creatively bring about new
products, new production processes, new business pat-
terns and new economic institutional systems to increase
the per capita real income. It also helps to explain the
reason why along the commercialization and moderniza-
tion of human society, there are substantially increasing
amount of professional entrepreneurship service availa-
ble for business world, and it has become more afforda-
ble for more business companies. Besides, Proposition 1
also indicates that with the improvement of transaction
efficiency, the professional entrepreneurship service is
more preferred and profitable, which is probably the
reason why so many companies are presently enthusing
about purchasing the professional entrepreneurship ser-
vice from the consulting firms or by hiring the profes-
sional entrepreneur. Moreover, also with the improve-
ment of transaction efficiency and commercialization, the
professional entrepreneurship service will bring about
new business patterns and new economic institutional
systems to improve the well-being to the members of
society. Besides, the improvement of the level of globa-
lization and the general transaction efficiency coefficient
will increase the level of division of labor and also the
per capita real income level.

Since the general equilibrium in our model is always
Pareto optimal, the policy implication of our model is
straightforward. If the entrepreneurship in a competitive
market under globalization is efficient, it will ensure that
network effects of division of labor can be fully exploited
when the gains from the division of labor outweigh the
costs of exchange between individuals of different spe-
cialization patterns with the different fixed learning costs.
Hence, the entrepreneurship service in a competitive
market under globalization can promote aggregate prod-
uctivity by enlarging the scope for trading off network
effects of the division of labor on aggregate productivity
against transaction costs.

4. Concluding Remarks

This paper develops a Walrasian general equilibrium
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model based on transaction cost and specialization to
investigate the evolution and role of entrepreneurship in
a competitive market under globalization. Since the gen-
eral equilibrium in our model is always Pareto optimal as
long as nobody can block free entry into any sector and
nobody can manipulate relative prices and numbers of
specialists. It further proves Schumpeter’s description
[8,9], that the entrepreneurship service would be driven
by the desire to creatively bring about new products, new
production processes, new business patterns and new
economic institutional systems to increase the per capita
real income. It also explains the reason why along the
commercialization and modernization of human society,
there are substantially increasing amount of professional
entrepreneurship service available for business world,
and also becoming more affordable for more business
companies. With the improvement of transaction effi-
ciency, the professional entrepreneurship service is more
preferred and profitable, and the professional entrepre-
neurship service will bring about new business patterns
and new economic institutional systems to improve the
well-being to the members of society. If the entrepre-
neurship in a competitive market under globalization is
efficient, it will ensure that network effects of division of
labor can be fully exploited when the gains from the di-
vision of labor outweigh the costs of exchange between
individuals of different specialization patterns with the
different fixed learning costs. Hence, the entrepreneur-
ship service in a competitive market under globalization
can promote aggregate productivity by enlarging the
scope for trading off network effects of the division of
labor on aggregate productivity against transaction costs.

To business practitioners, this model suggests that the
entrepreneurship service is a key element of business
viability during which a major transition took place in
human activity. The improvement of the level of globa-
lization and the general transaction efficiency coefficient
will also increase the level of division of labor, as well as
the per capita real income level and well beings among
participants.
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