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Abstract

The aim of our research is to empirically evaluatel analyse the effects of
quality of institutions on the level of early-stag@repreneurial activity, but also
the effects on the motivation of individuals tortsteew businesses and thus to
enter into entrepreneurship. Our research focusesnember countries of the
European Union, using panel data estimation techsgand targets a period of
fifteen years, between 2002 and 2016. The res@ltaiostudy show that, the
level of the total early-stage entrepreneurial gityi can be significantly affected
by the quality of institutions, and the impact wétitutional factors is different
depending on the types of entrepreneurial actiwitinalysed. The findings of the
study confirm previous findings showing that thernemic freedom and the
guality of governance are significant predictorsesftrepreneurial activity but
also of individuals’ motivation to start a busine3$ie results of our empirical
investigation could be of interest to policymakesho should be concerned
about identifying and implementing the most appiaiprmeasures to increase
the quality of institutions, which should lead ke tpromotion of entrepreneur-
ship and the development of entrepreneurial agiitvithin a country.
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Introduction

The level of entrepreneurial activity varies sfigrintly across countries, so
that more studies in entrepreneurship literature Hacused on identifying and
analysing the factors that could explain the dédfees in rate of entrepreneurial
activity (Wennekergt al., 2005Wennekers, 2006; Levie and Autio, 2008; Bosma
and Schutjens, 2011; Stenholm, Acs and Wuebkef3;Z8ilndn-Moya, Revuelto-
-Taboada and Guerrero, 2014; Chowdhury, Terjesdnfadretsch, 2015; Amo-
rés, Borraz and Veiga, 2018paricio, Urbano and Audretsch, 2016). The re-
sults of the undertaken researches indicate tima¢ s these differences are due
to the specific institutional environment in whiehtrepreneurs operate, includ-
ing institutional quality. Hall and Sobel (2008) jginasize that recognizing the
importance of quality of institutions is an impartdirst step in the process of
promoting entrepreneurship, which is a driver afremnicgrowth and prosperity.

In order to understand the impact of the inswoidl environment on entre-
preneurship, but also to explain the differencesvéen countries regarding the
level of entrepreneurial activity, most studiesetakto account the institutional
theory, which states that the institutions shaeatttivity and behaviour. North
(1990) defines institutions as ,rules of the gameisociety or, more formally,
are the humanly devised constraints that shape muntaractions.“ According
to North (1990), institutions are classified intrrhal (laws, rules and regula-
tions) and informal (such as values, culture, aodas norms of a particular
country). These institutions are considered to playucial role in reducing the
uncertainty within a society (Stenholm, Acs and Wker, 2013) and may be
important predictors of entrepreneurial activitya(ez and Richardson, 2013).

The main objective of our research is to empilycalaluate and analyse the
effects of quality of institutions on the level @arly-stage entrepreneurial acti-
vity, but also on the motivation of individuals $tart a business. Our research
focuses on eighteen member countries of the Euroe#&n (Belgium, Croatia,
Denmark, Finland, France, Germany, Greece, Hundegiand, Italy, Latvia,
the Netherlands, Portugal, Romania, Slovenia, Sgawveden, and the United
Kingdom) and covers a period of 15 years (20021620

Our study brings at least two contributions to ¢herent literature on institu-
tional environment and entrepreneurship. Firstlipfaee offer empirical evidence
on the different impact of institutional quality entrepreneurial motivation. Thus,
our research contributes to understanding howuhétg of institutions, especially
the quality of governance institutions, influen@eperson’s motivation to start
a business and thus enter into entrepreneurshipn8ly, our research focuses on
a sample of EU countries and examines how the @saimgthe quality of institu-
tions affect people’s motivation to be entrepresenithe countries studied.
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Our paper is structured as follows: section 1flyrieviews the literature on
institutional environment and entrepreneurshipsening the findings of the
main empirical studies that address the impactsiftutional factors on entrepre-
neurship, the role played by economic freedom dswmllay the quality of govern-
ance on entrepreneurial motivations; section 2gmssthe methodology used,
the sample surveyed, the variables and the economatthods used; section 3
discusses our empirical results regarding the &ffet economic freedom and
guality of governance on the motivation of indivadisito become entrepreneurs;
the final sections conclude the study and indita@eimplications of our results.

1. A Brief Review of the Literature on the Institutional Environment
and Entrepreneurial Activity

The impact of the institutional environment onrepteneurship has been
examined by many researchers, and the results pifiead studies show a lack
of consensus on institutional factors that couldogimage or, on the contrary,
hinder the development of entrepreneurial activitye different results obtained
by the researchers are due in particular to tiHerdit way of measuring entre-
preneurship in the studies, to the number of véatabsed but also to the sample
of countries surveyed (Sobel, Clark and Lee, 20Bimon-Moya, Revuelto-
-Taboada and Guerrero, 2014; Chowdhury, Terjesdrdadretsch, 2015). How-
ever, there is considerable evidence to allow usuiain that the institutional
environment is a significant determinant of entemgurial activity in an econo-
my (Bruton, Ahlstrom and Li, 2010). Danis et al0(8) have shown that, the
institutional changes have a significant impact campetitive strategies and
managerial activities. Managers try to adapt toirenmental changes and to
institutional reforms and might change their syags.

Busenitz, Gbmez and Spencer (2000) proposed apiieatly validated, on
the case of six countries, an instrument that hefgarchers to identify how
specific country-level institutional differencesntobute differently to levels and
types of entrepreneurship. Their study emphasteesnportance of identifying
a country institutional profile due to the effethas on the development of dif-
ferent types of business in that country.

Among other early empirical studies that have ys®d how institutions
affect entrepreneurship, we mention those maderbft lind Sobel (2005), Hall
and Sobel (2008), Bjgrnskov and Foss (2008), McéfuliBagby and Palich
(2008), and Nystrom (2008). Kreft and Sobel (20&%jue that in the countries
that show an increase in the index of economicdfree individuals are more
interested to engage in entrepreneurial activifldge authors also stressed the
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need to increase economic freedom in order to eagewentrepreneurial activity,
which is vitally important for economic growth. dgreement with Hall and Sobel
(2008), increasing economic freedom would leadigihér levels of productive
entrepreneurial activity, which would generate kiglincome per capita and
a higher rate of economic growth.

In the study of Bjgrnskov and Foss (2008), thescamalysed the effects of
economic freedom (measured by the five indices,ehagovernment size, legal
guality, sound money, international trade and ratguy quality) on the level of
entrepreneurial activity for a sample of 29 cowdtriThe authors find that size of
government, the quality of the monetary policy dhd overall financial envi-
ronment are key determinants of entrepreneurshtpennvestigated countries.
The results of the empirical study indicate tha $size of government is nega-
tively correlated with entrepreneurial activity, #ighsound money is positively
correlated. Similarly, Nystrém (2008) investigaties influence of institutions of
economic freedom on entrepreneurship and findsithatpositively correlated
with a smaller government sector, better legalcstine and security of property
rights, but also with less strict regulation ofditelabour and business.

Compared to the authors mentioned above, McMulkagby and Palich
(2008) have been concerned with examining the itnpBearious components
of economic freedom on a person’s motivation tabeentrepreneur. Empirical
results show that entrepreneurial activity motidalby opportunity is positively
correlated with increasing economic freedom in gemh property rights and
labour freedom, while entrepreneurial activity @rnivby necessity is positively
correlated with increasing economic freedom exmeghrough fiscal freedom,
monetary freedom, and labour freedom. Overall, ghely points out that the
components of economic freedom affect entrepreakaditivity differently ac-
cording to governmental restrictions imposed omeauc freedom and on the
motivation of a person to start a business. EsKirostelva and Mickiewicz
(2011) empirically examines how some institutiofaators affect the aspirations
of entrepreneurs to create more jobs. The reséiltheostudy show that high
levels of corruption negatively affect entrepremduaspirations, while stronger
property rights encourage entrepreneurs’ aspirgattonemployment growth. In
addition, the authors find that the large sizehef state sector has a demotivating
effect on employment growth plans of entreprene8imilar to the previous
study, but considering another form of measurinmepneneurial activity, Aidis,
Estrin and Mickiewicz (2012) analysed the influerafethe institutional envi-
ronment (freedom from corruption, the quality obperty rights and the size of
the state sector) on the decision of a person nkentrepreneur, on a sample of
47 countries. The results of the empirical researditate that the choice of an
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individual to start a business depends signifigaotl the size of the state sector
and on freedom from corruption. Stenholm, Acs angetWker (2013) discussed
the relationship between institutions and entregueship and showed that insti-
tutional arrangements have a varied influence dh thee rate and type of entre-
preneurial activity. The authors also point outt thiestitutional arrangements
related to regulations encourage entrepreneurtalitgcin a country to a much
greater extent than any other factor.

The analysis of literature on entrepreneurshipashthat a growing number
of studies emphasizes that the effects of thetutsnal environment on entre-
preneurship are differentiated according to ente@urial motivations. Among
the more recent studies investigating the impadhstftutional factors on entre-
preneurship, motivated by opportunity and necessitg mention those of
Friedman (2011), Valdez and Richardson (2013), Arm@nd Stenholm (2014),
Simén-Moya, Revuelto-Taboada and Guerrero (2014gntelsaz et al. (2015),
Amorés, Borraz and Veiga (2016), Amoros et al. @Q1Angulo-Guerrero,
Pérez-Moreno and Abad-Guerrero (2017). The empistady of Fuentelsaz
et al. (2015) highlights, for a sample of 63 coiastr how formal institutions
(e.g., property rights, business freedom, fiscakdiom, labour freedom and
financial freedom) are affecting entrepreneuriatiwagions. Overall, the results
of the study indicate that an increase in qualftjoamal institutions has a posi-
tive impact on both the entrepreneurship opporyuenid also on the relationship
between opportunity entrepreneurship and necessitlyepreneurship. The
authors also find a negative correlation betweesnemic freedom indicators
and necessity entrepreneurship.

Angulo-Guerrero, Pérez-Moreno and Abad-Guerrerdl72 examine the
effects of economic freedom on the motivation ftarting a business. The
authors find that the index of economic freedomigmificantly correlated with
types of entrepreneurship motivation, but assamais positive with entrepre-
neurship opportunity and negative with necessityegmeneurship. Using data
for 51 countries and for a period of nine years,0fd@s et al. (2017) examine the
influence of state fragility (calculated as the ragee of the World Bank’s six
global governance indicators, namely, voice andactbility, political stability
and absence of violence, government effectivemegslatory quality, rule of law,
and control of corruption) and of the level of eonric development on the like-
lihood of a person to start a business, eitherdasons of opportunity or for ne-
cessity. Empirical results show that state fragitéduces incentives for oppor-
tunity-based entrepreneurship and increase in@ntiv engage in entrepreneur-
ial activities based on necessity. The authors jadsiet out that the link between
fragility and necessity-based entrepreneurshiaitiqularly important in poorer
economies and becomes less important as the ecogromyg.
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The review of recent empirical studies that exadithe influence of quality
of institutions on the level of early-stage entegi@urial activity and on the moti-
vation of individuals to enter into entrepreneypsstiows the existence of a small
number of researches focused on EU countries. fidnereur paper complements
the literature in the field of entrepreneurshipgogviding empirical evidence on
the different impact of institutional quality ontegpreneurial motivations in EU
countries.

2. Data and Methodology

Our paper empirically investigates the effectdnstitutional quality on en-
trepreneurial activity but also the motivation gberson to start a business in the
18 EU member states (Belgium, Croatia, Denmarklakoh France, Germany,
Greece, Hungary, Ireland, Italy, Latvia, the Neldsids, Portugal, Romania,
Slovenia, Spain, Sweden, and the United Kingdong.did not consider all EU
countries because the data was not available éoertire period considered, and
for each indicator examined. The analysis covepgrégod of 15 years (2002 —
2016) and is based on data coming from the Glob#ielareneurship Monitor
(GEM) database, the Heritage Foundation, the WBddk’'s Worldwide Gov-
ernance Indicators (WGI) database and the WorldkBaworld Development
Indicators (WDI) database.

As dependent variables of our models, we have tisethdicators calculated
at country level by Global Entrepreneurship Moni@017) for measuring en-
trepreneurial activity and the motivation of entepeurs. Thus, we used as
proxy for the level of entrepreneurial activitiie total early-stage entrepreneurial
activity (TEA) rate,which is a key indicator of entrepreneurship andfisigni-
ficant importance to a country’s economy becauseepreneurs involved in this
phase of entrepreneurial activity are expectinggmation and innovation. Ac-
cording to the GEM methodology, the TEA rate expessthe percentage of
working age population who are either actively ived in starting a new busi-
ness (nascent entrepreneurs) or are running a oeindss that is less than 42
months old (new entrepreneurs). These two typesntiepreneurs (early-stage
entrepreneurs) are engaged in new business actiotymeasuring the motiva-
tion to become entrepreneur, we use as proxympeovement-driven opportuni-
ty entrepreneurial activity ratand thenecessity-driven entrepreneurial activity
rate. Theimprovement-driven opportunity entrepreneurial aityi (OEA) rate is
measured by the percentage of early-stage entymemho indicate that their
main driver for becoming entrepreneur is the opputy of being independent,
or increasing their income, as opposed to findiogther option for work or just
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maintaining their income. Theecessity-driven entrepreneurial activitNEA)
rate is defined by the percentage of early-stage ergnegurs who are involved
in entrepreneurship because they had no otherrmoftiowork. We choose to
make the distinction between opportunity and netessitrepreneurs because
the literature in the field of entrepreneurshiptiights the fact that the changes
in the external environment affects differentiagetirepreneurial activity, depend-
ing on the entrepreneurial motivations. Opportubidged entrepreneurs usually
start a business for reasons of profit, innovataomd sometimes personal aspira-
tions, and they are related to innovative actisitrgth the potential of creating
new jobs and even increasing productivity (Reynatsl., 2005; McMullen,
Bagby and Palich, 2008; Stenholm, Acs and Wuel#@t3; Cullen, Johnson and
Parboteeah, 2014). Comparatively, necessity metivahtrepreneurs start a new
business due to the lack of alternatives of emp#nyngShane, 2009; Valdez and
Richardson, 2013; Amoroés et al.,, 2017). MoreoveenBng, Chu and Kara
(2009) have shown that entrepreneurs’ motivatingpfa are different according
to the country where they operate, respectivelgdme countries a significant
number of the entrepreneurs are motivated by nitgesnsd security, while in
others most entrepreneurs are motivated by incahee desire for autonomy.
Figure 1 presents the average EU-18 evolution efdépendent variables for the
period of fifteen years considered in our anal{fsis TEA and NEA) and thirteen
years, for OEA (data was not available for thidalde between 2002 and 2004).
The figure shows that all the dependent variakdeg significantly over time.

Figure 1
The Average EU-18 Evolution of TEA, OEA and NEA(in %)

TEA OEA

AAAAAAA

Source Own calculations based on data from Global Eméregurship Monitor (2017).
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As explanatory variables of our empirical models,have consideradstitu-
tional quality reflected by two institutional dimensions, namedgonomic free-
domandthe quality of governance institutians regard to the first dimension,
the index of economic freedo(tEF) is used as explanatory variable. This
measures the economic freedom based on twelve itatimet and qualitative
factors that are grouped on four pillars, namelje rof law (property rights,
government integrity, judicial effectiveness), goweent size (government
spending, tax burden, fiscal health), regulatorficieihcy (business freedom,
labour freedom, monetary freedom), and open marftetde freedom, invest-
ment freedom, financial freedom). The value of iE&Fies from O (indicating the
lowest freedom) to 100. The data used for the Ketrieved from Heritage
Foundation (2017). The literature in the field lsh®wn that greater economic
freedom is positively related to entrepreneursiipeft and Sobel, 2005; Hall
and Sobel, 2008; McMullen, Bagby and Palich, 20Q9@strom, 2008; Crnogaj
and Brada Hojnik, 2016). Moreover, other studies found thednomic freedom
encourages opportunity-based entrepreneurship ianduttages necessity-based
entrepreneurship (McMullen, Bagby and Palich, 20B8entelsaz et al. 2015,
Angulo-Guerrero, Pérez-Moreno and Abad-Guerrert,/20

Besides the index of economic freedom, we alsoagsexplanatory variable
governance qualityKaufmann, Kraay and Mastruzzi (2009) define gnaece
as ,the traditions and institutions by which auttyom a country is exercised*
and measures the quality of governance througldismensions, namely voice
and accountability, political stability and absené&iolence, government effec-
tiveness, control of corruption. Each of these disigns has scores ranging
between -2.5 and 2.5 (the highest scores exprefissdpest results) and are
defined by Kaufmann, Kraay and Mastruzzi (2009o#lews:

- voice and accountabilityVA) expresses the perceptions of the extent to
which a country’s citizens are able to participatselecting their government,
as well as freedom of expression, freedom of agtoniand free media;

» political stability and absence of violen@@S) measures the likelihood that
a government will be destabilized by unconstitugioor violent means, includ-
ing terrorism;

- government effectivene§SE) measured by the quality of public services,
the quality of the civil service and the degreé®independence from political
pressures, the quality of policy formulation angliementation, and the credi-
bility of the government’s commitment to such piasg;

- regulatory quality(RQ) measured by the ability of the governmentote
mulate and implement sound policies and regulatibats permit and promote
private sector development;
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- rule of law(RL) the extent to which agents have confidencanid abide by
the rules of society, including the quality of peofy rights, the police and the
courts, and the risk of crime;

« control of corruption(CC) measures the perceptions of the extent tahwhi
public power is exercised for private gain, inchglboth petty and grand forms
of corruption, as well as the ,capture” of the stiay elites and private interests.

In our study, we use as proxy for governance tydlie governance index
(GOV), which we have calculated as the simple ayeed the six dimensions of
governance quality. The annual data for the indisatised for calculating the
governance index are obtained from the World Baik{twidwide Governance
Indicators database (World Bank, 2017b). The matastiip between the govern-
ance indicators and entrepreneurial activity hantexamined by many authors.
Dau and Cuervo-Cazurra (2014) found that governaoegatively associated
with total entrepreneurship, and other authors (@ownd De Clercq, 2008;
Anokhin and Schulze, 2009; Amoroés et al., 2017; iRpez-Gulias, De Sousa
Gabriel and Rodeiro-Pazos, 2018) have shown thelh €@mponent of the
governance indicator affects differently the emtempurs depending on their
motivation (opportunity or necessity).

To offer a clear image of the variables considéredur model we summa-
rized their description, together with their defiom and source in Table 1.

We have also included two control variables atntgulevel, which are fre-
guently used in empirical studies, namely GDP ghoarid unemployment. Data
on control variables was obtained from the WorldhiBa World Development
Indicators (WDI) database (World Bank, 2017a). éhation to GDP growth
(measured as annual percentage growth rate ofieR), we aim to test if eco-
nomic growth creates opportunities for startingusibess. The unemployment
rate (measured by the share of the labour fordegheithout work but available
for seeking employment, as % of total labour formgyht affect the decision of
a person to engage in entrepreneurial activitiesr(ivékers et al., 2005; Lasch,
Gundolf and Kraus, 2007; Fairlie, 2013; Vidal-Su#ié Lopez-Panisello, 2013;
Vivarelli, 2013; Amorés, Borraz and Veiga, 2016hu§, entrepreneurs motivated
by necessity do not have other options for work arel seeking to obtain the
income necessary for living, so, the changes ofmoh@yment rate have a direct
relation with this type of entrepreneurs.

Moreover, opportunity driven entrepreneurs arealisaged by higher rates
of unemployment (Wennekers et al., 2005; Vidal-Saifié Lopez-Panisello,
2013; Fuentelsaz et al. 2015), because a signifinarease in the rate of unem-
ployment can be linked to a stagnation of econagrievth, which leads to fewer
entrepreneurial opportunities.
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Table 1
Description of the Variables
Variable Definition Source
(Abbreviation)
Dependent variables
Total earl-stage the percentage of working age population who et Global

entrepreneurial
activity rate (TEA)

actively involved in starting a new business (nasce
entrepreneurs) or are running a new businesssless than
42 months old (new entrepreneurs)

Entrepreneurship
Monitor

Improvemer-
driven opportunity
entrepreneurial
activity rate (OEA)

percentage of ea-stage entrepreneurs who indicate
their main driver for becoming entrepreneur isgpportunity
of being independent, or increasing their inconsep@posed
to finding no other option for work or just maimtaig their
income

Global
Entrepreneurship
Monitor

Necessit-driven
entrepreneurial
activity (NEA) rate

the percentage of ea-stage entrereneurs who are involve
in entrepreneurship because they had no otherofaiio
work.

Global
Entrepreneurship
Monitor

Independent variables

Economic freedor
(IEF)

measures the economic freedom based on twelveitgtiae
and qualitative factors that are grouped on folleusi. Takes
values from 0 (indicating the lowest freedom) t®.10

Heritage Foundatic

Governance Qualit
(GOV)

measures the quality of governance through six aiioa:
(described bellow). Each dimension has scores mgngi
between —-2.5 and 2.5

World Bant's
Worldwide Govern-
ance Indicators
database

1. Voice and
accountability (VA)

expresses the perceptions of the extent to whaduatry's
citizens are able to participate in selecting tigevernment,
as well as freedom of expression, freedom of agsoniand

World Bank's
Worldwide Govern-
ance Indicators

free media database
2. Political stability | measures the likelihood that a government wil World Bant's
and absence of destabilized by unconstitutional or violent meansluding | Worldwide
violence (PS) terrorism Governance

Indicators database

3. Governmer measured by the quality of public services, thdityuef World Bank's
effectiveness (GE) | the civil service and the degree of its independéram Worldwide

political pressures, the quality of policy formudat and Governance

implementation, and the credibility of the govermt'e
commitment to such polici

Indicators database

4.Regulator measured by the ability of the government to foateianc | World Bank's
quality (RQ) implement sound policies and regulations that peamd Worldwide
promote private sector development Governance
Indicators database
5.Rule of law (RL) | the extent to which agerhave confidence in and abide World Bant's
the rules of society, including the quality of peofy rights, | Worldwide
the police and the courts, and the risk of crime Governance
Indicators database
6. Contro of measures the percepts of the extent to which public pow | World Bant's
corruption (CC) is exercised for private gain, including both pethyd grand | Worldwide
forms of corruption, as well as the ,capture” of state by | Governance

elites and private interests

Indicators database

Control variables

Real GDP growth
(GDPR)

Annual percentage growth ratereal GDP.Represents th
total value, at constant prices of final goods sexbices
produced within a country during a specific tima;ts one
year.

Internationa
Monetary Fund
(2019) Data
Mapper, World
Economic Outlook

Unemploymen
(UNEMP)

Unemployment refers to the share of the ur force that is
without work but available for and seeking emplopine

World Bank’s
World Development
Indicators (WDI)
database

Source:The authors.
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To achieve the main purpose of our paper, we faweulated the following
hypothesis:

H1: the institutional quality has a significant effent level of new business
activity;

H2: the institutional quality has a significant effemt entrepreneurial moti-
vations (opportunity or necessity).

At the beginning of our empirical analysis we héssted every variable for
the existence of unit root, to ensure the accuddieyur regression results. If the
variables used in the regression are not statiowargould obtain high levels of
R-squared even though the variables are not relaAfeet that we have analysed
the descriptive statistics, the correlations betwegiables and regression analysis
using three different models for each categoryxpfanatory variables considered.

The basic specification of our panel data modeéictvenables us to analyse
the existence of significant effects of institumenvironment on entrepreneur-
ship and on the motivation to become entreprensua, regression model ex-
pressed by the following equation (Greene, 2003):

Dit = Bo + BoXit + B2Yit + & 1)

where

i — represents the countries, t represents thg ye

Dy — the dependent variable,

Bo — the intercept,

Xit — represents the vector of independent variables,

Yii — the control variables,

B, andp, - the coefficients,

€it — the error term.

To obtain the coefficients of the panel data regim models we have used
the Pooled Least Square method (by adopting theSOrhethod to panel data).
Also, we determine the estimator variance—covadanatrix by the White cross
method, because we see the pool regression adiganate regression.

To test our hypothesis, we apply three differeang data models, which are
presented below:

TEA; = Bo + Bagow: + Baefy + Bsgdp; + Baunemp + & 2
OEA: = Bo + 100V + Boiefi + Bzgdp: + Paunemp + & 3
NEA; = Bo + B1goVi + Baefi + Bsgdp: + Baunemp + g 4)

Also, because the six components of the Governamieator appear to be
correlated with each other we have run differemepalata regression for each
component (see Table 5).
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3. Results and Discussion

The descriptive statistics of the variables assented in Table 2. The results
obtained highlight the fact that the total earlgg®t entrepreneurial activity
(TEA) rate data is distributed between a minimum.6f6 of the sample popula-
tion (France, 2003) and a maximum of 14.2% (Lat2i@l6). The opportunity
motivated entrepreneurs are distributed betwee#?d &ltaly, 2013) and 80.5%
(Denmark, 2006), while the necessity entreprenatgsdistributed between 3%
(France, 2002) and 50% (Croatia, 2005). Thus, weeile the existence of
a substantial amount of cross-country variation.

Table 2

Descriptive Statistic of the Variables Included inthe Analysis
Variable Obs. Min. Max. Mean Std. deviation
TEA 242 1.629 14.190 6.153 2.213
OEA 198 18.380 80.470 51.148 11.984
NEA 242 3.003 50.174 18.887 9.729
IEF 270 48.700 82.600 67.742 7.122
GOV 270 -0.043 1.969 1.116 0.522
GDPR 270 —14.400 25.000 1.653 3.612
UNEMP 270 3.400 27.500 9.207 4.366

Source Own calculations.

The index of economic freedom varied from 48.7%nr(Rnia, 2002) to 82.6%
(Ireland, 2007). The countries with higher valuéthe overall index of economic
freedom have better market economy oriented ingtits and policies compared
to countries with lower values of this index.

The governance index, which is measuring the tyuali governance, had
negative values in Romania (2003, 2004) due tofdle that the most of its
components had negative values. The highest quEligovernance was regis-
tered in Finland (2003). In fact, the data analysieolws that the best results on
good governance are obtained by the Nordic coumntrie

To testing the variables for the existence of elation between them we
analysed the correlation matrix of all the variahlised in our empirical analysis.
The matrix is presented in Table 3. The Governamdex is correlated with the
index of economic freedom, thus in our further gsial we will run separate
models for each of those two variables. The Goveraandex is also highly
correlated with each one of its components, andsthe&omponents are highly
correlated with each other (except for the variabésasuring political stability).
Therefore, for analysing the relationship betweeinepreneurship and entrepre-
neurial motivations and the quality of governanod abtaining accurate results,
we use separate regression models for each orfee it indicators the com-
pound the Governance index.
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Table 3
The Correlation Matrix
TEA OEA NEA IEF GOV vC PS GE RL RQ cc GDP | UNEMP
TEA 1.000
OEA -0.140* 1.000
NEA 0.206* | —0.674* 1.000
IEF 0.020 0.349* | —0.496* 1.000
GOV -0.191* 0.605* | —0.582* 0.792* 1.000
VA —0.293* 0.584* | —0.636* 0.722* 0.948*| (DO
PS -0.120* 0.511* | —0.357* 0.435* 0.6897  5TB* 1.000
GE -0.189* 0.580* | —0.535* 0.725* 0.9704  900* 0.629* 1.000
RL -0.145* 0.567* | —0.561* 0.800* 0.979%  986* 0.577* 0.950* 1.000
RQ -0.099 0.503* | —0.559* 0.882* 0.928 08 0.527* 0.863* 0.924* 1.000
cc -0.218* 0.604* | —0.578* 0.779* 0.9854  981* 0.620* 0.956* 0.970* 0.907* 1.000
GDPR 0.066 0.094 -0.106 0.143¢ 0.130 7000 | 0.214* 0.083 0.103 0.139* 0.1257  0Q0
UNEMP 0.132* | -0.533* 0.465* | —0.414*| —0.4464 .300* | —0.493* | —0.338* | -0.377*| -0.488* —0.435% —0625| 1.000

Note: * denotes that coefficients are significant at B¥#el.

Source: Own calculations.
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The results of the regression analysis are surzethin Table 4. Our empiri-
cal findings confirm both hypotheses formulatedwebd herefore, according to
our results, the quality of institutions has a gigant effect on new business
activity, and this effect has different signs dagpirg on the motivation of entre-
preneurs. In accordance with the findings from litezature, we observe a dif-
ferent behaviour in the relationship between ecaodneedom, the quality of
governance and both types of entrepreneurial miativa

Thus, we observe that greater economic freedopositively related to the
total early-stage entrepreneurial activity (TEAerdn accordance with the find-
ings of Kreft and Sobel (2005), Sobel, Clark ana 2007), Hall and Sobel
(2008), McMullen, Bagby and Palich (2008), Nystr008), Dau and Cuervo-
Cazurra (2014), Crnogaj and Braddojnik (2016). Also, our results indicate
that economic freedom is positively and signifitarissociated (p < 0.05) with
opportunity-based entrepreneurship, which proves @hhigher level of econo-
mic freedom tends to be favourable for the oppatguentrepreneurs, encourag-
ing them to start new business. These resultsmaime with the findings of
some empirical studies (McMullen, Bagby and Pal2808; Fuentelsaz et al.
2015; Angulo-Guerrero, Pérez-Moreno and Abad-Gueyr2017). By contrast,
we have obtained a powerful negative relationslefpvben the index of econo-
mic freedom and entrepreneurship motivated by rseye§ < 0.01). Usually,
necessity entrepreneurship might increase in condif little economic free-
dom, when there is a more difficult economic enwvinent, with little opportuni-
ties and might determine some people to becomeesgifoyed. Our results are
in agreement with the ones of Valdez and Richard2613), Fuentelsaz et al.
(2015), Angulo-Guerrero, Pérez-Moreno and Abad-@uer (2017), which
highlighted that increased economic liberalizatiends to discourage necessity
entrepreneurship.

Regarding the quality of governance, we find aatigg association with the
total early-stage entrepreneurial activity (TEAjetasimilar to the findings of
Dau and Cuervo-Cazurra (2014). When we consideegmneurial motivations
to start a business, our results indicate a stambdifferent significant influence
of the quality of governance on early-stage entegurs (p < 0.01). According
to some studies (Amords and Stenholm, 2014; Ametda., 2017), poor gov-
ernance quality stimulates necessity-based entreprship (NEA) and hampers
opportunity-based entrepreneurship (OEA). The negatlationship between
governance and NEA can be explained by the poolitgud governance that
causes individuals to look for survival because¢heflack of employment alter-
natives (Diaz-Casero et al., 2013). Also, in agexgrnwith Chowdhury, Terjesen
and Audretsch (2015), the negative association dxmtwgovernance and NEA,
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but also between economic freedom and NEA couledpéained by the fact that
poor governance quality and low economic freedomild/dead to an increase
in NEA because individuals can engage themselvenirepreneurial activities
in the informal sector.

Table 4

The Impact of the Governance Index on Entrepreneunsip and Entrepreneurial
Motivations

TEA TEA OEA NEA
IEF 0.058*** - 0.279** - —0.506*** -
GOV - —0.698*** - 10.651%+* - —9.020***
GDPR 0.044 0.043 -0.157 -0.163 0.088 0.085
UNEMP 0.110*** 0.035 —1.197%* —0.850*** 0.aIP** 0.519***
Observations 242 242 198 198 242 242
Adjusted R 0.038 0.030 0.296 0.447 0.309 0.378
F-statistic 4.176*** 3.520** 28.712%** 54.285* 37.066*** 49.946***

Note *, ** and *** indicate significance at 10%, 5% drl% levels, respectively.
Source Own calculations.

The results broken down on the six indicators,ciwhiompose the govern-
ance index, show important differences between ppity and necessity moti-
vated entrepreneurs (see Table 5).

Forvoice and accountabilitf’/A), our results indicate a positive association
with the early-stage entrepreneurs motivated byodppity and negatively with
the necessity motivated ones. The positive effexd also obtained by Bras and
Soukiazis (2014) and Yolag (2015). If the governtsiproviding a voice to its
citizens, then it determines a procedural utiliigl ahe opportunity set increases.
Thus, it is leading to a more favourable outconmapgared to the situation where
no such possibilities exist and is encouragingepnémeurs motivated by opportu-
nity. If voice and accountability is lacking, citigs might feel less satisfied with
the system, might fell, and thus might be lessirecl to become entrepreneurs.
The negative coefficient for the relation betweance and accountability and
necessity entrepreneurs was also obtained by N2068) and can be explained by
the fact that, even though voice and accountabsitacking, the individual that
does not have other option for work will still ddeito become entrepreneurs.

Political stability and absence of violen€BS) displays highly significant
(p < 0.01) positive relation with opportunity ergreneurs and a negative rela-
tion with the necessity motivated ones. The coiefficis statistically significant
only for the OEA variable. These results are ire limith our expectation and
with the findings of Baumol (1990) and Amorés et(@8D17). According to these
authors, a high level of political stability proesi a stable economic and business
environment encouraging the creation of new firapeeially for opportunity
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reasons. The negative relationship between pdlgiedility and necessity-based
entrepreneurship could be explained by the fadt pioditical instability may
cause some people to enter into entrepreneurshiufeival reasons.

Another variable with a positive and significaffieet on opportunity entre-
preneurs igjovernment effectivene@SE). This variable is negatively correlated
with necessity entrepreneurs. Increasing the quafitservices and public ad-
ministration, the degree of independence from igalitpressure and the quality
in government policies is encouraging the oppotyuniotivated entrepreneurs,
but it looks like it discourages the necessity wattd entrepreneurs. Our results
are in line with the findings of Rodriguez-Guli& Sousa Gabriel and Rodeiro-
-Pazos (2018). For the necessity entrepreneursidvaad obtain a statistically
significant coefficient.

Table 5
The Impact of Institutional Quality on Entrepreneurial Motivations
Opportunity-Motivated Entrepreneurship

Variable OEA1 OEA 2 OEA3 OEA 4 OEAS OEAG6
GDPR —0.105 —0.228* -0.133 -0.154 —-0.148 -0.161
Unemp —0.919*** —0.963*** —0.975*** —0.971*** —0.9%*** —0.862***
VA 15.077**
PS 9.735%**
GE 8.534***
RQ 8.003***
RL 8.246%**
CcC 6.637***
Obs. 198 198 198 198 198 198
Adj-R? 0.474 0.361 0.459 0.354 0.434 0.450
F-stat 53.642*** 38,217*** 56.746*** 37.108*** 51.80*** 54.821***

Necessity-Motivated Entrepreneurship

Variable NEA 1 NEA 2 NEA 3 NEA 4 NEA5 NEA 6
GDPR 0.049 0.132 0.067 0.081 0.059 07®.
Unemp. 0.518*** 0.836*** 0.637*** 0.517* 0.608*** 0.545***
VA —14.629***

PS -3.619
GE —6.900***

RQ —9.127***

RL —7.058***
CcC —5.571%**
Obs. 242 242 242 242 242 242
Adj-R? 0.428 0.221 0.379 0.346 0.366 0.378
F-stat 61.286*** 23.822*** 50.052*** 43.530*** 47.81%* 50.009***

Note *, ** and *** indicate significance at 10%, 5% drl% levels, respectively.

Source Own calculations.

Regulatory qualityRQ) is strongly correlated (p < 0.01) with botipes of
entrepreneurial motivation, but the associatiopasitive with opportunity en-
trepreneurship and negative with necessity entngprship. If the government
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is promoting policies designed to increase the ldgweent of new business op-
portunities for potential entrepreneurs, then thpastunity motivated entrepre-
neurs will be encouraged. On the other hand, tlyathe coefficient obtained

for necessity entrepreneurs can be explained bfatitehat, increasing regulato-
ry quality will result in creating new jobs or batipaid jobs, that will determine
some of the individuals preference to be employter than self-employed,
probably because this is the only choice they h&liese findings are in agree-
ment with other studies in the field (Verheul et 2001; Bjgrnskov and Foss,
2008; Vidal-Sufié and Lopez-Panisello, 2013; Nigmta and Cingolani, 2015;

Fuentelsaz et al., 2015).

Regarding theule of law(RL), our empirical results would indicate thaisth
dimension of governance would have a strong effest 0.01) on the two types
of early-stage entrepreneurs. We find that the ghapositive for opportunity
motivated early-stage entrepreneurs and negativadoessity motivated ones.
The studies in the field have also highlightedekistence of a powerful relation
between legal structure, the security of propaglts and entrepreneurial activi-
ty (Nystrom, 2008; Aidis, Estrin and Mickiewicz, @® Hartog, Van Stel and
Storey, 2010). But, in that case, an inverse aaatiip between rule of law and
entrepreneurship might appear, because many eat@yms find alternative
methods for contract enforcement which are independf the legal system and
they might view greater transparency as a disadgantAlso, the benefits of
improvements in the rule of law are smaller for Breaterprises comparatively
with large firms because the latter ones are mbterdo exploit their market
dominance (Hartog, Van Stel and Storey, 2010).

Control of corruption(CC) is positively associated with opportunity reat
preneurship and negatively with necessity entreqaresn As highlighted by
Bowen and De Clercq (2008) high levels of corruptian reduce the likelihood
that entrepreneurs engage in high-growth activitiesause corruption can de-
termine uncertainty in the business environmenusTtan increased control of
the level of corruption will stimulated the entrepeurs to focus on activities
that allow them to grow their income (improvemepportunity driven entre-
preneurs). Our results are also consistent withfith@ings of Anokhin and
Schulze (2009), Alvarez and Urbano (2011), Aparitiobano and Audretsch
(2016), and Khyareh (2017).

Regarding the control variables at country lewel; results indicate a nega-
tive and significant relationship between theemployment ratandthe oppor-
tunity motivated entrepreneurs, showing that a d&igiate of unemployment is
associated with a lower rate of new business staftom the identification of
a good opportunity. For the necessity motivatedepnéneurs, the unemployment
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rate presents a positive and statistically sigaiftccoefficient, highlighting that
a higher rate of unemployment in a country willetatine more individuals to
decide to start business and thus engage in estreymial activities. Surprisingly,
the other control variable (re@DP growth)is not statistically significant in any
of our models.

Looking at the values obtained for the Adjustegy®e observe that although
for the first model (TEA as dependent variable)yamost 3% of the variation
of entrepreneurial activity is explained by thermdes in the institutional quality,
when analysing entrepreneurs according to theirivaiidn we obtain higher
values (between 36% and 47% for opportunity modidagntrepreneurs and be-
tween 22% and 42% for necessity motivated ones).ciidmse to analyse the
value of R adjusted because it offers information regardimg percentage of
variation explained by only those independent \deim that in reality affect the
dependent variable. Based on the results of ouireralpinvestigation, we can
conclude that we have confirmed both our hypothésesulated, namely: the
institutional quality has a significant effect drettotal early-stage entrepreneurial
activity and the effect of institutional quality @mtrepreneurship depends on the
motivation of the individual to start new business@d thus to enter into entre-
preneurship (opportunity or necessity).

Conclusions

Entrepreneurship is of vital importance for anremay because it represents
a significant source of economic growth and weattéation. The major contri-
bution of entrepreneurship to the economic andasalgvelopment of a country
has increased the interest of researchers in anglytse factors that would en-
courage or, on the contrary, hinder the developrokahtrepreneurial activity.

The literature in the field of entrepreneurshipwh that among the factors
that affect the dynamics of entrepreneurship aroiat role is played by the
institutional factors and within them is noted tpgality of institutions. In this
context, through our study, we sought to examieecfifects of quality of institu-
tions (expressed by the economic freedom indexthedjovernance index) on
the level of early-stage entrepreneurial activiby also on the motivation of
individuals to start a business. For the empiragsdlysis we considered eighteen
countries members of the European Union. We gathéata for the period be-
tween 2002 and 2016. In addition, we have testeceffects of the six dimen-
sions of governance quality (voice and accountsbitiolitical stability, govern-
ment effectiveness, regulatory quality, rule of lamd control of corruption) on
the motivation of individuals to become entrepreseu
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The empirical results obtained have confirmed assumptions. Therefore,
we found that the level of total early-stage emnteapurial activity can be signifi-
cantly affected by the quality of institutions, aitgleffects may vary depending
on the motivation of an individual to start a besia (opportunity or necessity).
Our findings are in line with the results obtairiemm other empirical studies, as
presented above. Thus, we observed that greateomio freedom is positively
related to the level of new business activity. Alsor results indicate that eco-
nomic freedom is positively and significantly asated with opportunity-based
entrepreneurship, which means that a higher lefivetonomic freedom tends to
be favourable to the opportunity entrepreneursperaging them to start new
business. Necessity entrepreneurs are negatiialgdeo the index of economic
freedom, as increased economic liberalization tetodsliscourage necessity
entrepreneurship. Regarding the quality of goveraafexpressed through the
governance index), we found this to be negativelyoaiated withtthe level of
early-stage entrepreneurial activity.

When analysing the results broken down on thénsiicators which compose
the governance index we obtained several signifiddferences between oppor-
tunity and necessity motivated entrepreneurs. Topsortunity entrepreneurship
appears to be positively and significantly cormtiatvith all six dimensions of
the quality of governance (voice and accountabifitglitical stability, govern-
ment effectiveness, regulatory quality, rule of lamd control of corruption). On
the other hand, necessity entrepreneurship restdteéeé negatively and signifi-
cantly related with five of the six dimensions @vgrnance quality, respective-
ly, voice and accountability, government effectiees, regulatory quality and
rule of law.

Our main conclusion is that institutional qualpyays an important role in the
promotion and development of entrepreneurial agthand economic freedom
as well as the six dimensions that measure thetgadélgovernance, are signifi-
cant predictors of individuals’ motivation to startbusiness. Thus, we believe
that the results of our empirical investigation Idobe of interest to policy-
makers, who should be concerned about identifymdyimmplementing the most
appropriate measures to increase the quality aitutiens, which should lead
to the promotion of entrepreneurship and suppatdiévelopment of entrepre-
neurial activities in within a country.

One of the main limitations of our research isited to the fact that the coun-
tries from our sample have different degrees okligpment. Thus, in future re-
search we intend to group the countries in the amanrording to their level of
economic development, and we anticipate that weobtiain other useful infor-
mation about the role of institutional environmententrepreneurial motivation.
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