Chapter 4
Entrepreneurship, Global Competitiveness
and Legitimacy
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Abstract The purpose of the present research is to further study the relation
between Entrepreneurship, Global Competitiveness and Legitimacy of a country.
The initial hypothesis is that the higher the rate of entrepreneurship is, the greater
the indicators of competitiveness and political legitimacy will be, increasing thus
the possibility of economic growth for the country. This relation in Spain is
measured using the Global Entrepreneurship Monitor (GEM), the European Social
Survey (ESS) of the Union European (EU) and the Global Competitiveness Index
(GCI) of the World Economic Forum (WEF) for the period between 2006 and 2012.
The results show a decline in the entrepreneurship rate in Spain, which translates
into a loss of competitiveness and a considerable decline of political legitimacy,
especially regarding acts of justification (confidence in the political system and
disappointment with the economy and the institutions). Results also indicate that
public-private efforts are necessary to increase the entrepreneurship rate and
improve legitimacy that enables Spain to attract investments and improve their
position in the rankings that evaluate its competitiveness.

4.1 Introduction

Entrepreneurship is an extremely important activity for the competitiveness and
growth of a country, which contributes to the creation of new jobs (Birch 1979,
1987; Van Stel et al. 2005). Nevertheless, the relation between entrepreneurship
and the competitive development of a country is a relation difficult to measure
(Spencer and Gémez 2006) and the empirical studies regarding the impact of
entrepreneurship over the competitive development of states are limited (Van Stel
et al. 2005). Hence, the approach of this research is not only to measure this relation
but to incorporate a new variable: political legitimacy.
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The level of development of a country is a key factor for those countries who
want to reach their competitive goal (Amoros et al. 2012). The Global Entrepre-
neurship Monitor (GEM), the most relevant annual report on entrepreneurship, will
be employed to conduct this study. The competitiveness of a country is a concept
that has been analyzed from the beginning of Porter’s arguments (1990) on the
relevance of nations’ competitive advantage. Some of the most relevant publica-
tions on competitiveness are the Global Competitiveness Report of the World
Economic Forum (WEF) and the IMD World Competitiveness Yearbook. Follow-
ing the World Economic Forum, Porter (2002) define competitiveness based on the
degree of economic development of a country, which is divided into three specific
stages: the factor-driven stage, the efficiency-driven stage and the innovation-
driven stage. Furthermore, Porter (2002) develop two transitions between these
stages (Fig. 4.1).

Finally, legitimacy is a relevant factor for competitiveness and the development
rate of a country, while organizations must conform to social expectations and
economic demands. Nowadays, to survive and to access resources entails finding
the competitive advantage (Porter 1985). Therefore, the pursuit of the competitive
advantage has become one of the reasons that lead to the search for organizations’
legitimacy. Authors as Starr and MacMillan (1990) indicate that organizations must
create an image of viability and legitimacy before being able to receive any support.
Thus, a legitimate organization can obtain a greater support of stakeholders (Choi
and Shepherd 2005), and better access to investment (Cohen and Dean 2005; Deeds
et al. 2004; Deephouse and Suchman 2008; Diez-Martin et al. 2010a, 2013; Higgins
and Gulati 2006; Pollock and Rindova 2003).
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4.2 Theoretical Background

Firstly, entrepreneurship is one of the variables that empirical literature has
suggested as a key element for a country’s economic growth (Bleaney and
Nishiyama 2002). There are diverse ways in which entrepreneurship may influence
the economic growth of a country, for example, introducing important innovations
through the opening of new markets or new production processes (Acs and Amords
2008), or throughout the increase of competitiveness between companies (Geroski
1989; Nickel 1996; Nickel et al. 1997).

Secondly, and in accordance with the WEF, competitiveness is the group of
institutions, policies and factors that determine the level of productivity of a
country. The productivity level is the prosperity level that takes place in an
economy. Productivity determines the ratio of return obtained from investments
in the economy, leading to growth in the country. In other words, a more competi-
tive economy will grow faster in time.

The measurement of a country’s level of competitiveness concentrates funda-
mental aspects for the country’s growth and productivity, and the attraction of
domestic and foreign investment. The factors that the WEF takes into consideration
for the measurement of a country’s competitiveness are: institutions, infrastructure,
macroeconomic stability, health and primary education, higher education and train-
ing, goods market efficiency, labor sector efficiency, financial market sophistication,
technological readiness, market size, business sophistication and innovation.

Thirdly, legitimacy is a condition of cultural alignment, normative support and
consonance with relevant rules and laws (Scott 1995). Its significance lies in the fact
that the acceptance and desirability of an organization’s activities by its environ-
ment and by social groups will enable access to the resources needed to survive and
grow (Zimmerman and Zeitz 2002). Numerous organizations have failed not
because their products or policies were bad or because they did not have sufficient
resources, funding, or competitiveness, but due to their lack or deterioration of
legitimacy (Ahlstrom and Bruton 2001; Chen et al. 2006).

The concept of political legitimacy, key in political science, refers to the degree in
which citizens support the holding and exercising of political power. States that lack
legitimacy allocate more resources to maintaining their rule and less to effective
governance, which reduces economic stability (Gilley 2006). Numerous institutions,
procedures or actors can be the objective of a political legitimacy study; ours will be
the State, as institutional and ideological cornerstone of the political community. At
this point, we must identify three sub-types of political legitimacy (Beetham 1991):

— Views of legality: The State holds and exercises political power in agreement
with the citizens’ views over laws, rules and custom. The importance of this
dimension lies in the fact that rules are general and predictable. Rules create
predictability in social life, which is itself a moral good, even if they often
reinforce injustices in other respects. For example, how citizens perceive corrup-
tion and compliance with laws, their view of the police or citizen participation in
demonstrations.
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— Views of justification: Based on the principles shared by a society, ideas and
values. Citizens respond to moral reasons given by the State to act in a certain
way. Legitimacy is drawn from a shared morality that exists in citizens’ every-
day discourses. In other words, there is a common series of beliefs that dominate
power relationships (Beetham 1991). The notion of moral consistency between
the State and society is the basis of comparative and sociologist politics literature
(for example, Nevitte and Kanji 2002). Confidence in political leaders or the
view on the effectiveness of political institutions are examples of this.

— Acts of consent: The two previous dimensions are seen from a normative point
of view; nevertheless they are insufficient to explain the legitimacy of the State.
The omnipresence of political power and their regularization in everyday life
means that at a given moment, citizens consciously may consider the legality or
the justification of only a very small fraction of the whole system. This legiti-
macy gap gives rise to the need for “acts of consent.” “Acts of consent” refer to
the positive actions that express a citizen’s recognition to the State’s right to hold
political authority and the acceptance of political obligation to comply with the
resulting decisions, for example, voter turnout, collaboration with associations
or payment of voluntary taxes.

The organizations who survive longer are those that better conform to the
pressures of the environment, acting in accordance with socially established laws,
norms and values. Those organizations who do not conform to the environment do
not survive (Zaheer 1995). When an organization no longer has legitimacy it finds
itself being socially rejected, which prevents it from having access to resources, and
therefore limits or voids its competitiveness or productivity (Diez-Martin
et al. 2010b, 2013; Vanhonacker 2000).

Therefore, the level of competitiveness is considered to be key to economic
growth and to the survival of a state since it depends on the level of support received
from its stakeholders (that is, its legitimacy) (Arnold et al. 1996). For example, it
has been proven that legitimacy increases survival rates in non-profit organizations
(Baum and Oliver 1991-1992; Singh et al. 1986) and reduces the rate of disap-
pearance of hospitals in the United States (Ruef and Scott 1998).

Organizations (States) achieve greater legitimacy when complying with rules
(point of view of legality), principles (point of view of justification) and beliefs
(acts of consent) (Scott 1995). Legitimacy that can be gained, maintained or lost;
and that can therefore be managed by institutions (Suchman 1995; Deeds
et al. 1997). A large number of researches have examined how certain actions
can be useful for some subjects to gain legitimacy while they can also cause other
subjects to lose it (Phillips et al. 2004). Findings such as these reinforce the
contributions of Suchman (1995) who believes that the best way of gaining legit-
imacy is, often, just conform and comply with what the environment wants.
However, we know that the legitimacy can be managed, but which are the benefits
of high levels of legitimacy?, do high levels of legitimacy influence the level of
competitiveness reached by the institution or do they improve a country’s entre-
preneurship levels?
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The strategic view of legitimacy is seen as something that can be manipulated to
achieve the objectives of the institution or to access resources, in this case to
achieve a higher level of competitiveness (Suchman 1995). Further, legitimacy
allows the creation of a base for making decisions different from rational means.
Individuals are influenced by how much they believe that the decisions taken by
other legitimate people/institutions are right or appropriate and they should be
followed (Zelditch 2001). Legitimacy would be able to create a sense of obligation
in individuals that allows more legitimate organizations to gain the voluntary
consent of external agents (Tyler 2005). That is, the greater the legitimacy the
higher the scores on the indicators that measure competitiveness (e.g., sophistica-
tion of market and entrepreneurship rates.)

4.3 Methodology

4.3.1 Sample

The GEM report presents an annually published assessment of business activities,
and individuals’ aspirations and attitudes through a wide range of countries. This
GEM initiative began in 1999 as an association between the London Business
School and Babson College. The variable Total Entrepreneurial Activity (TEA)
for the period 2006-2012 in Spain employed in this research will be extracted from
this report.

Every 2 years, The European Union develops the European Social Survey (ESS)
with the objective of measuring the change in attitudes and behavior patterns of
European citizens over time and between countries, improving the quality of
quantitative measurement, and establishing solid social indicators that enable the
assessment of welfare on European countries.

The World Economic Forum (WEF) develops a competitiveness index showing
how countries are placed in a competitiveness ranking through time and classifies
them hierarchically in terms of a series of variables representing the micro and
macro influences of each country. That is, it presents the competitive situation of
each country in terms of individual variables and a combination of variables. The
WEF calculates its index by weighting the average of the country through three
indicators: basic requirements (institutions, infrastructure, macroeconomic envi-
ronment and health and primary education), efficiency enhancers (higher education
and training, goods markets efficiency, labor market efficiency, financial market
sophistication, technology readiness and market size) sophistication and innovation
factors (business sophistication and innovation).
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4.3.2 Data and Variables

Using data from the GEM, the ESS and the WEF, this research aims to determine
the interrelation between entrepreneurship, competitiveness and political legiti-
macy in a country and explore which factors have a relative priority over the others.
Our study includes one item from the GEM, 18 items from ESS and 12 sub-index
from the GCR for Spain between the years 2006 and 2012.

Entrepreneurship: To measure entrepreneurship we will use the Total Entrepre-
neurial Activity (TEA) contained in the GEM, which measures the relative amount
of nascent entrepreneurs and business owners of young firms for a range of
countries.

Competitiveness: The data corresponding to the years 2006, 2008, 2010 and
2012 of the GCR were obtained so as to evaluate competitiveness. Thus, we analyze
the data concerning the Global Competitiveness Index, as well as the categories by
pillars and dimensions for a scale of 1-7 (Table 4.1).

Political legitimacy: In order to assess political legitimacy we used the indica-
tors proposed by Gilley (2006) obtained through the European Social Survey. For
that purpose, we obtained the public data corresponding to the years 2002, 2004,
2006, 2008, 2010 and 2012 of the ESS. Subsequently, four measurements from the
GCR regarding Spaniards perception of legality, justification and acts of consent
were selected when its availability from the year 2005 was confirmed. Finally, we
selected 18 items to measure political legitimacy (Table 4.2).

Table 4.1 Indicators of competitiveness

Pillars Dimensions
Basic requirements . Institutions
. Infrastructure

. Macroeconomic environment

. Health and primary education

Efficiency enhancers . Higher education and training

. Goods market efficiency

. Labor market efficiency

. Financial market development

NeREe-RIEN B Ne NNV, I I SN ROS RN (S

. Technological readiness
10. Market size
Innovation and sophistication 11. Business sophistication

12. Innovation

Source: World Economic Forum (2014)
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Table 4.2 Indicators of Legitimacy

Legitimacy
sub-type Indicator Scale

Legality Confidence in the judicial system (PB8) 0-10
Confidence in the police (PB9)
Justification Confidence in the Spanish parliament (PB7) 0-10
Confidence in politicians (PB10)
Satisfaction with the economic situation (PB30)
Satisfaction with the functioning of democracy (PB32)
Satisfaction with education (PB33)
Satisfaction with the public health care system (PB34)
Consent Voter turnout (PB13) 1-2
Political participation — demonstrations, boycotts, etc. (PB15—
PB24):
Boycott to products for political, social or environmental
reasons

Political contact, government

Signing of petitions

Participation in demonstrations

Collaboration with other organizations
Collaboration with political parties

Sample of emblems in campaigns
Political affiliation (PB26)

Source: European Social Survey (2014)

4.4 Results

To analyze the relation between entrepreneurship, global competitiveness and
political legitimacy we will proceed to the exhibition of the data obtained from
the descriptive statistics (Table 4.3, 4.4, and 4.5) and the construction of global
indicators of the variables. Taking into account that measuring scales are different
depending on the specific dimension or variable, results were then turned into
logarithms (scale 0—1) that enable benchmarking (Hair et al. 2009).

In Table 4.3 a remarkable drop in the TEA can be noticed for the 2008-2010
period, showing a slight increase in the rate on 2012.

Table 4.4 shows how the Spanish situation regarding the country’s competitive-
ness index has not followed an upward progression. In Table 2.5, a loss of political
legitimacy in all dimensions studied is verified. For the period 2006-2012, legality
decreases 0.7228 points, justification 0.7228 and consent 0.0629. 2010-2012 was
the period where Spain experiences a greater loss of legitimacy, years that coincide
with the economic crisis. While the economic crisis (closely related to a country’s
competitiveness) can influence the political legitimacy it is relevant to mention the
Spaniards loss of confidence in laws or their satisfaction with national economy
(Table 4.5).


http://dx.doi.org/10.1007/978-3-319-08888-4_2

64

Table 4.3 TEA descriptive statistics
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TEA SPAIN 2006 2008 2010 2012
Total early-stage entrepreneurial activity (TEA) 7.3 7.0 4.3 5.7
Table 4.4 Descriptive statistics of Spain’s competitiveness index
Pillars of competitiveness 2006 2008 2010 2012
1. Institutions 4.3813 4.5901 4.2521 4.2460
2. Infrastructure 5.2920 5.2971 5.6732 5.9243
3. Macroeconomic environment 5.5976 5.5286 4.6027 4.1700
4. Health and primary education 6.3939 5.9613 6.0073 6.0888
5. Higher education and training 4.7959 4.7500 4.8510 5.0221
6. Goods market efficiency 4.6650 4.6332 4.2040 4.3685
7. Labor market efficiency 4.0135 4.1112 3.8821 3.9844
8. Financial market development 4.8466 4.9296 4.2821 3.8952
9. Technological readiness 4.2897 4.5865 4.6438 5.2886
10. Market size 5.5185 5.4728 5.4684 5.4530
11. Business sophistication 4.8297 4.8890 4.4615 4.5120
12. Innovation 3.6306 3.6062 3.4653 3.7705
Subindex A: Basic requirements 54162 5.3443 5.1338 5.1073
Subindex B: Efficiency enhancers 4.6882 4.7472 4.5553 4.6686
Subindex C: Innovation and sophistication 4.2301 4.2476 3.9634 4.1413
Global competitiveness index 4.6964 4.7168 4.4934 4.5982
Table 4.5 Descriptive statistics of dimensions of legitimacy
Dimension Item 2006 2008 2010 2012
Legality Confidence in laws 49984 43160 |4.3831 |3.6975
Confidence in police 6.0242 |6.0579 |6.2279 |5.8795
Total (0-10) 5.5113 |5.1869 |5.3055 |4.7885
Justification | Confidence in parliament 4.9910 |4.3160 |4.3160 |3.6975
Confidence in political parties 3.4647 |3.2637 |2.7031 |1.8796
Confidence in politicians 3.4937 |3.3173 |2.7249 |1.9101
Satisfaction with national economy 5.3224 | 3.6272 |2.7226 |2.1676
Satisfaction with government 4.8002 |4.0226 |2.9590 |2.5180
Satisfaction with democracy 5.9156 |5.8130 |5.0893 |3.9809
Situation of education 5.1965 |5.2450 |5.2262 |4.5407
Total (0-10) 4.9010 |4.5409 |4.0201 |3.2099
Consent Products boycott 1.8968 |1.9204 |1.8852 |1.8275
Political contact, government 1.8797 |1.8988 |1.8650 |1.8684
Petition signing 1.7719 | 1.8236 |1.7377 |1.6676
Participation in demonstrations 1.8184 |1.8415 |1.8178 |1.7409
Voting in past elections 1.4472 | 1.3867 |1.4311 |1.3371
Collaboration with other organizations |1.8568 | 1.8979 |1.8241 |1.7801
Collaboration with political parties 1.9488 | 1.9693 |[1.9299 |1.9226
Total (1-2) 1.8176 |1.8363 |1.7987 |1.7547
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Table 4.6 Global results of entrepreneurship, competitiveness and legitimacy

Year 2006 2008 2010 2012 Variation 2012-06
TEA 0.8633 |0.8451 |0.6335 |0.7559 |—0.1074
Global competitiveness index |0.6718 |0.6736 |0.6526 |0.6626 | —0.0092
Legality 0.7413 |0.7149 |0.7247 |0.6802 | —0.0611
Justification 0.6903 |0.6571 |0.6042 |0.5065 | —0.1838
Consent 0.2595 |0.2639 |0.2550 |0.2442 | —0.0153
Legitimacy 0.5637 |0.5453 |0.5280 |0.4770 | —0.0867
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Fig. 4.2 Entrepreneurship, competitiveness and legitimacy evolution

The results of the conversion to logarithms and the graphic representation of this
evolution are presented in the following table and graphic (Table 4.6).

Although political legitimacy has decreased (—0.0867) and the TEA has
presented a significant decline, the competitiveness index has remained more stable
(—0.0092). This demonstrates that the outside perception of Spain is not the same as
the one Spaniards have of their country and that the initiatives carried out by the
Government and the satisfaction with education or health care are not consistent
with the results achieved by Spain in international indices, such as the WEF.
Likewise, the loss of legitimacy corresponds with the decline of new business

(Fig. 4.2).
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4.5 Conclusions

The objective of this research is to better understand how the relation between
entrepreneurship, competitiveness and political legitimacy becomes a source of
competitive advantage for countries. Entrepreneurship is one of the variables that
empirical literature has suggested as a key element for a country’s economic growth
and competitiveness (Bleaney and Nishiyama 2002). Entrepreneurship and com-
petitiveness are affected by the degree of social acceptance of the institutions
running a State (Gilley 2006). States that lack legitimacy devote more resources
to maintaining their rule and less to effective governance, which reduces social
support and makes them vulnerable to being overthrown, which leads to little
economic stability and loss of new businesses creation (Gilley 2006). For that
purpose, the relation between the Total early-stage Entrepreneurial Activity
(TEA), the index provided by the World Economic Forum each year and the
dimensions of the political legitimacy calculated through data from the European
Social Survey have being analyzed.

Through the study of entrepreneurship, competitiveness and legitimacy in Spain
during the 2006-2012 period, the results suggest a decline in the rate of entrepre-
neurship and a loss of political legitimacy of Spain, which would hamper the
achievement of the country’s competitiveness advantage, and it is an evidence of
Spaniards loss of confidence on their institutions, their legal system or voter
turnout. Facts that in the immediate future would influence Spain’s position in
international rankings, such as the GRI developed by the WEF, and would hinder
the start-up of new business.

The results of this study show a decrease of 0.1074 points (scale 0—1) in the
entrepreneurship rate for the 20062012 period. This is the most notorious fall of all
analyzed variables. In addition, and in consistency with these results the political
legitimacy fell 0.0867 points. Even though this decrease of legitimacy has no
influence on the political and economic stability of a democratic country like
Spain, it can indeed be one of the causes of Spain’s loss of attractiveness for
investments, lower encouragement of entrepreneurs, or Spain positioning at inter-
national level (Gilley 2006). Analyzing results by dimensions or by the points of
view regarding legitimacy, it can be demonstrated that the most significant decrease
for legitimacy in Spain comes from the point of view of justification (—0.1838).
The European Social Survey identifies values below the approved on all the
indicators and a considerable loss of confidence in political parties (—1.4852 points
out of 10), politicians (—1.5837) and the Parliament (—1.5637), and a disappoint-
ment with national economy (—1.5837), (—2.2822) government and democracy
(—1.9346).

Analyzing legitimacy from the point of view of legality a low confidence in laws
(3.6975 on 2012) and a decrease of 1.3009 points for the whole period is noted;
moreover, confidence in the police obtained a passing score (5.8795). Finally,
analyzing acts of consent it is observed that Spaniards’ support and participation
are decreasing.
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Results which, in the beginning, are in the line with the results achieved in
international competitiveness indices, but do not have direct relation with its
evolution over time. In order to be able to prove this coherent relation the incorpo-
ration of a greater number of countries to this preliminary study becomes necessary
to enable a more detailed comparison (a greater number of years at this moment
would not be possible).

This research suggests that the Spanish government should concentrate its
efforts on promoting entrepreneurship and gaining political legitimacy those results
in an improvement on business climate and entrepreneurial environment to attract
investments and improve the country’s competitiveness. The government should
focus on improving Spaniards level of satisfaction with law enforcement, political
institutions and the educational and health system, and encourage voter turnout.
Thus, the increase in legitimacy will lead to a raise in general confidence in Spain,
greater economic stability and major access to resources, which will attract inves-
tors, improve the mood of entrepreneurs and have an impact on the escalation of
Spain in international indices such as the Global Competitiveness Index or the
Doing Business Index.

Finally, as every research work, this one is not without limitations. It is neces-
sary to increase the number of countries of the sample, for example including
European Union member states, in order to validate the proposed relation; to
apply statistical methods enabling the confirmation of results; to introduce other
variables not yet incorporated into the measurement or that might have an impact on
the same; or to prove the effect of governmental and business initiatives to
encourage entrepreneurship and Spanish competitiveness.
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