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Abstract This chapter describes the concepts of entrepreneurship and institutions
and reviews and categorizes the different types of institutions and entrepreneurship.
After this, the factors influencing entrepreneurship are identified and classified into
two categories—institutional and non-institutional. It is also known that economic,
legal, managerial, educational, social, cultural, and political environments affect
entrepreneurship. In this chapter, only institutional factors are taken into account,
and their theoretical relationship is examined. The conclusion is that institutions are
important in the entrepreneurial process. Entrepreneurs can also play an important
role in the process of institutional change; thus, a bidirectional causal relationship is
found between institutions and entrepreneurship. In the empirical section, the status
of institutional quality, the entrepreneurial environment, and the relationship
between them in Middle East and North Africa (MENA) countries are analysed. It
is concluded that the status of these variables is inadequate and opportunity-driven
entrepreneurs can create institutional changes in these countries.

Keywords Entrepreneurship · Institutions · Control of corruption ·
Property rights · MENA countries

1 Introduction

In the literature on economic growth, the question has always been present: why are
some countries poorer than other countries? To answer this question, several theories
have been presented. In these theories, the causes, forms, and effects of economic
growth are taken into consideration. In the analysis of economic growth causes, two
kinds of factors are considered—proximate causes (such as the accumulation of
physical and human capital etc.) and ultimate causes (such as social capital, culture,
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property rights, entrepreneurship etc.) [Rodrick et al. (2004), pp. 131–136; and
Acemoglu (2006), pp. 83–96, Samadi (2008), pp. 11–12]. Accordingly, the attention
paid to the thoughts of institutional economists grew.

Moreover, in the literature on entrepreneurship economics, the question has been
present: why do some countries benefit from entrepreneurial interests while others
lose? To answer this question, several theories have also been proposed in regard to
the causes and effects of entrepreneurship. Accordingly, especially since the release
of Baumol’s seminal paper (Baumol 1990), special attention has been paid to
entrepreneurship economics. Baumol—by introducing various forms of entrepre-
neurship—shows that institutions are important determinants of the level and types
of entrepreneurship.

Institutions and entrepreneurship are the two ultimate causes of economic growth.
On the other hand institutions affect both entrepreneurship and entrepreneurs, which
are considered to be the cause of institutional change. Economic growth is also
considered as one of the causes of the growth of entrepreneurship. Thus, it can be
stated that the triangle of institutions–entrepreneurship–economic growth is a more
appropriate answer to the two questions posed in this introduction. The purpose of
this chapter is to pay particular attention to the side of institutions–entrepreneurship.
Also, in the present chapter, we try to answer the question: What factors influence
entrepreneurial activities? What is the effect of formal and informal institutions on
entrepreneurial activities? Are institutions also important in the formation of the
entrepreneurial activities?

Given the special status of the MENA countries (high potential for growth and at
the same time poor condition, the existence of poor institutional quality, especially
state of corruption control, and the poor status of protection of property rights as well
as the poor condition of entrepreneurship and poor governmental support etc.), it is
very important to examine the relationship between institutions and entrepreneur-
ship. There are many studies (e.g. Schumpeter 1934; Baumol 1990; Kozul-Wright
and Rayment 1997; Busenitz et al. 2000; Yu 2001; Baez and Abolafia 2002;
Westland and Bolton 2003; Spencer and Gómez 2004; Stephen et al. 2005; Li
et al. 2006; Greenwood and Suddaby 2006; Lee et al. 2007; Sobel 2008; Bowen
and De Clercq 2008; Aidis et al. 2009; Nyström 2008; Otahal 2012; Greener 2009;
Mitchell and Campbell 2009; El Harbi and Anderson 2010; Henrekson and
Sanandaji 2011; Kalantaridis and Fletcher 2012; Stenholm et al. 2013; Valdez and
Richardson 2013; Dau and Cuervo-Cazurra 2014; Sambharya and Musteen 2014;
Urbano and Alvarez 2014; Castaño et al. 2015; Williams and Vorley 2015; Kuchar
2016; Muralidharan and Pathak 2016; Lucas and Fuller 2017) in this field, which
cover the effect of different types of institutions on the level and types of
entrepreneurship.

But there are few studies (e.g. Simon-Moya et al. 2013; Fuentelsaz et al. 2015;
Aparicio et al. 2016; Angulo-Guerrero et al. 2017; Brixiova and Egert 2017) on the
effect of institutional factors on opportunity-driven and necessity-driven entrepre-
neurship. These studies have been conducted, respectively, for 68 countries, 63 coun-
tries over the period of 2005–2012, 43 Latin American countries during the period of
2004–2012, OECD countries over the period of 2001–2012, and 100 countries
selected cross-sectionally. Aparicio et al. (2016) considers only opportunity-driven
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entrepreneurship, but in the other studies, both opportunity-driven and necessity-
driven entrepreneurship types have been noted. The first contribution of this study is
to consider MENA countries.

Moreover, in all studies, the effect of physical property rights (as a sub-index of
economic freedom index) on opportunity-driven and necessity-driven entrepreneur-
ship has been examined. Accordingly, the second contribution in the present chapter
is to examine the relationship between intellectual property rights and opportunity-
driven and necessity-driven entrepreneurship.

The results of this study show that in the MENA countries and factor-driven
countries, opportunity-driven entrepreneurs are able to provide an institutional
change context, at least in the short run.

The rest of the chapter is organized as follows. The theoretical background—
including institutional and non-institutional factors influencing entrepreneurship—is
discussed in Sect. 2. Moreover, we discuss the causal link between institutions and
entrepreneurship in this section. Section 3 is devoted to the research methodology. In
Sect. 4, we analysis the status of entrepreneurship and its relationship with institu-
tional quality in MENA countries. Section 5 is devoted to discussion, while Sect. 6
presents the conclusion.

2 Theoretical Background

There is no clear and single definition for certain terms. Institution and entrepre-
neurship are no exception. There are several definitions for institutions and entre-
preneurship. Moreover, several indices and criteria have been proposed to measure
them. Before examining the factors affecting the level and types of entrepreneurship
(Sect. 2.2) and the relationship between entrepreneurship and institutions (Sect. 2.3),
the terminology and typology of institutions and entrepreneurship are discussed in
the first sub-section. The purpose of the second sub-section is to identify all the
factors affecting the level and types of entrepreneurship. The main purpose of this
section is to address with greater depth the relationship between institutional factors
and entrepreneurship. In the third sub-section, this relationship is discussed in terms
of the causal relationship. After describing the relationship between institutions and
entrepreneurship, the research hypotheses are expressed.

2.1 Institutions and Entrepreneurship: Terminology
and Typology

2.1.1 Institutions

Important developments occurred in the theories of economic development after
World War II. Development economists in different decades have given different
recommendations for developing countries:
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1970s: Getting prices right
1980s: Getting macro-polices right
1990s: Getting Institutions right

But what is an institution? What are the types of institutions? What are different
schools of thought of institutional economics? These are the questions that are
briefly answered in this sub-section.

The term institution was used by Batista in 1725 for the first time. This term in
recent years has entered sociology, political science, management, psychology,
history, geography, philosophy, and anthropology. But the first attention of econo-
mists to institutions can be attributed to the members of the German historical
school—especially Schmöller (1840). The spark of the formation of institutional
economics was also given in 1898 by Veblen. About the concept of institutions in
the literature on institutional economics, there is a lack of clarity and no consensus.
Institutional economists such as Veblen, Commons, Hamilton, Ruttan and Hayami
(1984), Williamson (2000), North (1990, 2005), Dopfer (1991), Nelson and Sampat
(2001), Acemoglu et al. (2003), Rodrik et al. (2004), Chong and Zanforlin (2004),
Searle (2005), Brown (2005), Hodgson (2006), Aoki (2007), and Mitchel have
addressed the terminology of the concept of institution and have provided a defini-
tion for it.

The definitions provided by the researchers have certain similarities and differ-
ences. The researchers’ attention in most definitions (e.g. Ruttan and Hayami 1984;
North 1990, 2005; Dopfer 1991; Chong and Zanforlin 2004; Aoki 2007) is focused
on social interaction. The second similarity in most definitions (such as North 1990)
is the focus on uncertainty and the role of institutions in reducing it.

But the disagreement between the authors can be found in their main definition
ground. Some economists (e.g., Williamson 2000; Ruttan and Hayami 1984; North
1990) consider the transactions between economic agents, while others consider the
authority and control of economic agents. Some economists consider reaching an
agreement and coordination on issues of interest.

Some institutional economists use the term institution to refer to ‘standardized
behaviour pattern’, while others use it to refer to the factors and forces (such as belief
norms and systems, rules of the game, and governance structure) that support or
restrict customary patterns. Some authors define institutions in terms of the broader
social and cultural fields and others in terms of the factors related to certain
behaviour patterns1 (Nelson and Sampt 2001).

Scholars like North (1990) consider institutions as norms or rules (of the game),
while others like Aoki (2007) consider them as the result of the balance of a game.
Also, Yu (2001, p. 225) define institutions as ‘the economy’s total stock of
knowledge’.

To avoid some mistakes in the terminology of the term institution, Lin and
Nugent (1995, p. 1307) believes that a distinction should be made between

1To further study the differences, see Nelson and Sampat (2001) p. 31ff.
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institutional arrangement (a set of structural rules that govern the behaviour of
individuals in a certain range) and the institutional structure (the totality of institu-
tional arrangements, including organizations, regulations, customs, and ideology).2

These researchers believe that the term, considered by economists, is mainly related
to institutional arrangements. From their point of view, when the term institutional
change is used, it mainly refers to a change in the institutional arrangement rather
than in the institutional structure.

North considers institutions as ‘rules of the game in society’ (1990, p. 19),
composed of ‘informal constraints such as fines, sanctions, customs, traditions and
code of conducts, and formal rules such as constitution, rules, and property rights.
Also, he defines institutions as restrictions imposed by human beings on the inter-
action among them. In this definition, he uses restrictions instead of rules, while in
1997 (North 1997, p. 6), he used the rules of the game.

Nelson and Sampt (2001, p. 3) also defines institutions as social technologies in
the operation of productive activities. These two definitions (North 1990; Nelson and
Sampat 2001) are considered in this chapter.

There are several categories of institutions. In a general classification, institutions
can be divided into three categories—social institutions (such as family institutions,
governmental institutions, religious institutions, and educational institutions), eco-
nomic institutions (such as property rights and contracts), and political institutions
including the government form (such as democracy, dictatorship, monarchy, repub-
lic, aristocracy, theocracy, and oligarchy) and the restrictions imposed on politicians,
the political elite, etc. (Acemoglu et al. 2005, p. 391).

Another category is given by Manger. He classifies institutions as designed and
un-designed (Yu 2001). From the perspective of Longloise, institutions can also be
pragmatic or organic (ibid., p. 233). But Bowen and De Clercq (2008) classifies
institutions as proximate (or formal) and background (or informal). The conven-
tional classification in institutional economics—formal and informal institutions—is
considered in this chapter. These classifications and some examples are given in
Table 1.

There are several classifications of institutionalism. Conventional classifications
are original (old) institutionalism (including the works of Veblen, Commons,
Mitchel, Ayres, etc.) and New Institutionalism (including historical, rational choice,
and sociological or organizational institutionalism). Some researchers have also
mentioned New Old, cognitive, and discursive institutionalism.

From the above, it is clear that in any institutional analysis, the intellectual
concepts, types, and schools should be considered.

2To further study this area, see Lin and Nugent (1995).
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Table 1 Typology of institutions and entrepreneurship

Institutions Entrepreneurship

I. (North 1990)
– Formal:
Economic and Legal Environments (e.g. Rule
of law, property rights),
Financial capital
Educational capital
Economic freedom:
(Trade freedom
Fiscal freedom
Government spending
Monetary freedom
Investment freedom
Financial freedom
Property Rights
Corruption Perception
Labor freedom
Business freedom)
– Informal (Business Ethics and Social
Norms, Closed Social Networks, Culture,
education)
II. (Carl Manger)
Designed
Undesigned
III. (Lingloise)
Pragmatic
Organic
IV. (Bowen and De Clarcq 2008)
Proximate (or Formal)
Background (or Informal)V. General
Economic
Social
Political

• Innovators versus Imitators (Schumpeter
1934)
• Formal and Informal (Webb et al. 2009; Dau
and Cuervo-Cazurra 2014)
• Necessity-driven and Opportunity-driven
• Schumpeterian/Kirznerian/Austrian entre
(Cheah 1990)
• Institutional versus Traditional (Li et al.
2006; Greenwood and Suddaby 2006; Montiel
and Husted 2009; Greener 2009; Bruton et al.
2010; Kalantaridis and Fletcher 2012; Auplat
and Zucker 2014)
• Productive, Unproductive, and Destructive
(Baumol 1990)
• Good (constructive, and Opportunity-driven)
and Bad (Destructive, and Necessity-driven)—
El Harbi and Anderson 2010
• Productive, Evasive, and Socially destructive
(Sautet 2005)
• Abiding, Evasive, and Altering (Henrekson
and Sanandaji 2011)
• Productive, Financial, Productive managerial,
and Financial managerial (Marinov and
Marinova 1996)
• Public/State (Freeman 1982; Kirchheimer
1989; Chan et al. 1990; Özcan and Reichstein
2009; Smith 2012) and Private

• Academic (Lacetera 2009; Shibayama et al.
2012)
• Bureaucratic (Baez and Abolafia 2002),
• Business Market
• Comparative (Thomas and Mueller 2000)
• Corporate (Zahra 1996)
• Cultural
• Economic
• Ethnic (Zhou 2004; Meir and Baskind 2006)
• Female/women and male (Welter and
Smallbone 2008)
• High-growth-aspiration (Bowen and De
Clercq 2008; Troilo 2011)
• Hybrid (Folta et al. 2010)
• Immigrant (Rath and Kloosterman 2000;
Hjerm 2004)
• Industrial
• International/Global (McDougall and Oviatt
2000; Etemad and Lee 2003; Baker et al. 2005;
Ellis 2011; Levie et al. 2014; Muralidharan and
Pathak 2016; Etemad 2014)
• Legal
• Market-making (Kuchar 2015)

(continued)
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2.1.2 Entrepreneurship

Entrepreneurship is a multidimensional, multilevel, and interdisciplinary concept
and phenomenon. The term entrepreneurship was introduced for the first time by
Cantillon in 1775. The use of this concept in economics has a long history and dates
back to J. B. Say. After economics, it has been taken into consideration in other
disciplines as well, such as history, psychology, sociology, and anthropology.
Entrepreneurship in economic literature was forgotten for a long time.3 But with
the pioneering work of Schumpeter (1934), it once again became the centre of
economic analyses. Baumol (1990) wrote his seminal paper focussing on types
(rather than levels) of entrepreneurship and presented discussions on the factors
influencing it.

For a detailed understanding of the concept and factors influencing entrepreneur-
ship, the following criteria should be considered:

1. The level of analysis: macro or micro (individuals and firms)
2. The level and type (or nature) of entrepreneurship
3. The environment of entrepreneurial activity (public or private sectors, formal or

informal sectors)
4. The role and behaviour of entrepreneurs in the development process
5. The framework of the study
6. Modelling approaches

Table 1 (continued)

Institutions Entrepreneurship

• Moral
• Nascent (Hechavarria et al. 2012; Wennekers
et al. 2005)
• Non-farm (Dutta 2012)
• Organizational
• Policy (Marmor 1986)
• Political (Schneider and Teske 1992)
• Responsible (Azmat and Samaratunge 2009)
• Social (Tanimoto 2008; Murphy and Coombes
2009; Sud et al. 2009; Urbano et al. 2010; Mair
et al. 2012; Montgomery et al. 2012)
• Survivalist/Small-Business venturing (Mitch-
ell and Campbell 2009)
• Strategic (Hitt et al. 2001)
• Technological
• Tourism (Szivas 2001)
• Transnational

3For causes of this forgetfulness, see Ripsas (1998).
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When an entrepreneur is seen at the micro level, his/its (individual’s or firm’s)
cognitive ability and performance is emphasized. But at the macro level, people’s
decisions about investing in the venture are considered. Also, in terms of the nature
or types, there are a variety of entrepreneurship. There are several types of entrepre-
neurship, as mentioned in Table 1.4 The fact that an entrepreneur works in the public
sector or the private sector, or that he has economic activities in the formal sector or
in the informal sector, leads to several functions and tasks and different definition.
Entrepreneurs play several roles in economic development process and have several
positions. Wennekers and Thurik (1999) points out the roles that the entrepreneur
plays in economic theory. Naudé (2010) classifies all types and definitions in three
groups: behavioural, occupational, and outcomes.5 Some important classifications
and types of entrepreneurship are given in Table 1. Entrepreneurship can also be
studied in the frameworks of Evolution, Development, and Population Models.6

Also, entrepreneurial behaviours can be modelled through several approaches, such
as Equilibrium, Entry/Exit, and Unified.7

But is what entrepreneurship and who is an entrepreneur8? It is clear from the
above that no certain, united, and identical definition of entrepreneurship and
entrepreneurial talents and efforts can be presented. But the common aspect of
definitions can be found. Entrepreneurship is an economic activity in which the
entrepreneur searches for ‘discovery, creation, evaluation, and exploitation of oppor-
tunities based on his motivation and ability. All these activities lead to the introduc-
tion of new products and services and organizing markets, processes, and raw
materials’ (Nelson 1984; Cuervo et al. 2007; Parker 2004).

Here, brief definitions of opportunity-driven entrepreneurship and necessity-
driven entrepreneurship are presented. From the perspective of Naudé (2010),
these two types of entrepreneurship fall in the occupational category. Baumol
(1990)‘s conventional categories of entrepreneurs (i.e. productive, unproductive,
and destructive) fall in the outcome category. The definition given by Schumpeter
(1934) is related to the behavioural category.

Opportunity-driven entrepreneurship is based on recognizing and exploiting good
business opportunities. But necessity-driven entrepreneurship is formed due to the
lack of proper job opportunities. Thus, opportunity-driven entrepreneurship is pro-
ductive entrepreneurship while necessity-driven entrepreneurship is unproductive
entrepreneurship (Veciana and Urbano 2008; Veciana 2007; McMullen et al. 2007).

It should be noted that there is no certain boundary between the presented
definitions and different types of entrepreneurship. For example, Van der Steen

4To read more about these concept and types, see the references listed in Table 2.
5To read more, see Naudé (2010, p. 87–90).
6See Greenfield and Strickon (1981).
7See Bosma et al. (2005).
8For further reading of about 23 concepts of entrepreneurship in books of principles of economics,
see Kent and Rushing (1999) and for 13 separate roles of an entrepreneur, see Wennekers and
Thurik (1999).
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Table 2 Proxy variables for institutions and entrepreneurship

Institutions Entrepreneurship

• Corruption
• Property rights
• Rent-seeking
• Rule of law
• Social capital
• Economic freedom of
the world
• Political rights
• Civil liberties
• Constraints on the
executive
• Democracy
• Autocracy

– One-dimensional measures
• All members that defined themselves as founders in their profile
• Business ownership rate
• Country level rates of creation of incorporated firms
• Country level rates of nascent entrepreneurship
• Count. level rates of nasc. Entre. an young bussin. Rate
• Entrepreneur’s employment growth aspirations (EGA)
• Entrepreneurship rates (new business ownership rate, established
business ownership rate, independent new business owner rate, inno-
vative new business owner rate)
• Entry density (the number of newly registered limited liability
companies per 1.000 working-age people)—measure for the rate of
entrepreneurial activity in a country
• Firm birth rates
• Firm entry rates
• High growth aspiration [high job growth (20þ jobs in 5 years),
significant market expansion (4 on an increasing 0–4 scale of market
expansion/technological innovation), or a combination of both)
• Individual level indicator variable related to incorporated form
• Industry level rates of creation of incorporated firms
• Kauffman index of entrepreneurial activity (KIEA)
• Large firm establishment birth rate (productive Entre.)
• Net firm formation rate as a percentage of total firms
• New business creation
• New firm formation
•Number of self-employed business owners as a proportion of the total
labor force
• Number of new businesses registered
• Number of new registered businesses as a percent of the working-age
population (formal entrepreneurship)
• Number of new unregistered businesses as a percent of the working-
age population (informal entre.)
• Number of political and lobbying organizations (unproductive
Entre.)
• Opportunity-driven entrepreneurship and Necessity-driven entrepre-
neurship (Sambharya and Musteen 2014)
• Patents per capita (productive Entre.)
• People’s involvement in new venture creation
• Prevalence of small businesses
• Rates of entry and exit into and out of self-employment
• Self-employment rate (total and excluding agriculture)—(productive
Entre.)
• Survival rates
• Total Entrepreneurial Activity(TEA)/Start-up rate
• TEA High growth index (HEA)/rate of high-job creation start-ups/
relative HEA index (rHEA)
• TEA opportunity (TEAOPP)
• TEA Necessity (TEANEC)
• TEA opportunity/TEA necessity (ratio)
• Total establishment birth rate (productive Entre.)

(continued)
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and Groeneweger (2009) distinguishes between institutional, policy, and political
types of entrepreneurship, but Henrekson and Sanandaji (2011) considers them as
identical.

Some proxy variables for institutions and entrepreneurship are presented in
Table 2.

2.2 Determinants of Entrepreneurship

Entrepreneurship is found in all communities, races, colours, religions, and eco-
nomic and social conditions; it is not related to the resources available in the country.
So, we are not talking about its presence or absence. The important thing is that the
level and types (or nature) of entrepreneurship are not identical across societies or
even within a society across time. Therefore, the speed and intensity of its growth
and its effect on social performance and welfare are presented. However, to the
question of which factors affect the level and types of entrepreneurship, there is no
clear answer in the literature. These factors are different, depending on the level of
analysis, the nature and types of entrepreneurship, and different environments.

The level (potential and actual) and type of entrepreneurship at each of these
levels are influenced by various factors. The factors affecting the possibility of
potential entrepreneurs to become actual entrepreneurs (changes in levels of entre-
preneurship) are different from the factors affecting the choice of various activities
by potential entrepreneurs (changes in the type of entrepreneurship). Some people—
regardless of the choice of entrepreneurship type—attempt to describe the factors
affecting the level of entrepreneurship. Many others (such as Baumol 1990)—given
the level of entrepreneurship—analyse factors affecting the choice of entrepreneur-
ship type (productive, unproductive, and destructive, or other classifications men-
tioned in Table 1). A more complicated mode is that we are seeking to analyse the
factors that simultaneously influence the level and type of entrepreneurship. This
involves determining whether new people are added to the group of actual entrepre-
neurs or not, and if added to this group, what type of entrepreneurship is followed.

Table 2 (continued)

Institutions Entrepreneurship

• Unproductive legal entrepreneurship (100 minus Harris judicial
index)
• Venture capital investment per capita (productive Entre.)
– Different dimensional measures
• the Global Entrepreneurship Index—GEM Index/novel entrepre-
neurial aspirations sub-index—measure for the assessing the type of
entrepreneurial activity (The index combines both an individual-level
item and an institutional variable)
• OECD Index
• Stenholm et al. (2013)—four Dimensional measure
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There are several classifications in the literature. Some of the most important
classifications are:

1. Economic, technological, demographic, cultural, and institutional variables
2. Economic, technological, demographic, social/cultural, and policy determinants

(e.g., Bosma et al. 2005)
3. Economic, sociological, and psychological factors (Djankov et al. 2005; Ngunjiri

2010)
4. Economic, social, and cultural factors (Castaño et al. 2015)
5. Supply-side, demand-side, governance quality, and culture (Thai and Turkina

2014)
6. The regulatory, normative, and cognitive/cultural pillars of institutionalization)

[introduced by and adapted by: Busentiz et al. (2000), Spencer and Gómez
(2004), Eunni (2010), Simon-Moya et al. (2013), Valdez and Richardson
(2013), Urbano and Alvarez (2014), Sambharya and Musteen (2014)], the con-
ducive dimension—a “fourth institutional pillar” [� introduced by: Stenholm
et al. 2013]

7. Macro- or national environment (economic, institutional, regulation, culture,
social) and Micro-environment (social capital, . . ..)– Krzyzanowska (2008).

Another classification is given in Fig. 1. According to Fig. 1, the types of
entrepreneurship are affected by different environments such as the legal environ-
ment (including property rights, rule of law, independence of the judiciary, etc.),
economic environment (such as transaction costs, unemployment, inflation, etc.),
political environment (e.g. the quality of governance, corruption, rent-seeking, etc.),

Entrepreneurship

Economic
Environment

Political
Environment

Social &
Cultural

Environment

Educational
Environment

Managerial
Environment

Lagal
Environment

Fig. 1 Determinants of
entrepreneurship
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social and cultural environment (such as social capital at the macro-and micro-level
etc.), educational environment (such as the level of education and training in
entrepreneurial skills and in general the country’s educational system), and mana-
gerial environment (such as knowledge and technology management, etc.).

In Table 3, these environments have been placed in two categories—economic
and institutional factors. These variables are the ones used in most studies. There is
no possibility to explain the effects of all environments on all types of entrepreneur-
ial efforts (Table 1) at all levels. Accordingly, in the next section, based on the
purpose of the present chapter, only the effect of the legal environment on entrepre-
neurship is described.

2.3 The Causal Link Between Institutions
and Entrepreneurship

2.3.1 The Effect of Institutions on Level and Types of Entrepreneurship

Every society is faced with a series of institutional opportunities. Institutions are
points on the set of opportunities, and this is the history that forms a set of
individuals’ social choices. Social choices, in turn, form institutional opportunities.
The politics and political institutions of a society are involved in these choices. Thus,
we can say that political and social institutions—in addition to economic institu-
tions—play a major role in the choices of individuals. One of these choices is related
to the issue of entrepreneurship and individuals’ choice of entering or not entering
entrepreneurial activities. If they choose to enter, it is related to productive or
unproductive activities. Therefore, the institutional environment (from entrepreneur-
ship perspective) is important (Amoros Espinosa, 2009; Estrin et al. 2013; Acs et al.
2008). The environments are shown in Fig. 1. These environments—in the form of
formal and informal institutions respectively—directly and indirectly affect the
economic behaviour of entrepreneurs. There is no possibility to explain the effect
of all environments on all types of entrepreneurship at all levels. Accordingly, in the
present chapter, only the effect of the legal environment on entrepreneurship is
considered.

The effect of institutions on the level and types of entrepreneurship can be
described through four channels—reducing uncertainty, reducing transaction costs,
legitimizing entrepreneurial activities, and supporting against expropriation of rents.
According to North, institutions are rules of the game in the society. The rules of the
game have created practical limits on individuals and reduced their behaviour
complexity. Due to the reduced complexity, the risk of opportunistic behaviour,
uncertainty, and transaction costs are reduced.

On the other hand, institutional setup affects the structure of the individuals’
incentives. Entrepreneurs and other individuals in a society face an incentive struc-
ture. They are looking to make a profit. Also, one of the duties of entrepreneurs is
discovery. The discovery process also relies on profits. The rules of the game in the
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Table 3 Factors influencing entrepreneurship

Economic factors Institutional factors

– Demographic
– Financial development
– Foreign Direct Investment (FDI)
– Government size, Government expenditures
(in public and social goods), and the involve-
ment of the public sector in the economy
– Human capital
– Income and economic inequality
– Income growth
– Industrial clustering
– Industrial intensity
– Inflation rate
– Innovation
– Investment shares
– Market competitiveness
– Monetary policy
– Per capita income and level of development
– Population density
– Population growth
– Poverty share
– Recession
– Research and Development (RandD)
– Risk aversion
– Saving policies
– Tax rates and tax structure
– The availability of venture capital and other
risk capital
– The country credit rating
– The level of the economy openness
– Unemployment rate
– Urbanization level
– Wealth and assets

– Access to finance
– Administrative complexity/Bureaucracy
– Bankruptcy (procedures)
– Business freedom
– Competition rules/laws
– Confidence in one’s skill
– Contracts
– Corruption (administrative, banking system,
. . ..)
– Court system
– Culture (performance-based and socially-
supportive/Power distance index, Individual-
ism, Masculinity, Uncertainty avoidance
index)
– Economic freedom and its sub-indices
– Educational capital (targeted at Entre.)
– Employment protection legislation/Labor
laws/Labor regulations/Employment rights
– Entry costs (incorporation procedures/
administrative requirements for starting a new
business)
– Ethnic composition of population
– Financial capital (targeted at Entre.)
– Financial freedom
– Fiscal freedom
– Fiscal legislation
– Incentives
– Independence of banks
– Judicial independence
– Labor freedom
– Legal Institutions (Property rights/Intellec-
tual property rights (IPR) laws and related
variables, rule of law and entry regulations)
– Legal origin
– Legal protection in solving disputes
– Length of contracting procedures
– Levels of immigration
– National institutional patterns, (access to
research and educational institutions, access to
sources of financing, availability of pools of
educated labor)
– Number of procedures to start new business
– Political (democratic) accountability and
Political Freedom
– Private coverage to getting credit
– Pro-market institutions (economic liberali-
zation (Index of economic freedom)/gover-
nance levels)
– Procedures
– Protection of shareholders rights

(continued)
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field (institutions) are like the social structure of rewarding. If the rules of the game
are such that profits are possible via unproductive activities, it is natural that
entrepreneurs will have less incentive to enter productive activities, and vice versa.
Accordingly, Baumol (1990) divides entrepreneurship into three types—productive,
unproductive, and destructive.

Lucas and Fuller (2017) believes that under certain conditions, Bamoul’s idea can
be true. These researchers suggest that social value creation occurs when the best
future option for entrepreneurs is known and institutions limit the options.

Discovering and exploiting opportunities and the entrepreneurship development
depend on the quality of institutions and not the presence of resources in country.
Poor formal and informal institutions in the society will strengthen opportunistic
behaviours. The lack of clear rules of the game and the resulting uncertainty will
incentivize people to use all opportunities in their benefit in every possible way. In
such an institutional space, rent-seeking and corruption (unproductive and destruc-
tive entrepreneurship) will prevail over productive activities (productive entrepre-
neurship). In a poor institutional environment, the transfer of wealth (unproductive
entrepreneurship) takes precedence. In most factor-driven countries like MENA
countries, there are many economic and natural resources. But institutional quality
and structure of governing institutions are so poor that the countries cannot take
advantage of the benefits of entrepreneurship.

One of institutional environments affecting the individuals’ incentive structure is
the legal environment. Institutions such as property rights, the rule of law, the type of

Table 3 (continued)

Economic factors Institutional factors

– Quality of governance (governance index,
democracy, ease of doing business)
– Quality of life (�economic, political, envi-
ronmental, health-educational and social
Dimensions,)
– Regulations (of labor markets)
– Regulatory framework (Regu. Protection and
Regu. complexity)
– Religion
– Rent-seeking
– Share of unofficial economy
– Social capital (e.g. Trust, Voluntary organi-
zation membership,)
– Social diversity and creativity
– Social networks
– Social norms
– Social security entitlements/regimes
– Tax evasion/Tax disadvantage
– The country minorities share
– The participation of women in the labor force
and the parliament
– Type of legal system
– Values
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legal system, independence of the judiciary and the courts, contracting procedures,
and regulatory burden are important institutions affecting entrepreneurship in such
an environment. Then, this section shows that the good quality of these institutions
reduces the profitability in activities related to the transfer and destruction of wealth
(unproductive and destructive entrepreneurship) and increases it in activities related
to the creation of new wealth (productive entrepreneurship).

Entrepreneurs try to discover new opportunities. This is done with the profit
motive. This should be done through long-term planning. When entrepreneurs enter
entrepreneurial activities, they expect to benefit from the results of their own efforts
and not by being expropriate. Also in the event of disputes and quarrels with others,
they expect their disputes to be resolved through a strong and righteous legal system.
Entrepreneurs in the process of opportunity discovery need spiritual and mental
tranquillity (rule of law). They need easy laws and regulations, without any com-
plexity. Easy administrative processes are a business-running requirement. All these
indicate that the legal environment can be supportive of entrepreneurs.

In countries with weak and insecure property rights structure, there is no guar-
antee that benefits of investment and transactions or the results of the entrepreneurial
activity are enjoyed by the entrepreneur. In such an environment, there is the
possibility of vertical expropriation. So, the entrepreneur is not likely to enter
entrepreneurial activities and will spend his time and energy in unproductive
activities.

If there is no clear and trustworthy solution to resolve conflicts and disputes of the
parties (lack of rule of law), or by weak institutions and widespread impartial
corruption, are not resolved objectively (lack of judicial independence and the courts
and the inadequate legal system with the structure of society), then the individual is
unlikely to engage in entrepreneurial activities. In such an environment, horizontal
expropriation will be occur.

Another important point that prevents the vertical expropriation, facilitates doing
business, and accelerates engagement in entrepreneurial activities is the government
support of entrepreneurs in the form of regulations such as property rights and
reduced regulatory complexity, and in general the regulatory burden. So, it is clear
that the strong property rights institution (that prevents the vertical expropriation)
and contracts institution (prevention of horizontal expropriation) prevent rent expro-
priation and enable the entrepreneur to gain profits in the process of discovering
opportunities. In such a case, profitability of productive activities (activities related
to the creation of new wealth) increases and profitability of unproductive activities
(activities related to the transfer and destruction of wealth) reduces. Opportunity
entrepreneurship has the greatest influence in this field. Generally, it can be pointed
out that (weak and good) institutions affect the level and nature (or types) of
entrepreneurship. Weak institutions change the combination of entrepreneurship in
favour of unproductive and destructive entrepreneurship, while good institutions
change it in favour of productive entrepreneurship. So, we hypothesize that:

Hypothesis 1a Weak institutional environment has a negative effect on the level of
entrepreneurship.
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Hypothesis 1b Weak institutional environment has a negative effect on types of
entrepreneurship (opportunity and necessity).

2.3.2 The Role of the Entrepreneurs in Institutional Change

In the previous section, it has been explained that institutions are important.
If institutions want to perform the explained tasks well, they should have two
features—stability and predictability. But the question is whether institutions change
and evolve over time. The answer is that they certainly do. Thus, institutions also
evolve and are changing. This section shows that entrepreneurs are also important.

Various theories have been proposed for the different institutions and institutional
changes (Bjerregaard and Lauring, 2012; Henrekson and Sanandaji, 2011; Yu, 2001;
Li et al., 2006; Kuchar, 2015; Henrekson, 2007). These theories can be categorized
into six groups:

1. Efficient institutions view or political Coase theorem (PCT).
2. Ideology or the generalized PCT.
3. The incidental institutions view.
4. The social conflict view.
5. Transaction cost theory of institutional change.
6. Entrepreneurial view of institutional change.

According to the theory of efficient institutions (North and the path dependency
hypothesis), socially efficient societies select good (economic, etc.) institutions; if
there is a need to change, they apply changes in them. In the theory of ideological
difference, institutional differences among countries and their ability to change
institutions are due to ideological differences among countries. Society leaders
decide which institution is good and which is not, and which institutions should be
changed. The cause of institutional change from the view of the theory of incidental
institutions is attributed to historical events in critical situations.

The political control of a country is held by powerful political groups. So,
according to the social conflicts view, economic institutions are selected and
changed in a way that maximizes the expected rent of powerful political groups.
Usually, institutions that maximize the total surplus of wealth and/or income of the
society are not selected. If necessary, institutional changes are applied in favour of
these groups.9

Mancer Olson, by presenting the theory of collective action, challenges the
Coasian ideas to create an institutional change and present a new theory. North
andWilliamson are also among new institutional economists who seek to explain the
causes of an institutional change. North presents the effect of the ideas and the theory
of mental patterns and learning process, while Williamson considers this from the
perspective of transaction cost economics. Also, discursive theories and discursive
institutionalism theories seek to explain the causes of an institutional change. In

9To further study the four theories, see Acemoglu et al. (2003).
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addition to institutional economics, this topic has also been considered in the
Austrian school of economics. Schumpeter is one of the pioneers of the Austrian
School. By presenting the concept of novelty, he tries to present the role of
entrepreneurs in radical changes. He introduces the entrepreneur as the agent of a
change and considers him as equilibrium-disturbing.

Yu (2001) and Henrekson and Sanandaji (2011), with different attitudes, have
presented an entrepreneurial theory of an institutional change.10 The general view of
the theory is that entrepreneurs are institutional change agents. Yu (2001) provides a
new theory of the causes of an institutional change by entrepreneurs, by focusing on
coordinating the role of human institutions (the theory of Schultz’s human agency),
incorporating Schumpeter’s theory of economic responses (adaptive and creative
responses) and the theory of entrepreneurial discovery of Kirzner (Kirzner’s entre-
preneurship), and utilizing the theory of some Austrian school economists, like
Manger and Hayek. He argues that ordinary and extraordinary discoveries of
entrepreneurs have different effects. Ordinary discoveries improve production
methods and adjust rules (adaptive response), while extraordinary discoveries dam-
age the stability of institutions and thus create uncertainty in the market (creative
response). When the stability of the institutions is lost, coordinating economic
activities by institutions (one of their main tasks) becomes difficult. Under such
conditions, some actions are made in the society. Successful actions in the society
are imitated, repeated, and gradually manifested in new institutions. In fact, this
institutional change, occurs due to the discovery of entrepreneurs. New institutions
created (or modified) again will bear the role of coordinating economic activities of
the society.

From the perspective of Li et al. (2006), institutional entrepreneurs are involved
in the process of economic activities by resorting to various strategies; in addition to
playing the role of Schumpeterian entrepreneurs, they create pro-market institutions.
The researchers believe that entrepreneurs—through explicit advocacy of changes in
rules and regulations such as lobbying—suggest that their activity is an exception to
the existing rules and regulations, and finally facilitate an institutional change
(escaping from existing rules and regulations, doing their business, and—if success-
ful—reporting to the government and persuading it to change the laws and rules of
the game, i.e. institutions). Thus, they can effectively eliminate institutional obsta-
cles and create better market-oriented institutions.11 In fact, Li et al. (2006) and
others like Kuchar (2016) and Henrekson and Sanandaji (2011) believe in market-
making entrepreneurship. They consider entrepreneurs (through political processes)
in accordance with the theory of new institutional economists, as an institutional

10For more information, see these references and El Harbi and Anderson (2010), Li et al. (2006),
and Kuchar (2015).
11Li et al. (2006) believe that facilitating an institutional change is the most attractive practice that
can be pursued by an entrepreneur. But it should be noted that the entrepreneur in this case, in
addition to market risk, is also facing institutional risk (the risk of failure of institutional change) and
thus needs political understanding and skills.
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change agent. This aspect of institutional change has a long history and corresponds
to the discussion of political entrepreneurship in political science literature.12

Henrekson and Sanandaji (2011) believes that entrepreneurs affect institutions in
at least three ways—abiding, evading and altering. The researchers have accordingly
presented a new classification of entrepreneurship—abiding entrepreneurship, evad-
ing entrepreneurship, and altering entrepreneurship. Entrepreneurs can accept
existing institutions and challenge existing institutional basis (abide), evade them
(evade), or change and create new institutions with more effectiveness and/or
through innovative political activities directly change existing institutions (alter).

In general, entrepreneurs can initiate the process of an institutional change
because of confusing rules of the game and inefficient institutions. Also, any
institutional change created by entrepreneurs will not necessarily be productive.
Because, according to Baumol’s classification of from productive entrepreneurship
and unproductive/destructive entrepreneurship, it can be expected that an institu-
tional change created by entrepreneurs is productive or unproductive. Therefore, we
hypothesize that:

Hypothesis 2a Opportunity-driven entrepreneurs make institutional change.

Hypothesis 2b Necessity-driven entrepreneurs do not have an effective role in the
process of institutional change.

2.3.3 Bidirectional Causality Between Institutions
and Entrepreneurship

In Sect. 2.3.1, it is described that institutional arrangements in the economy that
affect the profit and motivation of entrepreneurs also determine the level and types
(or nature) of entrepreneurship. In other words, there is a causal relationship of (types
of) institutions to (types of) entrepreneurs and it is concluded that institutions are
important. Also, in Sect. 2.3.2, it is concluded that entrepreneurs can affect existing
institutions in many ways, by changing and improving institutions ruling the market
and other institutions. Therefore, entrepreneurs are also important in the process of
an institutional change and there is a causal relationship of (types of) entrepreneurs
to (types of) institutions. Accordingly, there is a feedback relationship and therefore
a bidirectional causality between (types of) institutions and (types of)
entrepreneurship.

The roots of this bidirectional causality lie in the advocates of public choice
school—in particular, the ideas of Buchanan. He believes that the undesirable
policies of governments make individuals and entrepreneurs lobby or encourage

12Some researchers like Van der Steen and Groenewegen (2009) distinguish between Institutional,
Policy, and Political entrepreneurship, but others like Henrekson and Sanandaji (2011) consider
them to be the same. Some researchers also like Henrekson and Sanandaji (2011) consider business
and market entrepreneurship equivalent to Schumpeterian entrepreneurship, which is different from
political entrepreneurship.
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them to pass laws against the government. This is done through political processes
and lobbying. In this environment, entrepreneurs affect existing unfavourable eco-
nomic and political institutions. Meanwhile, the efforts of individuals and entrepre-
neurs are affected by the institutional framework and conditions.

In general, it can be concluded that if the quality of institutions is better in the
society, productive entrepreneurship is increased. Productive entrepreneurs, by
creating new opportunities, provide new conditions for political, policy, and insti-
tutional entrepreneurs. These entrepreneurs, depending on the quality of institutions,
can strengthen or weaken the institutional quality. If there are institutions with high
(low) quality, political entrepreneurs move to productive (unproductive) activities
and strengthen (weaken) the quality of existing institutions.

Hypothesis 3 There is a bidirectional causality between opportunity entrepreneurs
and institutional quality.

3 Research Methodology

The main purpose of the present chapter is to identify and examine the effect of
entrepreneurship factors on MENA member countries. To achieve this purpose, all
the factors affecting the level and types of entrepreneurship theoretically were first
identified. Given the diversity of institutional factors and their classification variety
(Sects. 2.1 and 2.2) the effect of formal (such as property rights) and informal (such
as corruption) institutions on the level and types of entrepreneurship (opportunity-
driven and necessity-driven) was examined. On the other hand, it was found that
entrepreneurs can be the agent of institutional change, so overall five hypotheses
were formulated.

To test the research hypotheses, depending on the type of data available (cross-
section, time series, panel, spatial, and spatial-panel data), different econometric
methods such as path analysis models, structural equations, single equation regres-
sion models, system of simultaneous equation model, and causality and
co-integration tests can be used.

One of the features of MENA member countries is weak institutional quality and
the poor status of entrepreneurship. Apart from systems of simultaneous equation
models and causality tests, default by other modelling indicates that the direction of
causality relationship is given. In many empirical studies, it is assumed that there is a
unidirectional causality from institutions to entrepreneurship. Accordingly, single
equation regression models, path analysis, etc. have been used. But based on
theoretical section discussions, it is clear that a bidirectional causality is present
between entrepreneurship and institutions. Accordingly, in the present chapter panel
causality tests have been used.

It is necessary to perform tests of cross-sectional (in-) dependency on the panel to
carry out any work in panel data econometrics. Confirming or rejecting the null and
alternative hypotheses in these test types (presence or absence of cross-sectional
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dependence) will determine the type of unit root test and consequently the type of
cointegration and causality tests. Also, selection of a test among the tests available
depends on available data volume.

In the present chapter, before performing panel causality tests, cross-sectional
dependency tests are first performed, based on Breusch–Pagan LM, Pesaran Scale
LM, Bias-corrected Scaled LM, and Pesaran CD tests. Then, by panel unit root tests
(Levin-Lin-Chu (LLC), Im-Pesaran-shin (IPS), ADF-Fischer, and PP-Fisher), the
stationarity of variables is checked. Also, Kao cointegration test and Granger
causality test are used.

4 Institutions and Entrepreneurship in MENA Countries

The purpose of this section is to examine the status of entrepreneurship, institutional
quality, and the relationship between them in Middle East and North Africa (MENA)
countries. To analyse this relationship, detailed data and information are needed. But
one of the limitations in these countries is the lack of sufficient and complete data. In
the first part of this section, Entrepreneurial Framework Condition (EFC) data of the
entrepreneurial environment in some MENA countries, as reported by Global
Entrepreneurship Monitoring (GEM), have been analysed. In the second part, the
institutional quality, and in the third part, the relationship between (opportunity-
driven and necessity-driven) entrepreneurship and the institutional quality in some
MENA countries have been analysed.

4.1 Entrepreneurial Framework Condition (EFC)

EFC data reported by GEM for the period 2008–2015 (including 12 items as
described below) have been given to identify the most important factors and major
obstacles of the entrepreneurial environment in MENA countries in Fig. 2a–h.

1. entrepreneurial finance
2a. government policies: support and relevance,
2b. government policies: taxes and bureaucracy

government entrepreneurship programmes
4a. entrepreneurship education at school stage
4b. entrepreneurship education at post-school stage,
5. R&D transfer
6. commercial and legal infrastructure
7a. internal market dynamics
7b. internal market burdens or entry regulation
8. physical infrastructure
9. cultural and social norms
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In these figures, we can see that the factors internal market dynamics and physical
infrastructure have a relatively good status in all years. In 2009 and 2011, in addition
to these factors, entrepreneurship education at post-school stage also had a good
status. In 2009, commercial and legal infrastructure was also added. But the rest of
factors’ status is assessed to be undesired. However, Tunisia in 2009–2012 and Qatar
in 2014 had a better status.

Then, Iran’s status is examined in the period 2008–2015. In Iran (Fig. 2i), like
other MENA countries, physical infrastructure status is very strong and internal
market dynamics are assessed well, but other factors do not have desirable status.
Also in 2012, all index statuses were relatively better than other years, while 2011
can be assessed with a relatively not-good status for all 12 indices.

The overall assessment of EFC status in some MENA countries is that there are
major obstacles to support entrepreneurship, including educational (entrepreneur-
ship education at school stage and at post school stage), cultural (cultural and social
norms), legal (commercial and legal infrastructure), supportive (government poli-
cies: support and relevance, government policies: taxes and bureaucracy, and gov-
ernment entrepreneurship programmes), and financial (entrepreneurial finance)
obstacles. The countries only have relatively good status in terms of physical
infrastructure and the dynamics of internal markets.

4.2 Institutional Quality

In Fig. 3, the status of indices of the institutional quality (property rights as a proxy
for formal institutions and control of corruption as a proxy for informal institutions)
is given. As can be seen, although the status of property rights is improving in recent
years in most MENA countries, it is still undesired (except for UAE and Kuwait).
This status can also be seen in the corruption control index. So, it can be concluded
that MENA countries do not have a good institutional quality status.

4.3 Causality

To empirically examine the relationship between the quality of institutions and
(opportunity-driven and necessity-driven) entrepreneurship, long-term data are
needed. Due to the lack of data, causality test has been done between these two
variables for factor-driven countries (data available for Angola, Guatemala, Iran,
Jamaica, Uganda, and Algeria). The cause for choosing these countries is that Iran
and Algeria are among MENA countries. Meanwhile, the characteristics of most
MENA countries are almost identical with those of factor-driven countries.

The results of the aforementioned tests in the methodology section indicate cross-
sectional independence between variables and countries. Accordingly, the results of
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the unit root tests show that given variables have a unit root. Cointegration and
causality test results are presented in Table 4.

The results presented in Table 4 show that short-run causality only runs from
entrepreneurship to institutional quality (IPRI and IPR). This means that
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Fig. 3 Institutional quality in some MENA countries: (1995–2016)
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(opportunity) entrepreneurs can be a factor for changing the institutional quality in
these countries.

Analysis of the relationship details with indices of opportunity-driven entrepre-
neurship is given in Fig. 4a–c, while indices of necessity-driven entrepreneurship are
given in Fig. 4d–f. In Fig. 4a and b, the relationship between opportunity-driven
entrepreneurship, international property rights index (4a), and physical property
rights index (4b) is positive for Iran and negative for Algeria. But this relationship
is still negative for Algeria with intellectual property rights’ index, as shown in
Fig. 4c. With necessity-driven entrepreneurship index, this relationship is the inverse
of the previous state. For Iran, the relationship is negative, while for Algeria it is
positive. In Fig. 5, the relationship is drawn between corruption control index and
opportunity and necessity-driven entrepreneurship for Iran and Algeria. The rela-
tionship between control of corruption and opportunity-driven entrepreneurship
index in Iran is positive and in Algeria is negative. But with necessity-driven
entrepreneurship index, the relationship is negative in both countries.

5 Discussion

MENA countries have a great capacity for economic growth (Bakhshi-Dastjerdi and
Dallali-Isfahani 2011), but their current development status is very bad
(Bhattacharya and Wolde 2010) and a great difference is found in terms of economic
and social development between them (Milenkovic et al. 2014; Saha and Ben Ali
2017; Naqvi 2011). These countries have different structures. They can be divided
into three categories—countries that are natural resource-rich and importing labour
force, countries rich in natural resources and with a labour surplus, and countries
poor in terms of natural resources (Saha and Ben Ali 2017). Most of these are
developing countries and face many problems, such as high rates of youth unem-
ployment and widespread poverty, especially in natural resource-rich countries.
Accordingly, Cho and Honorati (2014) believed that demographic pressure in this
area has doubled the need for job creation and entrepreneurship development. On the

Table 4 Cointegration and causality tests between institutional quality and entrepreneurship in
factor-driven countries

Variables Cointegration Short-run causality Long-run causality

Lnec, lipr No No –

Lnec, lipri No No –

Lnec, lppr No No –

Lopp, lipr Yes lipr!lopp No

Lopp, lipri Yes lipri!lopp No

Lopp, lppr Yes No No

Note: opp improvement-driven opportunity entrepreneurial activity (% of TEA), nec necessity-
driven entrepreneurial activity (% of TEA), ipir international property rights index, ppr physical
property rights, ipr intellectual property rights
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1: Angola, 2: Guatemala, 3: Iran, 4: Jamaica, 5: Uganda, 6: Algeria

d.

2.4

2.6

2.8

3.0

3.2

3.4

3.6

3.8

22 24 26 28 30 32 34 36

NEC

IP
R

I

 1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

10 15 20 25 30 35 40 45

NEC

IP
R

I

 2

4.0

4.2

4.4

4.6

4.8

5.0

36 40 44 48 52 56

NEC

IP
R

I

 3

5.1

5.2

5.3

5.4

5.5

5.6

28 32 36 40 44 48

NEC

IP
R

I
 4

3.8

4.0

4.2

4.4

4.6

4.8

5.0

10 20 30 40 50 60

NEC

IP
R

I

 5

3.6

3.8

4.0

4.2

4.4

16 20 24 28 32 36 40

NEC

IP
R

I

 6

Fig. 4 (continued)

82 A. H. Samadi



e.

2.4

2.8

3.2

3.6

4.0

4.4

4.8

22 24 26 28 30 32 34 36
NEC

PP
R

 1

5.6

5.8

6.0

6.2

6.4

10 15 20 25 30 35 40 45
NEC

PP
R

 2

5.0

5.5

6.0

6.5

7.0

7.5

8.0

36 40 44 48 52 56
NEC

PP
R

 3

5.68

5.72

5.76

5.80

5.84

5.88

5.92

28 32 36 40 44 48
NEC

PP
R

 4

3.5

4.0

4.5

5.0

5.5

6.0

10 20 30 40 50 60
NEC

PP
R

 5

4.2

4.4

4.6

4.8

5.0

5.2

5.4

5.6

16 20 24 28 32 36 40
NEC

PP
R

 6

1: Angola, 2: Guatemala, 3: Iran, 4: Jamaica, 5: Uganda, 6: Algeria

Fig. 4 (continued)

Institutions and Entrepreneurship in MENA Countries 83



f.

2.2

2.4

2.6

2.8

3.0

3.2

22 24 26 28 30 32 34 36

NEC

IP
R

 1

3.6

3.8

4.0

4.2

4.4

4.6

10 15 20 25 30 35 40 45

NEC

IP
R

 2

3.78

3.80

3.82

3.84

3.86

3.88

3.90

3.92

36 40 44 48 52 56

NEC

IP
R

 3

5.3

5.4

5.5

5.6

5.7

5.8

5.9

28 32 36 40 44 48

NEC

IP
R

 4

4.0

4.2

4.4

4.6

4.8

5.0

5.2

5.4

10 20 30 40 50 60

NEC

IP
R

 5

3.3

3.4

3.5

3.6

3.7

3.8

3.9

4.0

16 20 24 28 32 36 40

NEC

IP
R

 6

1: Angola, 2: Guatemala, 3: Iran, 4: Jamaica, 5: Uganda, 6: Algeria

Fig. 4 (continued)

84 A. H. Samadi



other hand, the capacity and potential of economic growth of the countries are
limited at the moment because of some issues, such as Arab Spring (Saha and Ben
Ali 2017), and poor institutional structure (low quality of governance, high level of
corruption, the inability of governments to control corruption, property rights not
guaranteed, etc.) and entrepreneurship development has become difficult.

EFC data analysis over the period of 2008–2015 for MENA countries showed
that only economic environment (internal market dynamics and physical infrastruc-
ture) state is appropriate for promoting entrepreneurship. The reason for this can be
high population of the countries in the area, demand pressure, and the focus of most
governments to provide physical infrastructure. However, the lack of serious gov-
ernmental support from the entrepreneurs and the problem of firms’ finances (the
administrative and financial environment) are serious obstacles faced by entrepre-
neurs in this area. Microfinance programmes in many countries of this area are
inefficient and the banking system does not provide proper support for starting
entrepreneurial activities. The risk of entrepreneurial activities in these countries is
high because of low quality of institutions, and hence the banking system is reluctant
to support them. Also, entrepreneurship education cannot be serious in these coun-
tries (because of the weakness of the education system in most countries in the area).
Naqvi (2011) also considers entrepreneurship education necessary to improve the

Fig. 5 Link between control of corruption and entrepreneurship in some MENA countries:
(2008–2014)
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entrepreneurial ecosystem function in the countries of the area. Legal and social
environments (internal market burdens or entry regulation, commercial and legal
infrastructure, and cultural and social norms) are another obstacle to the develop-
ment of entrepreneurship. The results of Bastian et al. (2015), based on cross-
sectional data of entrepreneurial firms in MENA area, also show that national and
local governments do not perform their tasks well in terms of creating legal and
commercial infrastructure, and are inefficient in this field. Also, in this area, indi-
viduals’ views are affected by the values ruling the family and community, which
increases the possibility and desirability of the self-employment.

As can be seen in Fig. 3b, during the period of 1995–2016, the status of the
control of corruption index in many countries of the region is also below 50 and
undesirable. In most of the countries, not only is the state of corruption in recent
years inappropriate, but also no effective control is there and the corruption trend is
growing. Also, the corruption in MENA is below the median global level, but still
quite high (Saha and Ben Ali 2017). According to 2016 information, most people in
the area believe that the corruption trend is increasing, governments are not fighting
the corruption, and governmental institutions and policy-makers are corrupt and
accepting bribes in public services (Pring 2016). In several studies (e.g. Anokhin and
Schulze 2009; D’Agostino et al. 2016; Aparicio et al. 2016), it is concluded that
corruption had a negative impact on economic growth and entrepreneurship in the
countries of MENA as well as in other countries, because the corruption leads to
weak foundations of institutional trust, increased investment risk, increased transac-
tion costs, and thus reduced incentive for entrepreneurial activities.

Also, the protection of property rights in the countries of MENA has no good
status similar to the corruption control. Except for a few countries, during the period
of 1995–2016, property rights index was below 50 in most years and countries.
According to the information of MENA countries in the period 1990–2013, Apergis
and Payne (2014) examined the effect of institutional quality improvement (such as
property rights, judicial independence, and business freedom) in countries with rich
natural resources and abundant labour force and countries importing labour force in
terms of economic growth and emphasized the importance of institutional quality in
these countries.

The analysis of the relationship between the quality of institutions (property
rights and control of corruption) and the types of entrepreneurship (opportunity-
driven and necessity-driven) in the countries of MENA suggests that the effect of
controlling corruption on opportunity-driven entrepreneurship is positive in some
countries (such as Iran) and negative in others (such as Algeria), but the relationship
with necessity-driven entrepreneurship in the given countries is negative.

The different effects of physical property rights and international property rights
index on opportunity-driven and necessity-driven entrepreneurship in these coun-
tries is another point. A general presumption in this field cannot be true for the
countries of MENA. This is because the programmes supporting property rights and
innovation are different among the countries. Also, Bastian et al. (2015) concludes
that the incentive of entrepreneurs is strongly correlated with institutional factors in
MENA countries.
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Another important point about the relationship between institutions and entrepre-
neurship in MENA countries is that in the short term, a unidirectional causality is
found from opportunity-driven entrepreneurship to institutions (property rights).
This suggests an important role of opportunity-driven entrepreneurs in changing
the economic and institutional structure to improve property rights status and
economic growth in MENA countries. The suggestion of using people to fight the
corruption as given by Pring (2016), the suggestion to use the private sector in
entrepreneurship programmes as given by Cho and Honorati (2014), and the sug-
gestion to consider opportunity-driven entrepreneurs to increase the economic
growth and entrepreneurship development as given by Aparicio et al. (2016), are
consistent in this regard.

6 Summery and Conclusion

The level and types (or nature) of entrepreneurship among societies and even in a
single society are not identical in the same time. Entrepreneurship is found in all
societies, races, colours, religions, etc. and it is not a function of resources available
in the countries if the speed and intensity of its growth (not its presence or absence)
are considered. However, for the question of what factors influence the level and
types of entrepreneurship, there is no clear answer. These factors depend on the level
of analysis and the nature (or types) of entrepreneurship. The factors affecting the
possibility of potential entrepreneurs to become actual entrepreneurs (changes in the
levels of entrepreneurship) are different from the factors affecting the choice of
various activities by potential entrepreneurs (changes in entrepreneurship). In gen-
eral, these factors can be categorized into two categories—economic and institu-
tional factors.

The types of entrepreneurship are affected by different environments such as
legal, economic, social and cultural, educational, and managerial environments.
There is no possibility to explain the effect of all environments and given variables
on all types of entrepreneurship at all levels. Therefore, in this chapter, only the
effect of the legal environment on entrepreneurship has been theoretically described.
The good quality of institutions such as property rights, the rule of law, legal system,
independence of the judiciary and the courts, contracting procedures, and regulatory
burden (and in general legal environment), reduces profitability of activities related
to the transfer and destruction of wealth (unproductive and destructive entrepreneur-
ship) and an increase in activities related to the creation of new wealth (productive
entrepreneurship).

The overall assessment of EFC status in some MENA countries shows that there
are major obstacles in the path of supporting entrepreneurship, including educa-
tional, cultural, legal, supportive, and financial obstacles. These countries only have
relatively good status of physical infrastructure and the dynamics of domestic
markets. Also, examining the status of indices of the institutional quality (property
rights as a formal institutions and control of corruption as an informal institutions) in
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MENA countries shows that the status of the institutional quality in these countries is
weak. Also, the empirical analysis of the relationship between the quality of insti-
tutions and (opportunity-driven and necessity-driven) entrepreneurship shows that
(opportunity) entrepreneurs can be a factor for changing the institutional quality in
these countries.
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