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Abstract Prior research on the effect that formal and
informal institutions have on high-growth entrepreneur-
ship has tended to propose policies aimed at either
lowering the social cost of failure in society, or creating
business-friendly entry environments aimed at increas-
ing the rate of entrepreneurship. These policies have
triggered a debate about whether policies that focus on
stimulating high-growth entrepreneurship conflict with
policy goals aimed at decreasing the social cost of
failure in society. Using approach/avoidance as a lens,
we examine the relationship between high social costs
of failure and the odds of individuals engaging in
growth-based entrepreneurship. Our unique dataset cap-
tures the entry decisions of 208,089 individuals in 29

OECD countries. We find that while countries with a
higher social cost of failure experience lower total en-
trepreneurial activity, they have higher odds of entrepre-
neurs having high-growth aspirations and firms with
export-led orientations.
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1 Introduction

Scholarly interest in the drivers of high-growth entre-
preneurship has increased in recent years, as have poli-
cies to support them, because high-growth firms are
thought to drive job creation and economic growth in
society (e.g., Acs et al. 2008b; Shane 2009; Lerner
2010). However, policies aimed at supporting high-
growth entrepreneurship may conflict with policies
aimed at increasing overall entrepreneurial activity. For
example, low social costs of failure in a country seems
associated with higher rates of entry into entrepreneur-
ship because more people are willing to try entrepre-
neurship when the penalties for failing are lower
(Arenius and Minniti 2005; Vaillant and Lafuente
2007; Stuetzer et al. 2014). But at the same time, higher
social cost of failure might push individuals to work
harder to avoid failing, making them more likely to
succeed and grow (Cacciotti et al. 2016; Mitchell and
Shepherd 2011). Specifically, research on approach/
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avoidance behavior indicates that high social costs of
failure may act as “fuel” for success (Elliot 1999; Elliot
and Church 1997; Morgan and Sisak 2016; Shepherd
and Haynie 2011). This suggests that there may actually
be advantages to higher social cost of failure (cf.
Cacciotti et al. 2016:303) because although fewer may
enter entrepreneurship, those that do could be more
growth oriented.

To date, how the social costs of failure concomitantly
influence the level of entrepreneurship and the growth
orientation of entrepreneurs has not been examined. As
noted, there is reason to believe that the effects are
opposite. Therefore, in this paper, we examine how for-
mal and informal institutional norms reflecting the social
costs of failure influence: (1) the likelihood of entering
entrepreneurship, (2) the likelihood of entering entrepre-
neurship with growth aspirations, and (3) the likelihood
of firms emerging with export-led orientations. We ap-
proach this subject from a new lens that shifts the focus
away from the negative ramifications of failure on firm
closure and bankruptcy, to the positive implications of
increasing the supply of high-growth firms.

In carrying out this research, we make three primary
contributions to the literature. First, although prior stud-
ies have contributed to our understanding of the impact
of the social cost of failure on the number of new
startups (Damaraju et al. 2010; Lee et al. 2007; Lee
et al. 2011), the results of this study suggest that there
is more to learn about how these social costs influence
the composition of entrepreneurial activity in society
(Baumol 1996). In particular, we add nuance to prior
assumptions about how stigma and hostile regulatory
environments impact the growth of early-stage ventures
(Cacciotti et al. 2016; Arenius and Minniti 2005).

Second, we contribute to a long-running debate about
the role of institutions in entrepreneurial entry decisions
(Kuratko and Hudson 2017). Central to this debate is the
question of whether all forms of entrepreneurial activity
should be encouraged by public policy makers (Morris
et al. 2015) or whether economies should instead focus
exclusively on fostering high-growth entrepreneurship
(Shane 2009; Lerner 2010). In recent studies, scholars
have inquired about the viability of institutional frame-
works that seek to encourage or deter certain forms of
entrepreneurial activities (Mason and Brown 2013;
Arshed et al. 2014). Although many of these questions
were unanswerable at the outset of the debate, key
insights are now possible thanks to the emergence of
several global studies dealing with entrepreneurial entry

decisions, including the Global Entrepreneurship Mon-
itor, European Flash Barometer (EUFB), and World
Bank Development Indicator (WDI) and Doing Busi-
ness databases (WBDB).

Third, by studying both individual aspirations and firm
orientations, we are able to provide additional insights on
the interplay between intrinsic and extrinsic motivations
on high-growth entrepreneurship (Murnieks et al. 2019).
Prior research has demonstrated that national socio-
economic and cultural factors affect employee aspirations
and orientation towards work within an organization
(Huang and Van de Vliert 2003). By pursuing this line
of inquiry in entrepreneurship, we provide insights on
why individuals with the same skills and aspirations
make different entry decisions in institutional contexts
with a high social cost of failure.

2 Theoretical development

2.1 Social costs of failure

Risk and uncertainty lie at the heart of all entrepreneurial
endeavors, and the probability of failure occurring is the
reality for over 50% of entrepreneurs who start a new
business (BLS 2012). As such, it is not surprising to find
that the fear of failure is a significant predictor of entre-
preneurial entry (Vaillant and Lafuente 2007; Stuetzer
et al. 2014). To date, research on the fear of failure has
largely been examined as an individual level measure of
entrepreneurial intentions, independent of contingent
relationships at the macro level. However, several stud-
ies suggest that the relationship between fear of failure
and entrepreneurial behavior is more complex and that
the fear that entrepreneurs experience is a derivative of
societal attitudes about transacting with failed entrepre-
neurs, and the normative expectation of institutional
sanctions (Kreiser et al. 2010; Schmutzler et al. 2019;
Simmons et al. 2014).

Unlike the individual fear of failure, which is both
temporal and event specific (Cacciotti and Hayton
2015), the social costs of failure refer to institutional
sanctions placed on unsuccessful entrepreneurs by other
members of society, including both the stigma surround-
ing failure and the visibility of that failure among the
broader community (Simmons et al. 2014). The institu-
tions that make up these social costs have been shown to
have a significant impact on the entry decisions and
industry selection of nascent entrepreneurs (Kreiser
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et al. 2010; Bruton et al. 2010; Thornton 1999;
Davidsson and Wiklund 1997), and some have argued
that differences in national and regional rates of entre-
preneurship can be explained by the interactive influ-
ence of the two on individual decision making (Eesley
et al. 2018).

While formal institutions describe the regulations and
other operating rules that societies codify into law
(Eesley et al. 2018), social norms and other informal
institutions refer to the unwritten rules that define the
social costs for those who decline to follow society’s
approved modes of behavior (Schmutzler et al. 2019).
Such norms “have long been considered an important
source of influence on individuals’ attitudes towards a
specific career option” (Merton 1968; Schmutzler et al.
2019: 884). These institutions dictate what activities are
deemed legitimate behaviors for individuals to pursue
(Lee et al. 2007; Aldrich and Fiol 1994), and the failure
to meet expectations can result in severe stigmatization
(the magnitude of which varies across countries)
(Simmons et al. 2014).

The social costs of failure can accrue for an unde-
fined period of time following a firm’s closure and can
have both direct and indirect effects on an entrepreneur’s
reentry options (Semadeni et al. 2008). The long-term
impairment to stakeholder relationships has been shown
to negatively impact the reentry decisions of experi-
enced entrepreneurs (Sutton and Callahan 1987;
Simmons et al. 2014). Some of them have even opted
for a kind of self-imposed exile (Singh et al. 2007).
Others find it more difficult to access capital for reentry
attempts (Lee et al. 2007) or regain legitimacy with
external stakeholders (Mitsuhashi and Bird 2011).

Because regions with a higher social cost of failure
have long been associated with decreased rates of entre-
preneurship (Arenius and Minniti 2005; Stuetzer et al.
2014), efforts to reduce it have long been based on the
assumption that doing so will result in an increase in
different types of entrepreneurship (i.e., tech-based, high
growth, small business, etc.) (Lee et al. 2011; Simmons
et al. 2014). However, numerous studies have shown
that the fear of failure “can have a differential effect on
entrepreneurial action, impeding it on the one hand,
while motivating it on the other” (Mitchell and Shep-
herd 2011: 195). For countries with a high social cost of
failure, this could have significant implications for how
the surrounding environment affects the mode and man-
ner of entrepreneurial entry, including the type of firms
that emerge as a result.

2.2 Approach/avoidance behavior

Scholarly work on approach/avoidance behavior dates
back almost 80 years, to early research on the motiva-
tional cues that guide individual quests for achievement
(Atkinson 1957; Covington and Beery 1976; Hoppe
1931; Maslow 1955; McClelland 1951; Murray 1938).
Within the field, scholars developed two motivational
orientations to account for achievement-seeking behav-
ior in individuals: the attainment of success, and the
avoidance of failure (Elliot 1999). While the aim of
one class of motives (known as approach tendencies)
is to maximize satisfaction, the aim of the other class
(avoidance tendencies) is to minimize pain (Atkinson
1957: 360). Elliot and Church (1997: 221) noted that
several researchers have portrayed failure as “an inhib-
itor of effort and performance when unaccompanied by
achievement motivation, but a facilitator of effort and
performance when accompanied by it.”

The basic principles of approach/avoidance behavior
have been said to exist in several major theoretical
conceptions of the self (Elliot 1999), including psycho-
dynamic (Freud 1957), dispositional (Cattell 1957), hu-
manistic (Maslow 1955), social-cognitive (Rotter 1954),
and cognitive (Heider 1958). They have also been ap-
plied in numerous entrepreneurship studies to explain
the differential effect that failure has on entrepreneurial
action (Cacciotti et al. 2016; Hayton et al. 2013;
Shepherd and Haynie 2011). This research suggests that
far from inhibiting the actions of individual entrepre-
neurs, the social costs of failure can in some cases
energize and direct their behavior to achieve greater
levels of success (Elliot and Church 1997; McClelland
et al. 1989).

When considered at the national level, this research
suggests that some countries may benefit from having a
higher social cost of failure (Hayton et al. 2002;
Wyrwich et al. 2016). Elliot (1999), for instance, found
that external factors can have a significant impact on the
goal adoption process of individuals, independent of
any pre-existing ‘hard wiring’ (Ames 1992; Meece
1991). That is, “if the achievement setting is strong
enough, it alone can establish situation-specific con-
cerns that lead to goal preferences for the individual”
(Elliot 1999: 176).

The individual-environment relationship is similarly
important to understanding the impact that the social
cost of failure has on entrepreneurial decision making
(Cacciotti et al. 2016). Because society’s values indicate
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the extent to which it considers entrepreneurial behavior
desirable, “cultures that value and reward such behavior
promote a propensity to develop and introduce radical
innovation, whereas cultures that reinforce conformity
and group interests” do not (Hayton et al. 2002: 33).
This context-specific process (Wyrwich et al. 2016)
affects the goal adoption of entrepreneurs, by imposing
constraints on the “feasibility and desirability” of poten-
tial outcomes (Cacciotti et al. 2016: 316).

These costs are often described as a multi-level phe-
nomenon in which macro-level judgments surrounding
the undesirability of a particular action become attached
to a person’s social identity (Goffman 1963; Simmons
et al. 2014; Shepherd and Haynie 2011; Arenius and
Minniti 2005). Because institutional norms and societal
expectations dictate which activities are deemed legiti-
mate behaviors for entrepreneurs to pursue (Lee et al.
2007; Aldrich and Fiol 1994), the failure to meet these
expectations can result in stigmatization. The impact of
a higher social cost of failure can thus be both unscripted
and ambiguous and dissuade some individuals from
pursuing entrepreneurship, while encouraging others to
excel in it (Simmons et al. 2014).

2.3 Formal and informal institutions in the entry
environment

The type and level of sanctions associated with the social
costs of failure depend on formal and informal institu-
tional norms (Landier 2005; Simmons et al. 2014). For-
mal costs of failure include those imposed by a country’s
credit agencies and bankruptcy regulations (Eesley et al.
2018). Informal costs of failure include stigmas that
attach to the entrepreneurs and their ventures
(Schmutzler et al. 2019). We examine the effects of both
the formal and informal aspects of social costs of failure
on the entry decisions of individual entrepreneurs.

Among the formal institutions that affect the social
cost of failure in a country is the visibility of entrepre-
neurs’ previous failures recorded in national credit reg-
istries (both public and private). These registries provide
access to the credit history of individual borrowers, and,
in some cases, make it substantially harder for individ-
uals considering entry into entrepreneurship to acquire
the resources necessary for startup (Simmons et al.
2014). The World Bank (2018) has reported that the
depth of information shared by national credit bureaus
directly affects the amount of bank lending to young
firms. They have also noted that within high-income

countries, the enforcement of credit rights (i.e., collateral
and bankruptcy laws) matters more to the availability of
credit than the existence of mechanisms for information
sharing (i.e., public and private credit bureaus).

In addition to formal institutions, there are normative
expectations embedded in a society’s informal institutions
that also dominate the rules of behavior (Eesley et al.
2018). Kibler et al. (2014) argue that “regions develop
specific cultural cognitive, normative, and regulative con-
texts that lead to various shared meanings and social
perceptions of economic behavior” (Wyrwich et al. 2016:
468). Norms have been found to affect both the supply and
demand of entrepreneurs in a region, as well as the avail-
ability of key resources and the manner of organizing
entrepreneurial entry (Simmons et al. 2014). This “distal
socio-cultural environment behaves as a magnifying glass
for the interaction between personal characteristics, and the
proximate cultural context in molding entrepreneurial in-
tentions” (Schmutzler et al. 2019:27).

The formal and informal institutions discussed above
are representative of the social cost of failure in society.
Prior research has consistently found that countries with
a higher social cost of failure are negatively associated
with lower overall rates of entrepreneurship (Arenius
and Minniti 2005; Vaillant and Lafuente 2007; Stuetzer
et al. 2014). Before examining the impact that higher
social costs of failure have on the specific intent to enter
high-growth entrepreneurship (and subsequent orienta-
tion of the emerging firm), we first investigate whether
this study confirms the findings of previous research.

Hypothesis 1: The likelihood that individuals will be
engaged in entrepreneurial activity is lower in countries
with a high social cost of failure.

2.4 High-growth entrepreneurial aspirations

Belief in the upside gain of entrepreneurship is largely
synonymous with the belief in the possibility of future
growth—growth is viewed as the most relevant perfor-
mance indicator among entrepreneurs and scholars
alike, and early growth largely determines the value of
the new venture, should the business be sold (e.g.,
Wennberg et al. 2013; Wiklund and Shepherd 2003).
Among the factors that contribute to the emergence of
high growth of firms are the quality of available oppor-
tunities to exploit, the resource endowments of founding
teams, and the presence of various intrinsic and extrinsic
motivations for growing the business (Penrose 1959;
Wiklund and Shepherd 2003).
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Most new ventures do not grow at all, and very few
exhibits extensive growth (i.e., Shepherd and Wiklund
2009). Many entrepreneurs simply do not have growth
aspirations and therefore do not expand their firms (e.g.,
Wiklund and Shepherd 2003). They establish their busi-
nesses for other reasons, primarily to achieve greater
autonomy (Carter et al. 2003). Growth aspirations are a
necessary but not sufficient conditions for actual
growth—only those new ventures headed by entrepre-
neurs who wish to expand their businesses are likely to
realize actual growth (Wiklund and Shepherd 2003).
Prior research has established empirically that the de-
gree of growth aspirations influences the degree of
actual firm growth (Delmar and Wiklund 2008).

Entrepreneurs’ growth aspirations, and thus subse-
quent growth, are influenced by a range of factors—for
example, Wiklund and Shepherd (2003) identified eight
different variables that affected growth aspirations. In
countries where the social cost of failure is high, higher
returns from entrepreneurship are required in order for
entrepreneurship to be a viable alternative to employ-
ment (Hayward et al. 2010). As such, entrepreneurs who
pursue opportunities in countries where the social costs
of failure are highwill have stronger beliefs that they can
build successful businesses than in countries where these
costs are low. As such, they will likely be more oriented
towards higher growth aspirations (Arora andNandkumar
2011). The higher opportunity cost associated with the
social cost of failure is likely to increase the probability
that entrepreneurs demand a higher return as a condition
of entry. Those entering in such countries are more likely
to be ambitious about their firm’s growth prospects and
invest more aggressively as a result (Arora and
Nandkumar 2011), leading them to have higher growth
aspirations. This leads to the following hypothesis:

Hypothesis 2: The likelihood that individuals will be
engaged in entrepreneurial activity with growth aspira-
tion higher in countries with a high social cost of failure.

2.4.1 High-growth entrepreneurial activity with export
orientation

Prior research suggests that a strong relationship exists
between growth opportunities and the internationalization
of new ventures (Castaño et al. 2015; Lu and Beamish
2001; Zahra et al. 1997). Autio, Sapienza, and Almeida
(2000: 909) argued that certain firms orient themselves
internationally because they are provoked, pushed, or
pulled toward the opportunity, and that ventures that

internationalize early experience positive learning and
growth effects that latecomers are less likely to benefit
from. Hessels and van Stel (2011: 259) similarly noted that
export-oriented firms “tend to be more productive, more
capital intensive, more innovative, and more efficient”
than those which focus on domestic markets (Clerides
et al. 1998; Girma et al. 2004; Kneller and Pisu 2007).

Although entrepreneurs can employ several modes of
international entry—including exporting, licensing, ac-
quisition, strategic alliances and foreign direct investment
(Hitt et al. 2001)—exporting is by far the most common
(Kogut and Chang 1996; Zahra et al. 1997). Exporting is
described in the literature as a vehicle for high-growth
entrepreneurship in developed countries by facilitating
knowledge spillovers, financial rewards, access to new
technology, and entrepreneurial learning (Hessels and
van Stel 2011). As a method of internationalization, it
does not require entrepreneurs to make substantial capital
investments (Root 1998) and tends to involve less com-
mercial and financial risk than other methods of interna-
tionalization (Jaffe and Pasternak 1994).

Environments with a high social cost of failure may
encourage entrepreneurs to avoid domestic markets when
they are perceived as being hostile to entrepreneurship
(Oviatt and McDougall 1994). Several scholars have ar-
gued that in such circumstances, entrepreneurs will search
for ways to achieve higher performance by increasing
their exports to other countries. Ibeh (2003), for instance,
found that hostile domestic markets (i.e., those where
entrepreneurs encounter adversity in their pursuits) facil-
itate the emergence of export-oriented ventures. Similarly,
Zahra et al. (1997, p. 25) found that when new venture
executives view the domestic environment as hostile to
the firm’s mission or outputs, “exporting activities will
intensify and export performance will increase.”

Prior research from Cavusgil (1980) found that the
international orientation of firms can be explained by
management’s desire to overcome unfavorable conditions
in the domestic market, while others have suggested that
the internationality of new ventures often “occurs at incep-
tion largely because competitive forces preclude a success-
ful domestic focus” Oviatt and McDougall (1994, p. 60).
This can be seen in the decision to enter certain industries
characterized by higher levels of risk and reward, includ-
ing export markets. As such, our last hypothesis reads:

Hypothesis 3: The likelihood that individuals will be
engaged in entrepreneurial activity with export orienta-
tion is higher in countries with a high social cost of
failure.

535Fear not, want not: Untangling the effects of social cost of failure on high-growth entrepreneurship



3 Methods

3.1 Research design and sample

Our conceptual model is shown in Fig. 1. To test
our hypotheses, we use multi-level modeling, in
which individuals are nested within countries. We
constructed a unique dataset that combines data from
the Global Entrepreneurship Monitor (GEM), Euro-
pean Flash Barometer (EUFB), and World Bank
Development Indicator (WDI) and Doing Business
data (WBDB). For individual-level data, we used the
GEM Adult Population Survey (APS). Since 1999,
the GEM project has been conducting an ongoing
cross-national survey with the purpose of measuring
entrepreneurial activities across countries (Bosma
2013). In 2012, 69 countries took part in the GEM
survey. This group of countries represented 74% of
the world population and 87% of the world’s GDP
(Xavier et al. 2012).

The GEM project randomly selects survey respon-
dents from the general population of the participating
countries. Although the survey method varies due to
country-specific conditions, in each country at least
2000 individuals are drawn from the working age pop-
ulation and interviewed about their entrepreneurial atti-
tudes, intentions, and activities and about information
on individual characteristics, such as gender, education,
age, and household income. To increase the stability of
the measures, we pooled the GEMdata across the 4-year
period 2009 to 2012 and included only the working
population between the ages of 18 and 64 in OECD
countries.

Country-level variables were drawn from the Euro-
pean Flash Barometer (FB), World Bank Development
Indicators (WDI) and World Bank Doing Business
(WBDB) reports. Our final dataset consists of 208,089
GEM respondents between the ages of 18 and 64 from
the 29 OECD countries.1,2

3.2 Dependent variables

To test our hypotheses, we use three dependent variables
that reflect individual engagement in entrepreneurial
activity, including Total Entrepreneurial Activity, High-
Growth Entrepreneurial Activities with Growth Aspira-
tion, and High-Growth Entrepreneurial Activities with
Export Orientation. The Total Entrepreneurial Activity
(TEA) variable is constructed from the total early-stage
activity variable in GEM. TEA is a combination of
nascent entrepreneurs currently involved in starting a
new business, and the owners of young businesses in
operation less than 42 months. The individuals included
in the TEA measure are identified using the following
three questions: (1) is the individual currently involved
in a startup? (2) does their current job involve a startup?
or (3) is the individual the owner/manager of a new
business? The Total Entrepreneurial Activity variable
is measured dichotomously, with 1 indicating that the
individual is engaged in TEA.

Various indicators have been used to classify a firm
as high growth (Brown et al. 2017; Brown and Mawson
2013). Based on GEM data, Autio (2003) identified two
questions that could be used to identify startups with
high growth potential. These include the growth aspira-
tion of the entrepreneurs during startup, as well as their
export orientation.

The High Growth Aspiration variable measures
whether individuals engaged in TEA have high job
growth aspirations. Specifically, the GEM question asks
if people desire to hire 20 or more employees within the
subsequent 5 years. Thus, the variable measures growth
aspirations rather than realized growth, which is consis-
tent with prior GEM studies (Autio 2003; Estrin et al.
2013). The variable is coded 1 if the individual is
engaged in TEA with high-growth aspirations and 0
otherwise.

The Export Oriented High Growth Entrepreneurship
variable measures whether the firm has an export
orientation. Specifically, the GEM question asks the
respondents what proportion of customers normally
live outside of their home country. Consistent with
prior studies (Chen et al. 2016; De Clercq et al.
2008), we considered entrepreneurs with 25% or
more of their customers in foreign countries as ex-
port oriented. Consequently, Export Oriented Entre-
preneurship was coded 1 for entrepreneurs expecting
25% or more of their customers to live outside their
country and coded 0 otherwise.

1 GEMsurveyswere completed via telephone interview or face-to-face
interview where telephone is not prevalent in the country, reducing
selection bias.
2 The countries in our sample are Austria, Belgium, Brazil, China,
Croatia, Czech Republic, Denmark, Estonia, Finland, France, Germa-
ny, Greece, Hungary, Iceland, India, Ireland, Israel, Italy, Japan, South
Korea, Latvia, Lithuania, Netherlands, Norway, Poland, Portugal, Ro-
mania, Russia, Slovakia, Slovenia, Spain, Sweden, Switzerland, Tur-
key, United Kingdom, and United States of America.
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3.3 Independent variables

Social costs of failure We use a multi-item measure
for the social costs of failure that aggregates country
level measures of the informal stigma of business
failure and the formal visibility of business failures.
It is a necessary condition to construct the social
cost of failure, by considering both the stigma of
business failure and the visibility of business failure.
This is because different levels of societal tolerance
for business failure and information asymmetries in
the regulatory disclosure of failure events coexist in
institutional environments.

‘Stigma of business failure’ is constructed from sur-
vey data collected by the European Commission. We
utilized the European Flash Barometers #283 (EOS
Gallop Europe 2010) and #354 (EOS Gallop Europe
2013), which measure country-level attitudes toward
entrepreneurship in the European Union between 2009
and 2012. Although these reports focus on countries
within the European Union, they also include data from
non-European countries, such as South Korea, China,
Japan, Brazil, India, Israel, Russia, Sweden, Norway,
and the United States, for comparative analysis.

The informal institutional variable constructed for the
stigma of business failure measures the percentage of
responses to the statement “People who have started
their own business and have failed, should be given a
second chance,”with the following options: (1) strongly
agree, (2) agree, (3) disagree, (4) strongly disagree, and
(5) do not know. Using a (− 2, 2) scale, we weighted
responses and reversed negative values, such that higher
levels of perceptual stigma indicate greater sanctions on

failed businesses. This construction of stigma has been
used in prior research (Simmons et al. 2014).

The formal institutional variable constructed for the
‘visibility of business failures’ is a depth of credit infor-
mation indicator found in the World Bank Doing Busi-
ness (WBDB) Report (World Bank Group 2013). The
WBDB collects data on regulations governing small and
medium-sized business in 183 countries. The measure
explores the strength of the country’s credit reporting
system. In the WBDB database, the total score for the
depth of credit information (i.e., the accessibility of
credit information, such as the original loan amount,
outstanding loan, late payment, and the number/
amount of defaults is reported from 0 to 100, and rep-
resents rules and practices affecting the coverage, scope
and accessibility of credit information available through
either a credit bureau or a credit registry).

3.4 Control variables

It is important that our study includes individual and
country-level control variables to examine our hy-
potheses. Individual differences can affect the op-
portunity cost of each individual, influencing entre-
preneurial decisions (Shepherd et al. 2015). In par-
ticular, we controlled for a participant’s Disposition-
al Avoidance Trait. We coded 1, if an individual
responded that fear of failure would not prevent
the individual from starting a business and 0 for
otherwise. We included this individual level variable
to align with the cognitive approach and avoidance
literature. We also controlled for participants’ demo-
graphic characteristics. Because women tend to

Fig. 1 Conceptual framework:
the social costs of failure and
entrepreneurial activities

537Fear not, want not: Untangling the effects of social cost of failure on high-growth entrepreneurship



show lower rates of entrepreneurial entry than men,
we include a Gender variable as 1 for male and 0 for
female. Further, Age is a continuous variable be-
tween 18 and 64. Age Squared is also included in
our model to control for the curvilinear effect of age.
Prior literature also suggests that social capital and
financial capital determines entrepreneurial deci-
sions. Social Capital is measured by a dummy var-
iable that assesses whether the respondents “person-
ally know someone who had started a business in
the past two years” (Minniti and Nardone 2007).
Household Income is constructed as a categorical
variable, which assesses whether a respondent be-
longs to the lower, middle, or higher tier of the
country’s distribution of household income, a mea-
surement approach similar to those used in prior
research (Denning 2014; Morduch 1999). Lastly,
we control for individual differences in human cap-
ital, by adjusting for the Education of the entrepre-
neur. The human capital of entrepreneurs has been
identified in previous studies as having a positive
relationship to both new venture growth (Baum and
Bird 2010), and the effectiveness of institutional
policies aimed at reducing barriers to high-growth
entrepreneurship (Eesley 2016).

This study also controls for the effects of several
country-level factors. First, the level of a country’s de-
velopment influences entrepreneurial activities (Acs
et al. 2008a). We control the economic development of
a country by using per capitaGDP at purchasing power
parity (GDP PPP). Second, it is also known that a
country’s GDP change can determine individuals’ in-
tention to be entrepreneurs (Acs et al. 2008a). Accord-
ingly, we include the GDP Growth Rate. Third, we
control for the population size of a country, which
determines the domestic market size. Lastly, we also
include Bankruptcy Laws, which determines the formal
costs of failure and influences entrepreneurial activities
of a country (Armour and Cumming 2008; Lee et al.
2011). In particular, we use the resolving insolvency
data from the WBDB database (Lee et al. 2011). This
index reflects the time, cost, and outcome of insolvency
proceedings, as well as the strength of the legal frame-
work for liquidation and reorganization process.

3.5 Statistical analysis

To test the effect of country-level social costs of failure
on an individual’s entrepreneurial entry decisions, we

conducted a series of multilevel logistic regression anal-
yses. This method is appropriate given that individuals
within particular countries share common experiences
that differ from those living in other countries (Stephan
et al. 2014).

Before examining the hypotheses, we conducted an
intra-class correlation (ICC) analysis to justify using a
multi-level regression model (Bliese 2000). According
to Bliese (2000), multi-level techniques are recommend-
ed, if the ICC estimates reside within the normal range
(i.e., between 5% and 20%). Our results indicate that
5.3% of the total variance for general entrepreneurial
activities resided at the country level, with 12.5% for
growth aspirations, and 29.6% for export orientations.
These results justify the application of multi-level re-
gression techniques for this study.

We first tested the effect of individual and
country-level control variables on the dependent
variables for entrepreneurial entry, entry with
growth aspirations, and entry with an export orien-
tation. We then added a country-level independent
variable for the social cost of failure. In our multi-
level regression model, we also examine the vari-
ance inflation factor (VIF) statistics to control the
possibility of strong multicollinearity influencing
our results. We find that all VIF scores are below
5, suggesting that multicollinearity is not a concern
for our analysis (Hair Jr et al. 1998).

To aid with interpretation, we present odds ra-
tios (OR) in the results table, in lieu of log-odds
coefficients. The baseline category is that an indi-
vidual does not engage in start-up activity. Thus,
an OR > 1 means that a variable increases the
likelihood of engagement in entrepreneurship. In
addition to regression coefficients, we report pseu-
do-R2, as suggested by Hox et al. (2010). The
pseudo-R2 compares the residual country-level var-
iance of the base model with the model, including
independent variables.

Table 1 summarizes the study variables, and Table 2
presents descriptive statistics and correlations.

4 Results

Hypothesis 1 states that the likelihood that individuals
will be engaged in entrepreneurial activity is lower in
countries with a high social cost of failure. As shown in
model 2 (Table 3), we find a statistically significant
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negative relationship (odds ratio 0.95, p < 0.01) between
the social cost of failure and engagement in entrepre-
neurship. The likelihood-ratio (LR) test has a significant
between-group variance in the slopes, indicating that
when individuals live in a society with a higher social
cost of failure, they are less likely to engage in entrepre-
neurship. Lorah (2018) suggested that the difference of
the ICC change can be interpreted as an effect size for
multilevel models. Thus, when comparing differences in
the ICC estimates between models 1 and 2, we see that
the social cost of failure explains 7.2% more of the

country-level variation. In addition, compared to the
null model, where we check the ICC estimates of our
dependent variable without any control and independent
variables, our model with the social cost of failure
explains 34.1% more of the country-level variance for
our dependent variable. These results support hypothe-
sis 1.

Hypothesis 2 states that the likelihood that indi-
viduals will be engaged in entrepreneurial activity
with growth aspiration is higher in countries with a
high social cost of failure. As shown in models 3

Table 1 Definitions of variables

Level Variable Definition Source

Country The social costs of failure.
= Standardized stigma of

bankruptcy + standardized
score depth of credit information

Stigma of bankruptcy: responses to the statement
‘people who have started their own business
and have failed be given a second chance’
and weighted the response by using (− 2,2) scale.

Flash Euro Barometer
#257 & #354

The depth of credit information: The coverage,
scope and accessibility of credit information
available through either a credit bureau
or a credit registry.

World Bank Doing Business
2008–2011

per capita GDP ppp (t-1): GDP PPP per capita GDP at purchasing power parity
at 2005 $USD (Log)

World Bank WDI 2008–11

GDP growth rate (t-1) GDP growth rate (annual %) World Bank WDI 2008–11

Population size (t-1) Total number of population (Log) World Bank WDI 2008–11

Bankruptcy law (t-1) Resolving insolvency: rankings are based on
distance to frontier scores for two indicators,
such as recovery rate and strength of insolvency
framework index (0 to 100)

World Bank Doing Business
2008–11

Individual Total entrepreneurial activities 1: individuals engaged in nascent entrepreneurial
activity or operating a venture less than 42
months; 0 otherwise

GEM APS
2009–12

High growth aspiration 1: Nascent or new entrepreneurs who expect
to employ 20 or more individuals within
5 years; 0 otherwise

GEM APS
2009–12

Export oriented high growth
entrepreneurship

1: Entrepreneurial activities with foreign
customers more than 25% of total
customers; 0: otherwise

GEM APS
2009–12

Gender 1: male; 0: female GEM APS
2009–12

Age Age of respondents (Min. = 18, Max. = 64) GEM APS
2009–12

Income Household Income level: 1 (lowest 33%),
2 (middle 33%), 3 (top 33%)

GEM APS
2009–12

Education 4: Respondents with graduate experience
3: post-secondary education
2: Secondary degree
1: No Secondary degree

GEM APS
2009–12

Social capital 1: Respondent knows an entrepreneur; 0: otherwise GEM APS
2009–12

Dispositional
avoidance trait

1: Fear of failure would not prevent an
individual from starting a business; 0: otherwise

GEM APS
2009–12
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and 4 (Table 3), we find a statistically significant
relationship (odds ratio 1.14, p < 0.01) between the
social costs of failure and the likelihood that entre-
preneurs have high-growth aspirations. This result
indicates that when individuals live in a society with
a higher social cost of failure, they are more likely
to enter entrepreneurship with growth aspirations.
When comparing differences in the ICC estimates
between models 3 and 4, we see that the social cost
of failure explains 11.9% more of the country-level
variation. Moreover, compared to the null model,
our model with the social cost of failure explains
34.3% more of the country-level variance for our
dependent variable. The results of our test support
hypothesis 2.

Hypothesis 3 states that the likelihood that
individuals will be engaged in entrepreneurial ac-
tivity with export orientation is higher in coun-
tries with a high social cost of failure. Models 5
and 6 (Table 3) show a statistically significant
effect for the social cost of failure on the likeli-
hood that the entrepreneurial firms in our sample

will have the export orientation (odds ratio 1.06,
p < 0.1). This result indicates that when individ-
uals live in a society with a higher social cost of
failure, they are more likely to enter entrepreneur-
ship with a high-growth export orientation. Fur-
thermore, when comparing differences in the ICC
estimates between models 5 and 6, we see that
the social cost of failure explains 7.1% more of
the country-level variation. Moreover, compared
to the null model, our model with the social cost
of failure explains 88.8% more of the country-
level variance for our dependent variable. This
analysis supports hypothesis 3.

4.1 Robustness tests

We conducted several robustness tests on the above
analysis, presented in Appendix. First, because there is
a potential concern in that it is difficult to judge the
effect of the social cost of failure on the likelihood of
engaging in high growth entrepreneurship due to the
decreased number of start-ups influenced by the social

Table 2 Descriptive and correlations for individual- and country-level variables

Individual level correlations Mean Std.
Dev.

(1) (2) (3) (4) (5) (6) (7) (8) (9)

(1) Total entrepreneurial activities 0.069 0.253 1.000

(2) High growth aspiration 0.007 0.084 0.305 1.000

(3) Export oriented high growth
entrepreneurship

0.009 0.096 0.396 0.252 1.000

(4) Gender 0.481 0.49 0.077 0.046 0.044 1.000

(5) Age 41.92 12.93 − 0.051 − 0.018 − 0.025 − 0.029 1.000

(6) Income 2.197 0.799 0.047 0.031 0.025 0.099 − 0.028 1.000

(7) Education 2.179 1.001 0.066 0.032 0.037 0.007 − 0.110 0.272 1.000

(8) Social capital 0.335 0.472 0.169 0.066 0.079 0.089 − 0.119 0.108 0.107 1.000

(9) Dispositional avoidance trait 0.335 0.472 0.083 0.037 0.034 0.080 0.031 0.042 0.042 0.041 1.000

Country-level correlations (1) (2) (3) (4) (5) (6) (7) (8)

(1) Total entrepreneurial activities 0.069 0.253 1.000

(2) Growth aspired entrepreneurship 0.007 0.084 0.308 1.000

(3) Export oriented entrepreneurship 0.009 0.096 0.359 0.239 1.000

(4) Log GDP PPP 9.999 0.802 − 0.081 − 0.037 0.004 1.000

(5) GDP growth rate 0.519 3.901 0.075 0.036 − 0.00* − 0.406 1.000

(6) Population size 17.32 1.569 0.040 0.012 − 0.048 − 0.359 0.352 1.000

(7) Bankruptcy law 67.95 22.90 − 0.073 − 0.028 − 0.008 0.824 − 0.243 − 0.097 1.000

(8) Social costs of failure − 0.150 1.109 − 0.059 − 0.009 0.013 0.445 − 0.139 − 0.012 0.463 1.000

Note: All significant at 0.05 level except *
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cost of failure, we changed the baseline comparison
from the general population to only those entering
entrepreneurship (that is, examining growth
aspirations and export orientation conditional on
entry; see Table 4). As expected, the results from
the robustness test do not differ from our main
results.

We also conducted additional analyses excluding
individuals who had experienced business failure within
a year before the survey was conducted. This is because
prior experience with business failure may influence
different decisions and behaviors (Simmons et al.
2014). The results are very similar to our main analysis
(see Table 5). Moreover, intrapreneurs who do

Table 3 Results of logistic multi-level regression: odds ratios of individual and country-level effects on entrepreneurial activities

Model 1 (total
entrepreneurial
activities)

Model 2 (total
entrepreneurial
activities)

Model 3 (high
growth
aspiration)

Model 4 (high
growth
aspiration)

Model 5 (export
oriented high
growth
entrepreneurship)

Model 6 (export
oriented high
growth
entrepreneurship)

O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E.

Fixed part

Individual level (control)

Gender 1.67 *** 0.03 1.67 *** 0.03 3.00 *** 0.19 3.00 *** 0.19 2.11 *** 0.09 2.11 *** 0.09

Age 1.11 *** 0.01 1.11 *** 0.01 1.04 * 0.02 1.04 * 0.02 1.06 *** 0.01 1.06 *** 0.01

Age Squared 0.99 *** 0.00 0.99 *** 0.00 0.99 ** 0.00 0.99 ** 0.00 0.99 *** 0.00 0.99 *** 0.00

Income 1.07 *** 0.01 1.07 *** 0.01 1.42 *** 0.06 1.42 *** 0.06 1.11 *** 0.03 1.12 *** 0.03

Education 1.16 *** 0.01 1.16 *** 0.01 1.26 *** 0.04 1.26 *** 0.04 1.29 *** 0.03 1.29 *** 0.03

Social capital 3.27 *** 0.06 3.27 *** 0.06 3.74 *** 0.22 3.75 *** 0.22 3.36 *** 0.15 3.37 *** 0.15

Dispositional avoidance
trait

2.03 *** 0.04 2.03 *** 0.04 2.33 *** 0.15 2.33 *** 0.15 1.89 *** 0.09 1.89 *** 0.09

Country level (control)

GDP PPP 0.89 0.12 0.84 0.12 0.58 * 0.15 0.59 * 0.15 0.78 0.12 0.79 0.12

GDP growth rate 0.99 0.00 0.99 0.01 1.00 0.01 0.99 0.01 0.98 + 0.01 0.98 * 0.01

Population size 0.98 0.04 0.98 0.04 0.94 0.07 0.93 0.07 0.85 *** 0.04 0.85 *** 0.04

Bankruptcy law 0.99 0.00 0.99 0.00 1.00 0.01 1.00 0.01 0.99 0.00 0.99 0.00

Country level (independent)

Social costs of failure 0.95 ** 0.02 1.14 ** 0.06 1.06 + 0.04

Random part and model fit

Intercept 0.02 ** 0.03 0.03 * 0.04 0.10 0.39 0.10 0.26 0.14 0.22 0.15 0.24

ICC 3.42% 3.19% 8.77% 7.69% 3.15% 2.94%

Δ pseudo-R2 (from null
model)

9.89% 16.31% 27.28% 36.96% 60.21% 62.93%

Deviance 94,565.26 94,557.6 15,741.60 15,734.12 24,271.80 24,268.38

Wald Chi2 8554.97 8560.04 1527.62 1536.19 1868.34 1873.49

Prob > Chi2 0.00 0.00 0.00 0.00 0.00 0.00

LR test Prob < Chi2 0.00 0.00 0.00 0.00 0.00 0.00

# of observation 208,089,
29 countries

208,089,
29 countries

208,089,
29 countries

208,089,
29 countries

208,089,
29 countries

208,089,
29 countries

Obs. per group min 1334 1334 1334 1334 1334 1334

Obs. per group avg 7175 7175 7175 7175 7175 7175

Obs. per group max 56,719 56,719 56,719 56,719 56,719 56,719

***p < 0.001, **p < 0.01, *p < 0.05, ┼p < 0.1
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entrepreneurial activities within an existing organization
may not be influenced by the social costs of failure. We
conducted additional test and the result of the analysis is
not different from the main result (see Table 6). We also
conducted a range of other robustness tests, by adding
more control variables, such as a country’s institutional
strength to protect intellectual property rights. (Table 7).
Lastly, we excluded a country-level control variable,
Bankruptcy Laws, because of its high correlation with
a country’s economic development status (Table 8). The
results of these additional analyses also support our
main findings.

5 Discussion

There is now widespread acceptance of the idea that
the financial and social costs of failure influence
entrepreneurial entry decisions. Prior research, how-
ever, has primarily focused on formal institutions
(i.e., bankruptcy laws) and the financial costs of
failure (Lee et al. 2007; McGrath 1999), while the
informal institutions that contribute to social costs of
failure have received far less attention. Because
these institutions have been shown to have a signif-
icant impact on both individuals’ career choices
(Merton 1968; Schmutzler et al. 2019) and the entry
decisions of nascent entrepreneurs (Kreiser et al.
2010; Bruton et al. 2010; Davidsson and Wiklund
1997), exploring the individual-environment rela-
tionship is important to understanding the impact
that the social cost of failure has on entrepreneurial
decision making (Cacciotti et al. 2016; Simmons
et al. 2014).

On these premises, the extant body of research
suggests that lowering the social cost of failure
will have positive implications for entrepreneur-
ship. Although the merits of this argument may
have been demonstrated in the context of general
entrepreneurial entry, it is important to recognize
that there are different manners of organizing entry
that can be productive, unproductive or destructive
(Baumol 1996). This study shows that there is a
positive association with the social costs of failure
and entrepreneurial activities for those who aspire
to higher levels of growth.

Consistent with prior research, we find that coun-
tries with a higher social cost of failure are associ-
ated with a lower propensity for entrepreneurial

entry. In this paper, however, we push this line of
research a step further by discussing the potential
trade-offs involved in pursuing policy goals that
seek to both lower the social costs of failure and
promote high-growth entrepreneurship. Specifically,
our study applies achievement motivation theory to
examine the relationship between the social costs of
failure in developed countries, and two entrepre-
neurial startup types that increase knowledge spill-
overs, regional competition and the diversity of en-
trepreneurship activity (Hessels and van Stel 2011).

We examine the interaction of the intrinsic moti-
vation to succeed with the extrinsic motivation to
approach or avoid high stigma environmental con-
dit ions on entrepreneurial decision making
(Cacciotti et al. 2016; Hayton et al. 2002). By doing
so, we find that a higher social cost of failure pos-
itively influences the quantity of high-growth entre-
preneurship, both in terms of individuals with high
growth aspirations, and firms with an export orien-
tation. These results are based on the propensity of
individuals to enter entrepreneurship in both abso-
lute terms, and as a relative share of high-growth
firms conditional on entry. The results held when we
interacted individual fear of failure with social costs
of failure as a robustness check. Our theoretical
approach is timely, as Murnieks et al. (2019) recent-
ly noted that studies examining the interaction of
intrinsic and extrinsic motivations on start-up activ-
ity were unfortunately few and far between.

As discussed earlier, the external conditions of
the institutional environment can have a significant
impact on the aspirations that individual entrepre-
neurs have for the growth of their ventures (Ames
1992; Meece 1991). Prior research has found that
high social costs of failure can lower startup activity
(Simmons et al. 2014). We extend these findings to
demonstrate group differences and show that while
some individuals may avoid contexts with high so-
cial costs of failure, individuals with high growth
aspirations may be encouraged to excel. This con-
versation is important, as the reward for countries
with formal and informal institutions that promote
high growth entrepreneurship is sustainable econom-
ic growth (Hessels and van Stel 2011). High-growth
firms contribute substantially to economic develop-
ment, increasing knowledge spillovers, regional
competition, and the diversity of entrepreneurship
activity in the region (Hessels and van Stel 2011).
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However, the aspiration for the growth of entrepre-
neurs’ ventures in an environment with a higher
level of social costs of failure may cause another
issue in that entrepreneurs can potentially escalate
their entrepreneurial efforts or investment. Especial-
ly in an environment that does not tolerate failure,
failure itself can be an important factor to increase
fear of failure in others (Wyrwich et al. 2018).
Accordingly, actual losses of an entrepreneurial fail-
ure can be greater in a society with a higher level of
social costs of failure.

In addition to impacting the aspirations of entre-
preneurs for high growth in their domestic entrepre-
neurial activities, high social costs of failure may
motivate entrepreneurs to orient their firms towards
international markets (Autio et al. 2000). The export
decision can be a reactive or proactive strategic
response to favorable or unfavorable environment
conditions in the domestic market (Zahra et al.
1997). Prior studies of exporting as a strategic action
focus primarily on the pressures of competitive mar-
kets on firm performance (Zahra et al. 1997) that
can arise from industry and product uncertainties.
We demonstrate in this study that punitive domestic
regulatory environments, which are differentiated
from competitive market conditions, may also moti-
vate entrepreneurs to organize their firms with a
high growth export orientation.

Collectively, our findings challenge earlier as-
sumptions (Arenius and Minniti 2005; Vaillant
and Lafuente 2007; Stuetzer et al. 2014) and sug-
gest that a higher level of social costs of failure
may serve as a desirable selection mechanism that
leads to higher quality entrepreneurship. It would
seem that low social costs of failure may incentiv-
ize entry and the persistence of entrepreneurs in
low value activities and that high social costs of
failure may motivate entrepreneurs who aspire to
engage in activities that spur economic growth and
prosperity. Hence, our findings illuminate the im-
portance of recognizing that the institutions within
a country can have different effects on the options
for entrepreneurial activities with different charac-
teristics (cf. Baumol 1996).

5.1 Implications for research

This study has several implications for future re-
search. The institutional variables that motivate or

dissuade individuals from starting firms have re-
ceived insufficient consideration to date. First, prior
research on the costs of failure has mainly focused
on formal institutions, such as bankruptcy law (Lee
et al. 2007; McGrath 1999). Informal institutions
such as stigmas have received far less attention
(Simmons et al. 2014). Given our findings, it seems
that this may be an important oversight, as the
social costs of failure are composed of both norma-
tive and regulatory ramifications. Hence, under-
standing the interaction of different informal and
formal institutions with the intrinsic motivations of
entrepreneurs is an important avenue of inquiry for
future researchers and policymakers. In this paper,
we focused on high growth aspirations and export
orientations; however, other intrinsic motivations
such as fear of failure (Mitchell and Shepherd
2011) and passion (Cardon et al. 2009) are worthy
of future study.

Interestingly, our control variables of age, gen-
der, education, social capital, and household in-
come had significant direct relationships to the
rates of entrepreneurial entry with growth aspira-
tions and firms with export orientations. Although
these relationships align to the current literature, a
better understanding of how these variables mod-
erate the effects of the social costs of failure on
entrepreneurial entry is needed. It has been theo-
rized that high-growth firms are more likely to be
founded by entrepreneurs who are older (Azoulay
et al. 2018) or have higher levels of education
(Eesley 2016), household income (Cassar 2006),
or social capital (Florin et al. 2003). Gender gaps
are even less understood, although the findings of
the Simmons et al. (2018) study suggest that the
social costs of failure may have disparate implica-
tions on male and female entrepreneurs. These are
certainly relationships that deserve further scholar-
ly attention.

5.2 Study limitations

There are some important limitations to our study
that we hope future researchers will be able to
address. First, while we study the entry decisions
of more than 200,000 individuals from 29 OECD
countries, most of the countries in our sample are
members of the European Union. This limitation
could be addressed in future studies. Specifically,

543Fear not, want not: Untangling the effects of social cost of failure on high-growth entrepreneurship



there are opportunities to examine whether our
findings for developed countries extend to unde-
veloped countries (Hessels and van Stel 2011).
These studies are important because unstable for-
mal institutions may weaken stigma sanctions and
lead to different approach and avoidance behav-
iors, such as decreases in high growth entrepre-
neurship due to increased entry using unregistered
businesses or into informal markets (Eesley et al.
2018). In addition, regional studies (González-
Pernía and Peña-Legazkue 2015) may provide ad-
ditional insights into relationships between social
costs of failure and the mobility or export orienta-
tion of entrepreneurs with high growth aspirations.

Second, this study develops a sophisticated
multi-level regression model to examine growth
aspirations and export orientation at the early
stage. Specifically, our measure of the social costs
of failure interacts with formal regulations that
expire with informal norms that exist for unde-
fined periods of time (Semadeni et al. 2008). Pryor
et al. (2004) suggest that these temporal patterns
and differences are significant indicators of antici-
pated stigma responses and the behaviors of stig-
matized individuals. Moreover, there is a possibil-
ity of entrepreneurs facing greater loss in a society
with a higher level of social costs of failure be-
cause they may escalate their effort and investment
to achieve high growth (Hsu et al. 2017). We
recommend future studies that apply more fine-
grained methodologies such as experimental or
longitudinal studies that use repeated measures or
random assignments to investigate causal or time
and context variant variable relationships.

Third, we argued that the social cost of failure
is positively associated with high growth entrepre-
neurial activities because the benefit of engaging
in these types of entrepreneurship can exceed po-
tential social costs of failure. However, one could
argue that social costs of failure may increase the
exaggeration of start-up opportunities or activities
that entrepreneurs pursue, which allows them to
receive support from their stakeholders in the so-
ciety with a higher level of social costs of failure.
Although this study examines the relationship be-
tween the social costs of failure and real action on
export orientation, we only explore the effect of

the social costs of failure on growth aspiration in
terms of expected employment size because our
dataset does not allow to test on actual employ-
ment size of existing entrepreneurs. Accordingly, it
is important to understand the relationship between
the social costs of failure and actual growth even
though previous studies show the positive associa-
tion between growth aspiration and its outcome
(Delmar and Wiklund 2008; Wiklund and
Shepherd 2003). We hope that future studies can
address this gap in our research.

Lastly, the social cost of failure may have dif-
ferent effects on high growth intraprenuership and
corporate venturing within established organiza-
tions (Biniari et al. 2015). There is a myth that
high-growth firms are predominantly young,
venture-backed startups in the high-tech industry
(Brown et al. 2017). However, several studies have
shown that high growth entrepreneurial activities
often occur within firms that are older and larger,
operate in non-tech-based sectors, and are funded
using various funding mechanisms, including tra-
ditional lines of credit and self-funding (Biniari
et al. 2015). This research question is outside the
bounds of the current study. We hope future stud-
ies will examine these relationships and strengthen
our understanding of the social costs of failure.

6 Conclusion

The premise in many country-level entrepreneur-
ship studies is that by lowering the social cost of
failure, people will be more willing to attempt
entrepreneurial careers. We believe that this view
provides an overly simplistic picture of the rela-
tionship between the social cost of failure and
entrepreneurial entry. We find that countries with
a higher social cost of failure are negatively as-
sociated with total entrepreneurial activity, but
positively associated with the likelihood that en-
trepreneurs who have high-growth aspirations will
start firms. We also found a significant correlation
between higher social costs of failure and the
quanti ty of early stage firms with export
orientations.
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Appendix

Table 4 Changing the baseline from the general population to the entrepreneur pool

Model 1 (high
growth aspiration)

Model 2 (high
growth aspiration)

Model 3 (export oriented
high growth
entrepreneurship)

Model 4 (export oriented
high growth
entrepreneurship)

O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E.

Fixed part

Individual level (control)

Gender 2.01 *** 0.13 2.01 *** 0.13 1.37 *** 0.07 1.37 *** 0.07

Age 0.95 ** 0.02 0.95 ** 0.02 0.96 ** 0.01 0.96 ** 0.01

Age squared 1.00 ** 0.00 1.00 ** 0.00 1.00 * 0.00 1.00 * 0.00

Income
Education

1.33 *** 0.05 1.33 *** 0.05 1.04 0.03 1.04 0.03

1.14 *** 0.04 1.14 *** 0.04 1.14 *** 0.03 1.14 *** 0.03

Social capital 1.34 *** 0.08 1.34 *** 0.08 1.18 ** 0.06 1.18 ** 0.06

Dispositional avoidance trait 1.34 *** 0.09 1.33 *** 0.09 1.01 0.05 1.02 0.05

Country level (control)

GDP PPP 0.72 0.15 0.73 0.15 0.95 0.12 0.95 0.12

GDP growth rate 1.01 0.01 0.99 0.01 0.98 + 0.01 0.98 * 0.01

Population size 0.97 0.06 0.95 0.05 0.85 *** 0.03 0.85 *** 0.03

Bankruptcy law 1.00 0.01 1.00 0.01 0.99 0.00 0.99 0.00

Country level (independent)

Social costs of failure 1.16 ** 0.06 1.07 + 0.04

Random part and model fit

Intercept 1.48 3.17 1.87 * 3.76 5.73 7.12 6.84 7.73

ICC 5.08% 4.29% 1.49% 1.45%

Δ pseudo-R2 (from null model) 26.11% 38.15% 60.49% 61.70%

Deviance 9325.78 9316.64 12,974.28 12,970.84

Wald Chi2 282.58 291.68 141.64 144.21

Prob > Chi2 0.00 0.00 0.00 0.00

LR test Prob < Chi2 0.00 0.00 0.00 0.00

# of observation 14,633, 29 countries 14,633, 29 countries 14,633, 29 countries 14,633, 29 countries

Obs. per group min 112 112 112 112

Obs. per group avg 504.6 504.6 504.6 504.6

Obs. per group max 2713 2713 2713 2713

***p < 0.001, **p < 0.01, *p < 0.05, ┼p < 0.1
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Table 5 Excluding failed entrepreneurs from the dataset

Model 1 (total
entrepreneurial
activities)

Model 2 (total
entrepreneurial
activities)

Model 3 (high
growth
aspiration)

Model 4 (high
growth
aspiration)

Model 5 (export
oriented high
growth
entrepreneurship)

Model 6 (export
oriented high
growth
entrepreneurship)

O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E.

Fixed part

Individual level (control)

Gender 1.64 *** 0.03 1.64 *** 0.03 2.90 *** 0.19 2.90 *** 0.19 2.02 *** 0.09 2.02 *** 0.09

Age 1.11 *** 0.01 1.11 *** 0.01 1.05 ** 0.02 1.05 ** 0.02 1.06 *** 0.01 1.06 *** 0.01

Age squared 0.99 *** 0.00 0.99 *** 0.00 0.99 *** 0.00 0.99 *** 0.00 0.99 *** 0.00 0.99 *** 0.00

Income 1.07 *** 0.01 1.07 *** 0.01 1.42 *** 0.06 1.42 *** 0.06 1.11 *** 0.03 1.11 *** 0.03

Education 1.16 *** 0.01 1.17 *** 0.01 1.25 *** 0.04 1.25 *** 0.04 1.30 *** 0.03 1.30 *** 0.03

Social capital 3.27 *** 0.06 3.26 *** 0.06 3.69 *** 0.22 3.70 *** 0.23 3.39 *** 0.16 3.39 *** 0.16

Dispositional avoidance
trait

2.04 *** 0.04 2.04 *** 0.04 2.30 *** 0.15 2.31 *** 0.15 1.92 *** 0.09 1.92 *** 0.09

Country level (control)

GDP PPP 0.85 0.12 0.82 0.12 0.53 * 0.14 0.54 * 0.14 0.77 0.13 0.77 0.12

GDP growth rate 0.99 0.00 0.99 0.01 1.00 0.01 0.99 0.01 0.98 + 0.01 0.98 * 0.01

Population size 0.98 0.04 0.98 0.04 0.94 0.07 0.93 0.06 0.85 *** 0.04 0.85 *** 0.04

Bankruptcy law 0.99 0.00 0.99 0.00 1.00 0.01 1.00 0.01 0.99 0.00 0.99 0.00

Country level (independent)

Social costs of failure 0.95 ** 0.02 1.15 ** 0.06 1.06 + 0.04

Random part and model fit

Intercept 0.03 ** 0.04 0.03 * 0.04 0.19 0.49 0.10 0.26 0.14 0.22 0.15 0.24

ICC 3.26% 2.97% 8.45% 7.31% 3.13% 2.91%

Δ pseudo-R2 (from null
model)

22.50% 29.51% 35.20% 44.57% 63.45% 66.04%

Deviance 89,010.98 89,002.92 14,202.90 14,194.92 22,240.00 22,237.02

Wald Chi2 7985.91 7991.31 1354.98 1364.34 1709.44 1714.09

Prob > Chi2 0.00 0.00 0.00 0.00 0.00 0.00

LR test Prob < Chi2 0.00 0.00 0.00 0.00 0.00 0.00

# of observation 202,439 29
countries

202,439 29
countries

202,439 29
countries

202,439 29
countries

202,439 29
countries

202,439 29
countries

Obs. per group min 1281 1281 1281 1281 1281 1281

Obs. per group avg 6980 6980 6980 6980 6980 6980

Obs. per group max 55,560 56,719 56,719 56,719 56,719 56,719

***p < 0.001, **p < 0.01, *p < 0.05, ┼p < 0.1
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Table 6 Excluding intrapreneurs from the dataset

Model 1 (total
entrepreneurial
activities)

Model 2 (total
entrepreneurial
activities)

Model 3 (high
growth
aspiration)

Model 4 (high
growth
aspiration)

Model 5 (export
oriented high
growth
entrepreneurship)

Model 6 (export
oriented high
growth
entrepreneurship)

O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E.

Fixed part

Individual level (control)

Gender 1.63 *** 0.03 1.64 *** 0.03 3.06 *** 0.22 3.05 *** 0.22 2.05 *** 0.10 2.05 *** 0.10

Age 1.12 *** 0.01 1.12 *** 0.01 1.03 + 0.02 1.03 + 0.02 1.07 *** 0.01 1.07 *** 0.01

Age squared 0.99 *** 0.00 0.99 *** 0.00 0.99 ** 0.00 0.99 ** 0.00 0.99 *** 0.00 0.99 *** 0.00

Income 1.07 *** 0.01 1.07 *** 0.01 1.41 *** 0.06 1.41 *** 0.06 1.13 *** 0.04 1.14 *** 0.04

Education 1.18 *** 0.01 1.18 *** 0.01 1.33 *** 0.05 1.33 *** 0.05 1.29 *** 0.04 1.29 *** 0.04

Social capital 3.18 *** 0.06 3.18 *** 0.06 3.84 *** 0.26 3.85 *** 0.26 3.39 *** 0.17 3.39 *** 0.17

Dispositional avoidance
trait

2.05 *** 0.04 2.05 *** 0.04 2.52 *** 0.19 2.53 *** 0.19 1.94 *** 0.10 1.94 *** 0.10

Country level (control)

GDP PPP 0.86 0.12 0.83 0.12 0.57 * 0.15 0.58 * 0.14 0.86 0.14 0.86 0.14

GDP growth rate 0.99 0.00 0.99 0.01 1.00 0.01 0.99 0.01 0.97 ** 0.01 0.97 ** 0.01

Population size 0.95 0.04 0.96 0.04 0.90 0.07 0.90 0.06 0.81 *** 0.04 0.81 *** 0.04

Property right 0.99 0.00 0.99 0.00 1.00 0.01 1.00 0.01 0.99 0.00 0.99 0.00

Country level (independent)

Social cost of failure 0.96 * 0.02 1.17 ** 0.06 1.06 + 0.03

Random part and model fit

Intercept 0.02 ** 0.03 0.03 * 0.04 0.14 0.37 0.15 0.39 0.06 + 0.10 0.08 + 0.11

ICC 2.93% 2.71% 7.99% 6.87% 2.92% 2.78%

Δ pseudo-R2 (from null
model)

23.16% 29.02% 34.24 44.21% 63.13% 64.94%

Deviance 82,769.98 82,764.26 12,014.12 12,005.00 19,622.10 19,619.44

Wald Chi2 7196.29 7199.59 1207.88 1218.47 1500.23 1504.36

Prob > Chi2 0.00 0.00 0.00 0.00 0.00 0.00

LR test Prob < Chi2 0.00 0.00 0.00 0.00 0.00 0.00

# of observation 201,704, 29
countries

201,704, 29
countries

201,704, 29
countries

201,704, 29
countries

201,704, 29
countries

201,704, 29
countries

Obs per group min 1236 1236 1236 1236 1236 1236

Obs per group avg 6955 6955 6955 6955 6955 6955

Obs per group max 55,950 55,950 55,950 55,950 55,950 55,950

***p < 0.001, **p < 0.01, *p < 0.05, ┼p < 0.1
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Table 7 With controlling intellectual property rights

Model 1 (total
entrepreneurial
activities)

Model 2 (total
entrepreneurial
activities)

Model 3 (high
growth
aspiration)

Model 4 (high
growth
aspiration)

Model 5 (export
oriented high
growth
entrepreneurship)

Model 6 (export
oriented high
growth
entrepreneurship)

O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E.

Fixed part

Individual level (control)

Gender 1.67 *** 0.03 1.67 *** 0.03 3.00 *** 0.19 3.00 *** 0.19 2.11 *** 0.09 2.11 *** 0.09

Age 1.11 *** 0.01 1.11 *** 0.01 1.03 * 0.02 1.03 * 0.02 1.06 *** 0.01 1.06 *** 0.01

Age squared 0.99 *** 0.00 0.99 *** 0.00 0.99 ** 0.00 0.99 ** 0.00 0.99 *** 0.00 0.99 *** 0.00

Income 1.07 *** 0.01 1.07 *** 0.01 1.41 *** 0.06 1.42 *** 0.06 1.11 *** 0.03 1.12 *** 0.03

Education 1.16 *** 0.01 1.16 *** 0.01 1.26 *** 0.04 1.26 *** 0.04 1.29 *** 0.03 1.29 *** 0.03

Social capital 3.27 *** 0.06 3.27 *** 0.06 3.73 *** 0.22 3.75 *** 0.22 3.36 *** 0.15 3.36 *** 0.15

Dispositional avoidance
trait

2.03 *** 0.04 2.03 *** 0.04 2.33 *** 0.14 2.33 *** 0.15 1.89 *** 0.09 1.89 *** 0.09

Country level (control)

GDP PPP 0.70 ** 0.08 0.69 ** 0.08 0.50 ** 0.12 0.51 ** 0.12 0.58 *** 0.09 0.58 *** 0.09

GDP growth rate 0.99 0.00 0.99 0.01 1.00 0.01 0.99 0.01 0.98 0.01 0.98 + 0.01

Population size 0.97 0.04 0.98 0.04 0.96 0.07 0.94 0.06 0.86 *** 0.04 0.85 *** 0.04

Property right 1.00 0.00 1.00 0.00 1.01 0.01 1.01 0.01 1.01 * 0.01 1.01 * 0.01

Country level (independent)

Social cost of failure 0.95 ** 0.02 1.14 ** 0.05 1.05 + 0.04

Random part and model fit

Intercept 0.11 + 0.13 0.11 + 0.14 0.19 0.41 0.22 0.45 0.85 1.14 0.92 1.20

ICC 3.01% 2.69% 8.22% 7.24% 2.75% 2.60%

Δ pseudo-R2 (from null
model)

21.02% 29.71% 32.22 40.96% 65.42% 67.27%

Deviance 94,556.78 94,558.00 15,740.10 15,732.68 24,267.72 24,264.86

Wald Chi2 8556.71 8561.81 1529.84 1538.57 1876.24 1880.75

Prob > Chi2 0.00 0.00 0.00 0.00 0.00 0.00

LR test Prob < Chi2 0.00 0.00 0.00 0.00 0.00 0.00

# of observation 208,089, 29
countries

208,089, 29
countries

208,089, 29
countries

208,089, 29
countries

208,089, 29
countries

208,089, 29
countries

Obs. per group min 1334 1334 1334 1334 1334 1334

Obs. per group avg 7175 7175 7175 7175 7175 7175

Obs. per group max 56,719 56,719 56,719 56,719 56,719 56,719

***p < 0.001, **p < 0.01, *p < 0.05, ┼p < 0.1

548 C. K. Lee et al.



Table 8 Without controlling bankruptcy law

Model 1 (total
entrepreneurial
activities)

Model 2 (total
entrepreneurial
activities)

Model 3 (high
growth
aspiration)

Model 4 (high
growth
aspiration)

Model 5 (export
oriented high
growth
entrepreneurship)

Model 6 (export
oriented high
growth
entrepreneurship)

O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E. O.R. Sig. S.E.

Fixed part

Individual level (control)

Gender 1.67 *** 0.03 1.67 *** 0.03 3.00 *** 0.18 3.00 *** 0.18 2.10 *** 0.09 2.10 *** 0.09

Age 1.11 *** 0.01 1.11 *** 0.01 1.03 * 0.02 1.03 * 0.02 1.06 *** 0.01 1.06 *** 0.01

Age squared 0.99 *** 0.00 0.99 *** 0.00 0.99 ** 0.00 0.99 ** 0.00 0.99 *** 0.00 0.99 *** 0.00

Income 1.07 *** 0.01 1.07 *** 0.01 1.42 *** 0.06 1.42 *** 0.06 1.11 *** 0.03 1.12 *** 0.03

Education 1.16 *** 0.01 1.16 *** 0.01 1.26 *** 0.04 1.26 *** 0.04 1.29 *** 0.03 1.29 *** 0.03

Social capital 3.27 *** 0.06 3.26 *** 0.06 3.74 *** 0.22 3.75 *** 0.22 3.36 *** 0.15 3.37 *** 0.15

Dispositional avoidance
trait

2.03 *** 0.04 2.03 *** 0.04 2.33 *** 0.14 2.33 *** 0.15 1.89 *** 0.09 1.89 *** 0.09

Country level (control)

GDP PPP 0.76 ** 0.08 0.75 ** 0.08 0.62 ** 0.11 0.62 ** 0.11 0.73 ** 0.08 0.73 ** 0.08

GDP growth rate 0.99 0.00 0.99 0.01 1.00 0.01 0.99 0.01 0.98 + 0.01 0.98 * 0.01

Population size 0.97 0.04 0.97 0.04 0.95 0.07 0.93 0.06 0.84 *** 0.04 0.84 *** 0.04

Country level (independent)

Social cost of failure 0.95 ** 0.02 1.14 ** 0.05 1.06 + 0.04

Random part and model fit

Intercept 0.07 + 0.08 0.08 + 0.09 0.06 0.12 0.07 0.14 0.23 0.29 0.27 0.33

ICC 3.25% 2.91% 8.87% 7.76% 3.14% 2.93%

Δ pseudo-R2 (from null
model)

14.44% 23.77% 26.36% 36.37% 60.35% 63.10%

Deviance 94,567.90 94,559.18 15,741.72 15,734.16 24,272.06 24,268.72

Wald Chi2 8554.60 8559.83 1527.39 1536.03 1868.25 1873.37

Prob > Chi2 0.00 0.00 0.00 0.00 0.00 0.00

LR test Prob < Chi2 0.00 0.00 0.00 0.00 0.00 0.00

# of observation 208,089, 29
countries

208,089, 29
countries

208,089, 29
countries

208,089, 29
countries

208,089, 29
countries

208,089,
29 countries

Obs. per group min 1334 1334 1334 1334 1334 1334

Obs. per group avg 7175 7175 7175 7175 7175 7175

Obs. per group max 56,719 56,719 56,719 56,719 56,719 56,719

***p < 0.001, **p < 0.01, *p < 0.05, ┼p < 0.1
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