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Abstract The present study applies the lens of Institutional Theory to analyze
the impact of a country’s entrepreneurial legitimacy on its entrepreneurial
activity as well as on entrepreneurs’ access to financing. By creating a struc-
tural equation model of entrepreneurship in innovation-driven countries, the
authors show that countries with greater entrepreneurial legitimacy have more
entrepreneurial activity. The model was tested over a 5-year period, from 2009
to 2013. Results suggest that innovation-driven countries with more entrepre-
neurial legitimacy obtain greater rates of entrepreneurial activity. Further
distinguishing among legitimacy types, cognitive legitimacy is shown to exert
a stronger influence than regulative or normative legitimacy. The model also
confirms a positive relationship between a country’s entrepreneurial legitimacy
and access to financing. This occurs principally through regulative legitimacy.
This study enlarges our knowledge of the existing differences in entrepreneurial
activity among countries. It contributes to the literature on the country-level
determinants of entrepreneurship, such as institutional conditions or financial
access.

Keywords Legitimacy - Entrepreneurship - Entrepreneurial activity - Cross-national -
Institutional theory - Financial access

>4 Francisco Diez-Martin
francisco.diez@urjc.es

Alicia Blanco-Gonzalez
alicia.blanco@urjc.es

Camilo Prado-Roman
camilo.prado.roman @urjc.es

Business Economics Department, Rey Juan Carlos University, Paseo de los Artilleros S/N,
28032 Madrid, Spain

@ Springer


http://orcid.org/0000-0002-9888-833X
http://crossmark.crossref.org/dialog/?doi=10.1007/s11365-015-0381-4&domain=pdf

1080 Int Entrep Manag J (2016) 12:1079-1102

Introduction

The importance of entrepreneurship for regional and national growth has been amply
documented by academic research (Acs 2006; Carree et al. 2010). It has even been
suggested that economic growth and increases in competitiveness are mostly driven by
a few “high-impact entrepreneurs” (Acs 2008). Nevertheless, the reasons that explain
the variance in rates of entrepreneurial activity still remain under study.

One such research avenue suggests that these variations could be caused by differ-
ences in institutional background or Entrepreneurial Framework Conditions (Levie and
Autio 2008). Countries with different institutional backgrounds show different rates of
entrepreneurship (Stenholm et al. 2013). More generally, a country’s institutional
context influences its economic behavior (Peng et al. 2009). Among other reasons,
this occurs because the institutional context alters the perception of uncertainty for
entrepreneurial projects (Aidis 2005).

Institutional Theory has proven itself as an effective theoretical framework from
which to interpret the effect of a country’s institutional context on entrepreneurial
activity (Bruton et al. 2010; Jennings et al. 2013). This theory suggests that organiza-
tions must create an image of sustainability and legitimacy before being able to receive
support (Starr and MacMillan 1990). Therefore, legitimacy is a key factor that helps
mitigate the perception of risk (Desai 2008) and reduces uncertainty.

There is increasing empirical evidence of the link between legitimacy and business
success (Baum and Oliver 1992; Diez-Martin et al. 2013a; Hannan and Carroll 1992;
Ruef and Scott 1998). Numerous organizations develop initiatives to increase their
legitimacy and thus gain competitive advantages, create new business opportunities, or
improve access to the resources they need to survive and grow (Cruz-Suérez et al.
2014a; Deephouse and Suchman 2008; Simcic Brenn and Vidaver-Cohen 2008). A
subset of this research highlights the importance of legitimacy in the survival of new
ventures (see Bruton et al. 2010).

If individual legitimacy is critical for new venture survival, it would seem reasonable
that a country’s overall legitimacy also influences success rates for entrepreneurial
activity. Taking this into account, we set out to discover if countries as a whole can
manage their legitimacy to achieve their entrepreneurship policy goals in the same way
that organizations do. Under this paradigm, if countries are able to improve the
perceptions of legitimacy, their rates of entrepreneurial activity would also increase.

Thus, we define two distinct goals. The first is to better understand the effect of
legitimacy on entrepreneurial activity in innovation-driven countries. The second is to
analyze the effect of legitimacy on access to financing in these countries. Previous
research has studied each of these relationships individually. Nevertheless, they should
be considered as part of a whole. For this reason, we develop a model that measures the
effect of legitimacy both on financing access as well as on entrepreneurial activity. The
model divides legitimacy into three dimensions: regulative, normative, and cognitive
(Scott 1995) (see Fig. 1).

The test of this model contributes to institutional theory because it analyzes the
dimensions of the legitimacy interrelationships. Legitimacy is a multidimensional
concept that cannot be understood without understanding the effect between their
dimensions (Uberbacher 2014). This research also contributes to entrepreneurship
scholars by providing deeper insight about how the country legitimacy can develop
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Fig. 1 Research model

the entrepreneurial activity and the resources acquisition. Moreover, it expands the
understanding of the entrepreneurship which can be used by policymakers that seek to
promote entrepreneurial activity.

To achieve these objectives, we begin by defining the concept of entrepreneurial
legitimacy and its dimensions. This analysis will serve as the basis for establishing our
research model and hypotheses. Following that, we describe the methodology utilized,
including the data, variables, and methods employed in hypothesis testing. We then
present the evaluation of the measurement model and results for the structural model.
Finally, results and their implications are discussed.

Theoretical framework
Entrepreneurial legitimacy

The study of legitimacy in entrepreneurs has provided valuable insight into individual
success for new ventures (Aldrich and Fiol 1994; Lounsbury and Glynn 2001; Shane
and Foo 1999; Yu et al. 2013). Nevertheless, we know relatively little of the effect of a
country’s legitimacy on entrepreneurial activity. The institutional prerequisites to create
legitimacy have not yet been sufficiently researched (Bowen and De Clercq 2008).

In this paper, we present the idea that in an analogous manner to how an entity can
perform actions that change its legitimacy and ultimately its chances for success (Diez-
Martin et al. 2013b), a country—following its entrepreneurial policy—can modify its
entrepreneurial legitimacy and therefore the chances of success of entrepreneurial
activity.

Our focus here is on entrepreneurial legitimacy. To define entrepreneurial legitimacy
we use the tools of Institutional Theory. Extending Suchman’s (1995) definition of
legitimacy, we define a country’s entrepreneurial legitimacy as a generalized perception
or assumption that the actions of a country to promote entrepreneurial activity are
desirable, proper, or appropriate.

An entity’s legitimacy is determined by its internal or external constituents, who
evaluate the desirability and social correctness of its actions (Ruef and Scott 1998). A
country’s actions are evaluated by multiple stakeholders.

For the scope of this research, we examine entrepreneurs’ evaluations of their
country’s initiatives to promote entrepreneurial activity. Specifically, we explore the
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factors in the entrepreneur’s mental model that are most conducive to stimulate
entrepreneurship. These factors are related to the stimuli and restrictions in the business
environment (Veciana and Urbano 2008). Among them, we find: culture, norms, values
(North 1990), the judicial system (De Clercq et al. 2010), tradition, or economic
incentives (Aldrich and Fiol 1994). All of these influence business development and
success (Aldrich and Fiol 1994), thus favoring or limiting entrepreneurial activity
(Bruton and Alhstrom 2003). We find that these elements can be classified according
to the type of legitimacy they confer: regulative, normative, or cognitive (Scott 1995).
Table 1 shows the definition of the three types of entrepreneurial legitimacy under
study, as well as the distinctive perceptions that characterize them.

Regulative entrepreneurial legitimacy

Regulative legitimacy arises from the rules, policies, norms, and laws that affect
individual behavior (Scott 1995). This type of legitimacy affects entrepreneurial activ-
ity by imposing a set of norms on entrepreneurs’ behavior that they must follow
(Baumol and Strom 2007).

Different laws and regulation incentivize some behaviors and stunt others (Kostova
and Roth 2002). A heavily regulated economic environment will have less new
businesses, since excessive regulation has a negative effect on the intention to create
a business (Djankov et al. 2002; Veciana and Urbano 2008). In a similar manner,
generalized corruption and a weak rule of law can also generate uncertainty (Aidis
2005) and hinder entrepreneurial behaviors (Aidis et al. 2008). Entrepreneurs must
have the assurance that their efforts can be rewarded, otherwise entrepreneurial activity
and innovation will be undermined (Baumol 1996).

Business opportunities tend to be greater in countries with less regulation, free
markets, and low entry barriers (El-Namaki 1988). This type of countries usually
exhibit trustworthy taxation systems, coherent and predictable application of the law,
less bureaucracy (Manolova et al. 2008), or tax incentives, which facilitates the starting
of entrepreneurial projects. It has been proven that economies where it costs less to start
a new business have a larger number of small businesses (Ayyagari et al. 2007).

When an entity meets its society’s values, norms, and expectations, it becomes
legitimate (Suchman 1995). In consequence, when a country implements activities that

Table 1 Entrepreneurial legitimacy typologies

Typology Definition Perceived elements

Regulative ...a generalized perception or assumption that the Rules, policies, norms, and laws
entrepreneurial actions of a country to regulate entrepreneurial
legitimacy activity are desirable, proper, or appropriate

Normative ...a generalized perception or assumption that the Social references or national
entrepreneurial actions of a country to promote an entrepreneurial culture: social norms, values,
legitimacy culture are desirable, proper, or appropriate and beliefs

Cognitive ...a generalized perception or assumption that the Knowledge, skills, capabilities
entrepreneurial actions of a country to promote entrepreneurial
legitimacy capabilities are desirable, proper, or appropriate
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are seen as desirable by entreprencurs -such as the creation of norms that incentivize
entrepreneurship or ensuring norm compliance- it will improve its entrepreneurial
legitimacy.

Hypothesis 1 Countries with greater regulative entrepreneurial legitimacy have more
entrepreneurial activity.

Normative entrepreneurial legitimacy

Normative legitimacy collects evaluations on an entity’s conformity with social norms,
values, and beliefs (Busenitz et al. 2000; Scott 1995). This applies to the objectives and
standards utilized as well as the means with which these are attained. The literature has
shown that a society’s attitudes, beliefs, and expectations influence individual inten-
tions to start a new venture (Krueger et al. 2000). In this line of thought, national
culture—as a larger set of social references—also influences entrepreneurial intent
(Stenholm et al. 2013).

A constant focal point for scientific research on entrepreneurship is the relationship
between entrepreneurial activity and national cultural characteristics (Thornton et al.
2011). A substantial part of the differences in entrepreneurial activity among countries
has been attributed to culture (Krueger et al. 2013; Hayton et al. 2002). This occurs
because the cultural environment as perceived by the entrepreneurs impacts their level
of persistence in initiating a new venture (Hopp and Stephan 2012). An extended
review of empirical research to better understand the impact of national culture, alone
and in interaction with other contextual factors, can be found in Hayton and Cacciotti
(2013).

To understand the legitimacy of an organization one must examine how it is built. In
this sense, culture is a determinant building block of legitimacy (Brown and Toyoki
2013; Ruebottom 2013; Trevifio et al. 2014). To the point that cultural changes in a
business influence their level of legitimacy (Drori and Honig 2013).

At a national level, promoting an entreprencurial culture may facilitate a
favorable institutional environment for entrepreneurship (Davidsson 1995) so
that culture becomes a legitimating agent. In this sense, it has been observed
that proactive and positive expectations or beliefs regarding entrepreneurial
initiative (i.e.,: a culture of entreprencurship) favor entreprencurial intentions
(Linan et al. 2011a). Exposure to entrepreneurial cases and success stories may
generate favorable beliefs and feelings about entrepreneurial activity (Gatewood
et al. 1995). The same thing happens in countries where there are no negative
perceptions of the uncertainty associated with an entrepreneurial venture (Bowen
and De Clercq 2008). Similarly, it has been suggested that the difference between
an individualist culture or a collective culture may also affect entrepreneurial
activity (Dickson and Weaver 2008). Overall, a cultural environment that views
entrepreneurial initiatives as something commonplace, familiar, understandable
and acceptable is legitimizing entrepreneurship.

Hypothesis 2 Countries with greater normative entrepreneurial legitimacy have more
entrepreneurial activity.
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Normative entreprencurial legitimacy directly influences entreprencurial activ-
ity as well as cognitive entreprencurial legitimacy. A study carried out by Lifian
et al. (2011b) on entrepreneurial cognitions and start-up intentions shows that
cognitive social capital (CSC), which is based on weak ties (social valuation),
has a positive impact on perceived behavioural control. Research by Wennberg
et al. (2013) supports these findings. Thus, the activity of a country that is built
on its normative entrepreneurial legitimacy would exert a positive influence on
cognitive entrepreneurial legitimacy.

The result of the relationship between normative and cognitive entrepreneurial
legitimacy is explained by the development of entrepreneurial abilities. These abilities
may be rooted in the value system of a specific group or society (Thomas and Mueller
2000). More specifically, social capital based on weak ties can generate a favourable
social inclination toward entrepreneurial activity through the acquisition of information
and experience (Jack and Anderson 2002; Hoang and Antoncic 2003).

Nevertheless, this study is focused on the direct relationship between normative
entrepreneurial legitimacy and entrepreneurial activity. However, we believe that it
could be an interesting future line of research.

Cognitive entrepreneurial legitimacy

Cognitive legitimacy represents conformity with the mental framework through which
information is processed. This type of legitimacy is based on the existence of a
common frame of reference used to evaluate a given situation (Scott 1995).
Education and work experience are key factors in this area. They influence the degree
to which individuals perceive that they are capable of starting new venture. Previous
research on entrepreneurial intentions defines this perceived ability to execute intended
behavior as self-efficacy (Krueger et al. 2000). In order to recognize the feasibility of a
potential business, entrepreneurs must perceive that they possess sufficient skills to
implement it (see Lifian et al. 2011a). This approach is similar to the concept of
perceived behavioral control (Ajzen 1991) that originates from self-efficacy theory
(Bandura 1977), which refers to people’s perceptions of their ability to perform a given
behavior. Its importance lies in stating that intentions capture the motivational factors
that influence behavior. Entrepreneurial cognition research work has been influenced
by this conceptualization in explaining why entrepreneurs start a business (e.g., Fayolle
etal. 2014; Linan et al. 2013). Those that consider themselves able to successfully carry
out a given task have more chances of doing so (Krueger and Carsrud 1993). Research
has shown that this is not always the case. Gatewood et al. (1995) prove that there is not
a clear relationship between the level of personal efficacy and persistence in carrying
out an entrepreneurial project. Nevertheless, these authors conclude that entrepreneurs
that can offer an explanation for their entrepreneurial plans are more persistent in
carrying them out.

An entrepreneur must be prepared since this will be viewed positively by the
organization’s stakeholders. It has been shown that there is a link between an entrepre-
neur’s preparation and funding for his or her new venture (Chen et al. 2009).
Preparation in this context is interpreted as having the necessary skills to face any
situation. In this link between preparation and funding, legitimacy is a moderator
variable. In a study of entrepreneurs requesting funding, those with greater preparation
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were seen as more legitimate and obtained more resources (Pollack et al. 2012). When
an entrepreneur is educated and prepared, those that evaluate him or her will more
easily understand and trust the venture, which will increase its legitimacy (Delmar and
Shane 2004; Tornikoski and Newbert 2007).

A country that wants to increase its entrepreneurial activity must consider the actions
to promote desirables entrepreneurial capabilities. To this point, the type of education
offered by a country and employment promoting measures play a key role. Education
and working experience are key elements in the individual learning process. Both
empower potential entrepreneurs to detect opportunities and execute projects. The self-
image entrepreneurs have of their knowledge and skills influences how they recognize
and exploit opportunities (Shane 2000). For example, not everybody is able to create a
business plan but having one makes a difference (Magretta 2002). In it, the organiza-
tional style is defined and potential stakeholders can use it as an instrument to evaluate
legitimacy.

Hypothesis 3 Countries with greater cognitive entrepreneurial legitimacy have more
entrepreneurial activity

Access to financing

Obtaining legitimacy facilitates access to indispensable strategic resources that are
necessary for growth and survival (Baum and Oliver 1992; Cruz-Suarez et al.
2014b). Brown (1998 page 35) suggests that “legitimate status is a sine qua non for
easy access to resources, unrestricted access to markets, and long term survival.”
Numerous studies support the existence of this relationship (Baum and Oliver 1991,
1992; Hannan and Carroll 1992; Kistruck et al. 2015; Singh et al. 1986). Analogously,
a country’s entrepreneurial legitimacy would also be linked to the attraction of neces-
sary resources.

One of the main problems facing entrepreneurs is the lack of access to capital
(Blanchflower and Oswald 1998). Many entrepreneurs state that they need more
financial assistance and identify this as one of the main causes for not starting a new
venture. Multiple articles have referenced this situation (De Clercq et al. 2012; Hitt
et al. 2011). It also occurs in different countries, independently of their level of
development (Kwon and Arenius 2010).

Generally, entrepreneurs obtain financing from family, friends, and other acquain-
tances. Financing from other sources, like banks, is complicated (Blanchflower and
Oswald 1998). Banks have difficulty evaluating the risk of these types of projects and,
because of this, usually demand more guarantees. This situation could contribute to
reduce entrepreneurial intent.

It has been proven that legitimacy makes it easier to attract financial resources
(Deeds et al. 2004; Pollack et al. 2012; Pollock and Rindova 2003) and influences
investors’ decision-making (Higgins and Gulati 2003). Having more available financial
resources increases the possibilities of taking advantage of new business opportunities
(Evans and Leighton 1989). Thus, it would be a reasonable supposition that a country
with more entrepreneurial legitimacy has more financial resources available for its
entrepreneurs.
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Hypothesis 4 Countries with greater regulative entreprencurial legitimacy obtain
better access to financial resources

Hypothesis 5 Countries with greater normative entrepreneurial legitimacy obtain
better access to financial resources

Hypothesis 6 Countries with greater cognitive entrepreneurial legitimacy obtain better
access to financial resources

Entrepreneurial literature has shown that low capital requirements and better condi-
tions for access to credit, increases the possibilities of establishing a business (Ho and
Wong 2007; Shane and Venkataraman 2000; Shane 1996; Van Gelderen et al. 2006).
This has been analyzed by researches in different populations. For instance, recent
research supports the existence of a positive relationship between access to finance and
entrepreneurship in the countries of the European Union (Morales Urrutia and Rodil
Marzabal 2015). Similarly, the access to formal bank finance has been found as one
determinant that influences regional start-up rates in South Africa (Naud¢ et al. 2008).
It also occurs in Central and Eastern Europe countries (Pissarides 1999; Pissarides et al.
2003).

Access to finance is a condition in which entrepreneurship is likely to flourish (Acs
et al. 2008). Researchers suggest that policymakers should emphasize access to finan-
cial capital because of the relationship with entrepreneurial activity (Cetindamar et al.
2012). Governments can encourage the access to finance in numerous ways (e.g.,
developing a fiscal policy that favors financial investment, encouraging capital risk
agencies). These considerations lead to pose the following hypothesis:

Hypothesis 7 Countries with greater access to financial resources have more entrepre-
neurial activity

Methodology
Sample

The above-defined hypotheses were tested on a sample of high developed countries.
This research examined these types of countries. To establish more developed countries
the empirical research has based on the classification proposed by the World Economic
Forum (WEF). The WEF considers that most developed countries are those where
competition is obtained primarily by producing new and different goods using the most
sophisticated production processes and by innovating new ones. Countries included in
this group are referred by WEF as Innovation-driven countries. The difference with the
less developed countries is that the latter base their competitiveness in areas such as:
higher education and training, efficient goods markets, well-functioning labor markets,
developed financial markets, or a large domestic or foreign market. Less developed
countries lack sophisticated production processes and they are referred by WEF as
Efficiency-driven countries.

Table 2 shows a list of all countries included in the group of Innovation-driven
countries that have been analyzed in this research. This ranking was used for
several motives. On the one hand, the countries’ populations have similar
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attributes. On the other hand, the effect of institutional conditions on businesses in
developed economies has not been sufficiently studied. The existing literature has
mostly researched these types of effects in emerging economies (e.g., De Clercq
et al. 2010; Kibler and Kautonen 2014). The model was tested over a 5-year
period, from 2009 to 2013.

Data

We used two data sources to construct the 15 variables employed in our analysis.
The Global Competitiveness Index (GCI) and the Global Entrepreneurship
Monitor (GEM). The GCI measures the microeconomic and macroeconomic
foundations of national competitiveness. Data are collected from the World
Economic Forum’s Executive Opinion Survey and other sources, such as the
World Economic Outlook Database or the World Development Indicators
(Schwab 2014). The data for the Global Entrepreneurship Monitor (GEM) survey
items was collected with different survey techniques to avoid common method
bias (see Bosma et al. 2012). From 37 countries in the sample (see GCI 2013-14),
the GEM only included data on 33. The others were removed from the study:
Bahrain, Cyprus, Malta and Qatar. Variables, descriptions and data sources for the
variables used in the study are summarized in Table 2.

Table 2 Variables and data sources used in measuring entrepreneurial legitimacy

Dimension Variable Description Data source
Regulative legitimacy REGI1 Property rights GCI
REG2 Intellectual property protection GCI
REG3 Diversion of public funds GCI
REG4 Public trust in politicians GCI
REGS No. Procedures to start a business GCI
REG6 No. Days to start a business GCI
Normative legitimacy CUL1 Entrepreneurship as desirable career choice GEM
CUL2 Media attention for entrepreneurship GEM
CUL3 High status successful entrepreneurship GEM
Cognitive legitimacy EDUI1 Perceived capabilities GEM
Financial Access FIN1 Informal investors rate GEM
FIN2 Availability of financial services GCI
FIN3 Ease of access to loans GCI
FIN4 Venture capital availability GCI
Entrepreneurial Activity TEAL New business ownership rate GEM

GCI Global Competitiveness Index; GEM Global Entrepreneurship Monitor

Sample: Australia, Austria, Bahrain, Belgium, Canada, Cyprus, Czech, Denmark, Finland, France, Germany,
Greece, Hong Kong, Iceland, Ireland, Israel, Italy, Japan, Korea, Luxembourg, Malta, Netherlands, New
Zealand, Norway, Portugal, Puerto Rico, Qatar, Singapore, Slovenia, Spain, Sweden, Switzerland, Taiwan,
Trinidad, UAE, UK and USA

Bahrain, Cyprus, Malta and Qatar were dropped from the full sample due to an absence of values on GEM
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Variables
Entrepreneurial regulative legitimacy

Six different variables were used to measure entrepreneurial regulative legitimacy. Four
of them were obtained from the GCI’s Institutions pillar. These variables aim to
measure the levels of property rights (property rights and intellectual property protec-
tion) and ethics and corruption (diversion of public funds and public trust in politicians)
in each country. Previous research has used these variables in a similar manner (e.g.,
Stenholm et al. 2013). All of these variables are measured on a 7-point Likert scale.
Additionally, two more variables were used (no. of procedures to start a business and
no. of days to start a business) from the goods market efficiency pillar. This pillar aims
to measure the ease with which a country can produce goods and services (Stenholm
et al. 2013). Both these variables come from the World Bank’s Ease of Doing Business
Index. The rankings obtained from these variables were rescaled and normalized.

Entrepreneurial normative legitimacy

Three variables from the GEM were utilized to measure national entrepreneurial
legitimacy. Desirability of entrepreneurship as a career choice was measured through
the percentage of 18—64 population who agree with the statement that in their country,
most people consider starting a business as a desirable career choice (De Clercq et al.
2010; Lidan et al. 2011a). Media attention paid to entrepreneurship was measured
through percentage of 18—64 population who agree with the statement that in their
country, you will often see stories in the public media about successful new businesses
(Lifian et al. 2011a; Stenholm et al. 2013). Media customarily report on the commen-
tary and attacks to illegitimate corporations, which reflects the society’s values
(Dowling and Pfeffer 1975). This approach to measuring legitimacy has been applied
in previous studies (Bansal and Clelland 2004; Deephouse 1996). Finally, the status of
entrepreneurs in each country was measured by using the percentage of 18—64 popu-
lation who agree with the statement that in their country, successful entrepreneurs
receive high status (Lifian et al. 2011a; Stenholm et al. 2013). Status is a variable that
affects an organization’s legitimacy (Deephouse and Suchman 2008).

Entrepreneurial cognitive legitimacy

Entrepreneurial cognitive legitimacy was captured through the GEM variable perceived
capabilities (e.g., Stenholm et al. 2013). This variable measures the percentage of 18—
64 population who believe to have the required skills and knowledge to start a business.

Financial access

Four variables were used to measure each country’s access to financing. The GEM
provided the informal investors rate (De Clercq et al. 2012) that measures the percent-
age of 18—64 population who have personally provided funds for a new business,
started by someone else, in the past 3 years. The GCI included three relevant variables
in the financial market development pillar: availability of financial services, ease of
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access to loans and venture capital availability (Kwon and Arenius 2010). These three
variables are measured on a 7-point Likert scale

Entrepreneurial activity

Entrepreneurial activity was quantified with the GEM’s new business ownership rate.
This variable measures the percentage of 18—64 population who are currently an
owner-manager of a new business, i.e., owning and managing a running business that
has paid salaries, wages, or any other payments to the owners for more than 3 months,
but not more than 42 months.

Data analysis

In order to analyze the effect of a country’s entreprencurial legitimacy on access to
financing and entrepreneurial activity we used the Partial Least Squares (PLS) method,
a variance-based structural equation modeling (Reinartz et al. 2009). This method
allows assessment of the reliability and validity of the measures of theoretical con-
structs and the estimation of the relationships between these constructs (Barroso et al.
2010). PLS is an appropriate technique to use in a theory development situation such as
in this study (Chin 2010) because: a) it is primarily intended for causal-predictive
analysis, where the problems explored are complex and prior theoretical knowledge is
scarce (Wold 1985) and b) studies where the use of secondary data makes the utilization
of PLS advisable (Gefen et al. 2011).

Results
Measurement model

The individual item reliability, construct reliability, convergent validity, and discriminant
validity of the measurement model were evaluated (Hair et al. 2012); with Table 3
showing the individual item reliability for 2013. Indicators with loadings below 0.707
(indicated by non-bold values in Table 3), were eliminated from the model (Carmines and
Zeller 1979). This reliability analysis was applied to all study years with similar results.

Table 4 presents results for the model’s construct reliability, convergent validity and
discriminant validity between 2009 and 2013. Construct reliability were assessed using
composite reliability (rc) and Cronbach’s alpha (Roldan and Séanchez-Franco 2012).
According to the Nunnally and Bernstein (1994) guidelines about construct reliability
all of them were reliable. Convergent validity were assessed by examining the average
variance extracted (AVE) (Hair et al. 2011). AVE measures for all latent variables were
greater than 0.746, which is more than the 0.5 threshold suggested for research settings
(Fornell and Larcker 1981). Regarding discriminant validity, the square root of the AVE
of each latent variable (LV) was greater than its correlations with any other LV in the
assessment, suggesting that the AVE was greater than the variance between the
construct and other constructs in the model (Fornell and Larcker 1981). Besides, no
item loads more highly on another construct than it does on the construct it intends to
measure (Hair et al. 2011).
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Table 3 Loadings and cross-loadings for the measurement model

COG FIN NOR REG TEA
EDUI 1 0 0 0 0
FIN1 0 0,2109 0 0 0
FIN2 0 0,9169 0 0 0
FIN3 0 0,9605 0 0 0
FIN4 0 0,948 0 0 0
CUL1 0 0 0,1677 0 0
CUL2 0 0 —0,6529 0 0
CUL3 0 0 0,8984 0 0
REG1 0 0 0 0,9078 0
REG2 0 0 0 0,8872 0
REG3 0 0 0 0,9009 0
REG4 0 0 0 0,7905 0
REGS 0 0 0 —0,3892 0
REG6 0 0 0 —0,4436 0
TEAI 0 0 0 0 1

COG cognitive legitimacy; FIN financial access; NOR normative legitimacy; REG regulative legitimacy; 7EA
entrepreneurial activity

Structural model

Table 5 shows the variance explained (R Square) in the dependent constructs and the
path coefficients () for the model. Bootstrapping (5000 resamples) is used to generate
standard errors and t-statistics (Hair et al. 2011). This allows us to assess the statistical
significance of the path coefficients.

Financial access is the construct with the largest variance explained throughout all
study years. Its values are between moderate and strong (see Chin 1998). In 2012, it
reaches 0.707. The variance explained by entrepreneurial activity is moderate in all
years, with a maximum value of 0.468 in 2010. In 2011, all the relationships in the
model are significant since they surpass the minimum level indicated by a Student’s t-
distribution with one tail and n - 1 (n=number of resamples) degrees of freedom. This
does not happen every year.

The results show that a country’s entrepreneurial activity is significantly related to its
entrepreneurial legitimacy. In three of the 5 years under study, regulative and normative
entrepreneurial legitimacy exhibit a significant link with entrepreneurial activity (H1-
H2). This happens in years 2010, 2011, and 2013. Therefore, we can state that the
results partially support Hypotheses 1 and 2. Furthermore, cognitive legitimacy is
significantly linked to entrepreneurial activity during the entire timespan. Therefore
Hypothesis 3 is confirmed: countries with greater cognitive entrepreneurial legitimacy
have more entrepreneurial activity.

Regulative legitimacy has a significant direct relation with financial access in all
study years. These results support the hypothesis that more regulative legitimacy is
linked with more access to financing (H4). Cognitive legitimacy is similarly linked,
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Table 4 Construct reliability, convergent and discriminant validity coefficients

Composite reliability ~ Cronbach’s alpha AVE — COG FIN NOR REG TEA

2013

COG 1,000 1,000 1,000 1,000

FIN 0,965 0,946 0,903 0,045 0,950

NOR 1,000 1,000 1,000 -0,251 -0,438 1,000

REG 0,955 0,937 0,843 0,069 0,828 —0,479 0,918

TEA 1,000 1,000 1,000 0,407 0,298 0,119 0,251 1,000
2012

COG 1,000 1,000 1,000 1,000

FIN 0,953 0,926 0,872 0,117 0,934

NOR 1,000 1,000 1,000 —0,100 -0,345 1,000

REG 0,973 0,962 0,899 —0,046 0,825 -0,339 0,948

TEA 1,000 1,000 1,000 0,446 0,395 -0,125 0,314 1,000
2011

COG 1,000 1,000 1,000 1,000

FIN 0,955 0,928 0,876 0,120 0,936

NOR 1,000 1,000 1,000 0,154 —0,561 1,000

REG 0,974 0,964 0,903 -0,329 0,804 -0,503 0,950

TEA 1,000 1,000 1,000 0,287 0,459 -0,123 0,363 1,000
2010

COG 1,000 1,000 1,000 1,000

FIN 0,947 0,915 0,856  —0,006 0,925

NOR 1,000 1,000 1,000 0,034 —0,143 1,000

REG 0,969 0,957 0,886 —0,141 0,773 —0,251 0,941

TEA 1,000 1,000 1,000 0,556 0,340 0,054 0,287 1,000
2009

COG 1,000 1,000 1,000 1,000

FIN 0,935 0,894 0,827 0,031 0,909

NOR 1,000 1,000 1,000 -0,046 —0315 1,000

REG 0919 0,882 0,746 0,065 0,747 -0,322 0,864

TEA 1,000 1,000 1,000 0,322 0,308 —0,015 0,262 1,000

COG cognitive legitimacy; FIN financial access; NOR normative legitimacy; REG regulative legitimacy; 7EA
entrepreneurial activity; AVE average variance extracted. Diagonal elements (bold) are the square root of the
variance shared between the constructs and their measures (AVE). Off-diagonal elements are the correlations
among constructs. For discriminant validity, diagonal elements should be larger than off-diagonal elements

with a significant link to financial access in four out of 5 years. Even though it has low
path coefficients (B). This would confirm the hypothesis that more cognitive legitimacy
is linked to greater financial access (H6). On the contrary, the results do not support a
link between normative entrepreneurial legitimacy and financial access (H5). This link
is highly significant in 2011 and more weakly so in 2009.

Finally, results confirm a significant direct relation between financial access and
entrepreneurial activity (H7).
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Table 6 summarizes the hypothesis results by showing the degree of support of each
hypothesis as well as the support threshold considered.

Discussion
Overview and contributions

Previous research has paid special attention to the effect of a country’s institutional
environment on its entrepreneurial activity (De Clercq et al. 2010; Stenholm et al.
2013). The link between institutional environment and financial access has also been
amply investigated (De Clercq et al. 2012; Kwon and Arenius 2010). This study has
developed a new approach to analyze these relationships. By applying the tenets of
Institutional Theory (Meyer and Rowan 1977), we propose that entrepreneurial legit-
imacy has a long-lasting impact on financial access and entrepreneurial activity. To
analyze this relationship, we developed a multidimensional measure of country-level
entrepreneurial legitimacy that includes three legitimacy dimensions based on Scott’s
(1995) typologies. This model enriches previous literature because it evaluates the full
process of legitimacy. This unified model links entrepreneurial legitimacy with finan-
cial access and entrepreneurial activity as part of a whole. It is a more complex model
that allows obtaining more comprehensive results. This model is useful for: institutional
theory scholars, because it shows the relationships between the different dimensions of
legitimacy and its connection to the access to resources; entrepreneurship scholars,
because it provides a different view of the countries entreprencurial activity by
expanding the results of previous research; and policymakers, because it establishes
where to allocate efforts and resources efficiently.

Table 6 Hypothesis summary

N°  Hypothesis Support
degree
H1 Countries with greater regulative entrepreneurial legitimacy have more entrepreneurial Low
activity.
H2 Countries with greater normative entrepreneurial legitimacy have more entrepreneurial Low
activity

H3 Countries with greater cognitive entrepreneurial legitimacy have more entrepreneurial activity High

H4 Countries with greater regulative entrepreneurial legitimacy obtain better access to financial High
resources

HS5 Countries with greater normative entrepreneurial legitimacy obtain better access to financial Not
resources

H6 Countries with greater cognitive entrepreneurial legitimacy obtain better access to financial Moderate
resources

H7 Countries with greater access to financial resources have more entrepreneurial activity Moderate

Support threshold: high support=>5 years of significant direct relation; moderate support =4 years of signif-
icant direct relation; low support=3 years of significant direct relation; not supported =2 or below years of
significant direct relation
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By examining innovation-driven countries (WEF classification), the results suggest
the existence of a significant relationship between national entrepreneurial legitimacy
and entrepreneurial activity. Innovation-driven countries with more entreprencurial
legitimacy obtain greater rates of entrepreneurial activity. This data is consistent with
the postulates of Institutional Theory (DiMaggio and Powell 1983; Meyer and Rowan
1977) and previous studies linking legitimacy with business success (Baum and Oliver
1992; Diez-Martin et al. 2013a; Zimmerman and Zeitz 2002).

In innovation-driven countries, the link between legitimacy and entrepreneurial
activity is preeminently sustained on cognitive legitimacy. When people have more
knowledge and skills they have more possibilities of finding specific entrepreneurial
opportunities (Shane 2000). These results agree with previous findings showing that
self-efficacy positively influences entrepreneurial intentions (Lifan et al. 2011a; Lin
and Si 2014; Mitchell et al. 2002). Cognitive legitimacy has proven itself to be the
essential pillar on which to base long-lasting entrepreneurial activity at a national level.
Nevertheless, normative and regulative legitimacy types are also important (Fernandez-
Serrano and Romero 2014). Some researchers have argued that regulative, rather than
normative, legitimacy is the main driver of entrepreneurial activity (Stenholm et al.
2013). Our results indicate that both dimensions have a moderate effect on entrepre-
neurial activity. In this specific situation, regulative legitimacy has evidenced greater
relevance than normative legitimacy. Normative legitimacy does not only have a
weaker link but is also less significant. Dissatisfied individuals with the dominant
cultural values will also become entrepreneurs (Hofstede et al. 2004). In sum, in
agreement with Shane (2000) the results suggest that a country may have favorable
rules, policies, norms, and laws promoting entreprencurial activity as well as encour-
aging social norms, values, and beliefs for the same purpose; but without knowledge,
skills, and capabilities entrepreneurial opportunities can hardly be discovered.

Legitimacy is important because it is positively linked to success (Ahlstrom and
Bruton 2001; Diez-Martin et al. 2013a) and organizational survival (Ruef and Scott
1998; Tornikoski and Newbert 2007). Nevertheless, this link could not be adequately
explained without the easier access to resources that having greater legitimacy makes
possible (Zimmerman and Zeitz 2002). Our results support these hypotheses; particu-
larly with regard to financial resources. Previous literature suggests that having legit-
imacy favors access to financial resources (Deeds et al. 2004). In our study of
innovation-driven countries, a link has been observed between regulative entrepreneur-
ial legitimacy and access to financial resources. This is a strong and long-lasting link
that has also been observed by other scientists (De Clercq et al. 2012; Jeng and Wells
2000). Cognitive entrepreneurial legitimacy also demonstrated a significant, but weak,
link to financial access. In a similar vein, businesses seeking financing obtain greater
financial resources if they have cognitive legitimacy (Higgins and Gulati 2006; Pollack
et al. 2012). These results show that a country must demonstrate the existence of
favourable regulation to investors. Having achieved this aspect, a country needs to
prove that it has sufficient knowledge, skills and capabilities to discover and manage
entrepreneurial opportunities. Even if an individual demonstrates great entrepreneurial
skills to a financial institution, if this institution considers that regulatory support for
their investment is lacking they will not make a deal.

On the other hand, our results do not sustain the assertion that normative entrepre-
neurial legitimacy has a significant effect on access to financial resources. This could be
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explained by thinking of cognitive and regulative legitimacy as providing access to
financing; and normative legitimacy as allowing one to obtain more financing but not
to gain access to it (Lewellyn and Bao 2014).

Overall, the results of this study contribute to the growing literature on the country-
level determinants of entrepreneurship, such as institutional conditions (Stenholm et al.
2013) or financial access (De Clercq et al. 2012). This research venue will enlarge our
knowledge of the existing differences in entrepreneurial activity among countries
(Wennekers et al. 2005). Furthermore, the measuring model offered here also supports
the existence of a positive and long-lasting relationship between access to financing and
entrepreneurial activity (Blanchflower and Oswald 1998; Evans and Leighton 1989).
From a country framework, this research extends prior research on legitimacy, which
has focused on company’s success (Hopp and Stephan 2012), survival (Ahlstrom et al.
2008), access to resources (Frydrych et al. 2014; Kannan-Narasimhan 2014; Kistruck
et al. 2015), or the effects of legitimacy typologies (Diez-Martin et al. 2013a; Pollack
et al. 2012).

Limitations and future research directions

Several limitations of this study provide directions for further research. The first is a
consequence of the results of this investigation and its implications. The results are not
applicable to all countries; just to the subset of innovation-driven countries. This study
could be replicated for Factor and Efficiency-driven countries (WEF classification).
Specific characteristics of a country may influence the nature of the link between
entrepreneurial legitimacy and entrepreneurial activity.

Further expanding this line of research, the relative effect of the different dimensions
of legitimacy on entrepreneurial activity could vary, as per Suchman (1995), not only
among different economic sectors but also between countries. It would be constructive
to know if there is a different relationship between legitimacy types and entrepreneurial
activity in innovation-driven countries versus the other groups. In order to explore in
deep the differences between countries, future research could include dummy variables
by region.

This paper uses the GEM to measure entrepreneurial activity. Other researchers have
questioned this instrument (Valliere 2010). The possibility of an instrument bias has
been previously noted; with different results for measuring entrepreneurship according
to the indicator used (Stenholm et al. 2013).

Future research may also analyze the effect of entrepreneurial legitimacy at a
country level on its rate of entrepreneurial activity by using international indica-
tors. On the other hand, the way we measure legitimacy also has room for
improvement. More variables could be used to measure the constructs, especially
for cognitive legitimacy.

This research analyses the direct relationship between entrepreneurial legitimacy,
entrepreneurial activity, and financial access. Future research might study financial
access as a mediating variable between entrepreneurial legitimacy and entrepreneurial
activity.

Finally, the methods used in the model assume the linearity of relationships between
the latent variables. The relationship between legitimacy and entrepreneurial activity
does not seem to be linear.

@ Springer



1096 Int Entrep Manag J (2016) 12:1079-1102

Managerial implications

This study shines light on a number of managerial implications that could be applied to
government policy. As stated above, these implications are applicable mostly to
innovation-driven countries. Those responsible for designing policies in these areas
must understand the importance of managing their national entrepreneurial legitimacy.
This will impact not only entrepreneurial activity but also the development of financial
markets. It would therefore be advisable to set entreprencurial legitimacy as a strategic
goal in economic policy. Governments must work to actively influence the perception
that their environment has of them (Diez-Martin et al. 2013a) so they can obtain and
maintain their entrepreneurial legitimacy. In this way, nations may contribute to
economic growth (Bowen and De Clercq 2008).

On one hand, countries that want to increase their entrepreneurial activity should
direct their efforts toward improving their cognitive entrepreneurial legitimacy. This
means promote entrepreneurial capabilities, mainly by education and working experi-
ence. The governments should understand the forces and restraints, which contribute to
the success or failure of entrepreneur activities in each country. Previous environmental
model of entrepreneurship could be utilized for this end (e.g., Carayannis et al. 2003).
For example, by applying the best entrepreneurial education programs detected among
the most entrepreneurial countries. This research cannot ignore the successful educa-
tional programs that exist in most entrepreneurial countries. At the same time it cannot
automatically assume that what works in some countries is going to work in another
culture. For example, policymakers could stimulate entrepreneurship education begin-
ning in the early stages of a child’s education, at the very latest during the junior high
school years, because it is widely accepted and proven that entrepreneurship education
has had an impact on student propensity and intentionality (Bae et al. 2014; Pittaway
and Cope 2007).

However countries should not forget keeping a stable regulatory environment and
nourishing an entrepreneurial culture. A country can increase its regulative entrepre-
neurial legitimacy primarily by reducing procedures officially required to start up and
formally operate a business, as well as the time and cost to complete these procedures
and the paid-in minimum capital requirement. Entrepreneurial literature suggests that
heavier regulation of entry is generally associated with greater corruption but not with
better quality of private or public goods. Within this circumstances, the principal
beneficiaries appear to be the politicians and bureaucrats themselves (Djankov et al.
2002). At the same time, strengthen the entrepreneurial normative legitimacy would be
possible by developing a culture that encourages entrepreneurship. The governments
can develop measures to ensure that successful entrepreneurs receive high status.
Through storytelling, countries can discursively create novel, yet legitimate, vision
about entrepreneur’s status. Stories constitute critical cultural tools that actors can
mobilize in the pursuit of legitimacy (Uberbacher 2014).

On the other hand, if the main goal is to favor access to financial resources the
recommended course of action would be to work toward initiatives that strengthen
regulative legitimacy. Governmental policies affect the regulatory environments in
which financial institutions operate, thereby affecting the lending infrastructure
(Mitter and Kraus 2011). The development of financial and legal systems represent
ones of the main approaches by which policymakers can alleviate entrepreneurs
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financing constraints (Beck and Demirguc-Kunt 2006; Mitter and Kraus 2011). In this
line, it has been found that among the best actions for this purpose is allow the
emergence of private initiative (e.g., crowdfunding, angel investors) through a gener-
ally permissive regulatory environment (Cull et al. 2006). In this context, it is the small
firms that stand to gain most from a better-developed financial and legal systems (Beck
et al. 2005). There are numerous government actions to encourage and entrepreneurial
regulatory environment. For instance: measures to improve property rights and intel-
lectual property protection; develop fluent judicial conflict resolution mechanisms;
provide tax incentive schemes for investors; increase public trust in politicians; or
reduce the diversion of public funds. These regulatory actions can increase the external
financing (Beck et al. 2008).
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