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Abstract: Acknowledging the role of different forms of entrepreneurship to continued economic
prosper-ity and the role of institutional dimensions on entrepreneurship, this paper investigates if
and to what extent a selected number of institutional dimensions influence students’ intentions to
ei-ther start a company or take over an existing one. Based on a Global University Entrepreneurial
Spirit Students’ Survey (GUESS) dataset and international country-level databases, evidence shows
that both entrepreneurship options are hampered by corruption and limited business freedom while
promoted through favourable labour regulations and trade freedom. Property rights, fiscal freedom,
government spending, monetary freedom, and investment freedom only affect start-ups, while
financial freedom adversely affects both options. The study provides new insight into the impact of
institutional dimensions on different types of entrepreneurship. Thus, in contrast to extant research
in this area, it goes beyond the typical focus on start-ups. Evidence also suggests that male students
prefer starting a new company, while female students seem to prefer a takeover. This improved
understanding could help in not only designing more targeted entrepreneurship and entrepreneurial
financing policies but also in improving entrepreneurship education.

Keywords: entrepreneurial activity; entrepreneurial intentions; students; start-ups; takeovers; insti-
tutional dimensions

1. Introduction

The study of the role of institutional dimensions in entrepreneurship has increased
over the years (Hwang and Powell 2005; Estrin et al. 2013; Herrera-Echeverri et al. 2014;
Walter and Block 2016). Research has shown that entrepreneurial activity in general
(Tolbert et al. 2011; Urbano et al. 2019; Goel and Karri 2020) and the level of entrepreneurial
activity (Stenholm et al. 2013; Chowdhury et al. 2019) in particular differ strongly across
countries (Lim et al. 2010; Urbano and Alvarez 2014). Understanding how the institutional
environment affects entrepreneurship is crucial, as the latter is viewed as one of the key
factors enhancing economic growth (Urbano et al. 2019), and micro and macro elements
have been used to explain entrepreneurial activity (Chowdhury et al. 2019).

Extant research in this area shows that the study of entrepreneurial activity is typi-
cally focussing on start-ups (Lim et al. 2010; Mergemeier et al. 2018; Urbano et al. 2019).
Takeovers that represent another option of embarking on entrepreneurship are neglected.
Against the number of companies waiting to be handed over (European Commission 2019),
the inclusion of this option in the study of entrepreneurial activity would enable future
research to be more focused with regard to the institutional dimensions influencing en-
trepreneurship. As starting a company from scratch requires different resources and skills
compared to taking over a company, the authors of the present paper argue that the institu-
tional dimensions also influence a decision in favour of a new venture creation or a takeover.
While the impact on and the role of different institutional dimensions in entrepreneurial
activity have been studied (see the systematic literature review by Urbano et al. 2019), we
lack an understanding of how these institutional dimensions contribute to entrepreneurial
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ventures in general (Dilli et al. 2018) and with regard to the selection of different options to
entrepreneurship in particular. The latter is addressed in this paper. The authors of this
paper argue that the analysis of institutional dimensions regarding the selection of options
to entrepreneurship can reveal finer-grained insights beneficial for the link between institu-
tional dimensions and entrepreneurial activity. We aim to find out if there is a particular
type of institutional dimension that is more start-up or takeover friendly than others are.

By bringing together a selection of institutional (macro) and personal dimensions, the
authors of the paper offer a deeper understanding of their impact on different options to
entrepreneurship, going beyond the usual focus on start-ups. Moreover, the present paper
contributes to the role of institutional dimensions that are normally found in a country a
long time before a student is aware of different options to entrepreneurship. Finally, the
paper presents a richer approach to understanding the role of an institutional environment
that is attributed by studies that recognize quality-of-institution perspective and economic
freedom as main keys to entrepreneurial decision-making (e.g., Stenholm et al. 2013; Walter
and Block 2016; Urbano et al. 2019). The findings presented also add to the understanding
of the determinants of occupational choice.

The paper is organized as follows. In the next section, the theoretical background is
presented and, based on that, propositions are derived. This is followed by a description of
the data and the methods used in this paper. Next, the results are presented and discussed.
The paper terminates with a conclusion.

2. Theoretical Background and Development of Propositions
2.1. Different Forms of Entrepreneurship

Individuals interested in becoming an entrepreneur have different options to do so. In
the main, they can start a company from scratch or take over an already existing company.
In this study, a takeover is defined as the transfer of property and/or management of
a firm from one individual to another regardless of whether this individual has family
connections to the firm, already works for the firm, or is an outsider. Thus, the definition
covers both internal and external business transfers.

Despite these options, the study of entrepreneurial activity (including entrepreneurship
education) continues to be dominated by a focus on the former (De Freyman and Durst 2019;
Dilli et al. 2018; Lim et al. 2010; Urbano and Alvarez 2014). This is surprising as, according
to the Austrian Institute for SME research, the survival rate of business formations through
company succession is higher compared to that of new venture creations (Austrian Institute
for SME Research 2004). Furthermore, the following issues have to be taken into account:
(1) more jobs are created by previously established firms than by new ones (Pasanen and
Laukkanen 2006); (2) at the European level, there is an increasing number of small and
medium-sized enterprises (SMEs) waiting to be transferred to new owners (in absolute
terms, this means that, every year, around 450,000 firms and over two million employees
are transferred to new owners (European Commission 2019); (3) changing demographic
trends and decreasing interest of family members are leading to a lack of successors in
family firms (Entrepreneurship Foundation Fondation de l’Entrepreneurship; Durst and
Sedenka 2016); and (4) the majority of European business transfers are non-family, meaning
they are external transfers (Camerlynck et al. 2005; Van Teeffelen et al. 2011). Consequently,
there is a need for more attention as well as research.

The decision to start a new venture or to take over an already existing company
requires different skills and competences but also different approaches. In the case of
starting a new company, the entrepreneur, for example, needs to develop an attractive
product/service, identify customers that are willing to buy this product, inform them
about the availability of the product and its benefits (i.e., informative advertising), start
hiring personnel, and develop and implement systems and structures to make possible
a smooth running of all business functions. Moreover, in the case of a takeover, the
entrepreneur needs skills and competencies required for both to (1) keep the company
running and then (2) develop it further. A takeover usually causes several changes, such
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as voluntary resignation of employees, shifts in strategy and structure, promotion, and
demotion (Kesner and Dalton 1994; Pitcher et al. 2000; Ballinger et al. 2009), which may
also lead to company instability. Thus, compared to a start-up, a business transfer requires
more managerial skills from an entrepreneur.

2.2. Institutional Dimensions Influencing Entrepreneurship

North (1991) defined institutions as “humanly devised constraints that structure
political, economic and social interaction” (p. 97). In addition to such constraints, other
scholars in the field of institutional theory stressed the enabling character of institutions
(Meyer and Rowan 1977; Williamson 2000). This additional perspective implies that
institutions also can help to create opportunities for individual or organizational actors.
According to North (1991), institutions can be formal or informal. Formal institutions
refer to constitutions, regulations, contracts, etc., while informal institutions are about
attitudes, values, norms of behaviour and conventions, and culture. Following a similar
logic, Williamson (2000) differentiated from an economic perspective between three pillars
of institutions: informal, formal constitutional, and formal regulatory. Finally, Scott (1995)
suggested, also from a sociological perspective, a classification with three pillars, namely,
regulative, cognitive, and normative institutions.

Both (potential) individual entrepreneurs and institutions such as schools and uni-
versities are embedded into legal, socio-economic, and socio-cultural environments that
can influence their behaviour (Oftedal et al. 2017). Institutions can be seen as resources
that influence the development of entrepreneurship-specific resources and thus the like-
lihood of success of different entrepreneurial paths taken. On the other hand, institu-
tions influence the transaction costs entrepreneurs have to pay for using the market
(cf., Jackson and Deeg 2008), underlining, in turn, the risk associated with entrepreneurial
activities in general and across countries in particular. As Urbano and Alvarez (2014) put
it, “the institutional environment defines, creates and limits entrepreneurial opportunities,
and thus affects entrepreneurial activity rates” (p. 704).

Institutional theory has proven to help study entrepreneurship (Tolbert et al. 2011;
Estrin et al. 2013; Urbano et al. 2019). The basic idea behind this research is that institutional
differences across countries impact national entrepreneurship activity profiles. Institutions
influence economic behaviours through the generation and the reproduction of certain
cognitive assumptions taken for granted by citizens (Lim et al. 2010). In addition, this
strand of research stresses that the exploitation of entrepreneurial opportunities is not only
influenced by individual-level determinants such as personal traits and person-specific
network contacts (Dohse and Walter 2012).

North (1991) and other pioneering authors in the field of institutional theory (e.g.,
Meyer and Rowan 1977; Powell and DiMaggio 1991; Scott 1995; Williamson 2000) con-
sidered a wide range of different types of cognitive, informal, regulative, and normative
institutions. Recent across country entrepreneurship research, however, has mainly focused
on specific normative and regulative “institutional arrangements” (Stenholm et al. 2013;
Walter and Block 2016) as external socio-economic factors that influence entrepreneurship.
Such socio-economic institutional entrepreneurship dimensions have been measured in
prior research (e.g., Bjørnskov and Foss 2016; McMullen et al. 2008; Engle et al. 2011;
Herrera-Echeverri et al. 2014; Chowdhury et al. 2019) with basic explaining factors such as
economic prosperity (Bjørnskov and Foss 2016) and business easiness or economic freedom
(McMullen et al. 2008).

In the present study, which considers start-ups and takeovers, we focus on the insti-
tutional context factor “economic freedom”, that is divided into rule of law, government
size, regulatory efficiency, and open markets. In line with previous research such as
McMullen et al. (2008), Herrera-Echeverri et al. (2014), and Chowdhury et al. (2019), we
assume that economic freedom has a significant influence on the students’ intention to
either start a new company or take over an already existing one. Following Gwartney and
Lawson (2002, p. 5), we define economic freedom in an entrepreneurship context as “the
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degree to which a market economy is in place, where the central components are voluntary
exchange, free competition, and protection of persons and property”.

In the following subsections, the different sub-dimensions, i.e., rule of law, regulatory
efficiency, and open markets, are developed in the context of the two entrepreneurship
options. We also suggest research propositions.

2.2.1. Rule of Law
Property Rights

Property rights define the legal ownership of resources or economic goods and how
these can be used by individuals, organizations, etc. The protection of intellectual prop-
erty can motivate entrepreneurial action (Lim et al. 2010) and promote entrepreneur-
ship in general, provided that the property rights are not too strong (Aidis et al. 2012).
McMullen et al. (2008) showed, for a large-scale dataset of 37 countries, opportunity mo-
tivated entrepreneurial activity but not necessity motivated entrepreneurial activity is
significantly positively associated with property rights. While Aidis et al. (2012), using
survey data of 47 countries from the Global Entrepreneurship Monitor, suggest that prop-
erty rights for nascent entrepreneurs play less of a role, especially in more developed
economies.

However, in general, only a relatively small share of start-ups (e.g., university spin-
offs) manage to receive formalized property rights, as, for example, patents (Niefert 2006;
Baldine et al. 2007). Thus, for those start-ups, property rights are important to enter into the
market. For a successor, on the other hand, extant property rights can mean an additional
stream of revenues. Moreover, in case a company that is research and development (R&D)
and innovation-driven is taken over, the opportunity of protecting intellectual property
from theft is likely to affect the individual’s entrepreneurial decision (Dilli et al. 2018;
Mojca 2014).

Proposition 1.1. The existence of property rights reduces the intention to start a company.

Proposition 1.2. The existence of property rights increases the intention to take over a company.

Freedom from Corruption

Corruption is the abuse of power to achieve illegitimate personal gain, and it is associ-
ated with political instability, which in turn discourages inward investments as well as the
development of a reliable business environment (Cavusgil et al. 2014). Svensson (2005, p. 20)
views corruption as an outcome, one that is a “reflection of a country’s legal, economic,
cultural and political institutions”. Aidis et al. (2012) listed three ways highlighting that
corruption is detrimental for entrepreneurial entry. It can (1) discourage potential en-
trepreneurs who are unwilling to engage in corrupt behaviour from ever starting a business;
(2) encourage unproductive and destructive forms of entrepreneurship, and (3) prevent
businesses from growing, because the entrepreneurs wish to avoid expropriation by corrupt
officials. Avnimelech et al. (2014), based on a data set of entrepreneurial activity within 176
countries, showed that the similar incremental increase in the level of corruption is likely to
decrease entrepreneurship in developed countries by twice (or more) as much relative to
non-developed countries.

Aidis et al. (2012) in their study also showed that freedom from corruption has a
positive and significant impact on entrepreneurial entry. Chowdhury et al. (2019) findings
for a sample of emerging international start-ups suggest that corruption plays a “greasing”
role when indirect taxes are high and a “sanding” role when document requirement for
export, cost of export, and corporate tax are high. For transferees, the level of corruption
may play less of a role compared to an individual interested in starting from scratch, as
in the former case, the company taken over may have learned to function in its existing
institutional environment, even where corruption is prevalent. Overall, however, past
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research indicates that entrepreneurial entry is greater where there is less corruption (e.g.,
Aidis et al. 2012; Avnimelech et al. 2014).

Proposition 2. The level of corruption affects entrepreneurial activity regardless of type.

Proposition 2.1. If corruption exists start-up intentions are more likely to be affected than takeover
intentions.

Fiscal Freedom

Fiscal freedom summarizes the absence of high tax rates and government expenditures
as a share of the gross domestic product (GDP) in a specific country in relation to compara-
ble countries. A high degree of fiscal freedom in a specific country can improve the possibil-
ities for different types of entrepreneurial activity because the government leaves sufficient
space for private business opportunities (Haan and Sturm 2000). McMullen et al. (2008)
demonstrated that fiscal freedom is positively and exclusively associated with necessity
motivated entrepreneurial activity, but only on the 10% level.

Proposition 3. The level of fiscal freedom influences entrepreneurial activity regardless of type.

2.2.2. Regulatory Efficiency

The regulative dimension which consists of laws, regulations, and government policies
aims at providing support for new businesses, reducing the risks for individuals embarking
on entrepreneurial activity and facilitating the entrepreneurs’ efforts to acquire necessary
resources (Busenitz et al. 2000). Thus, intervention by the government can both enhance
or suppress entrepreneurial activity. According to the Heritage Foundation (2020), the
category regulatory efficiency covers business freedom, labour freedom, and monetary
freedom. Missing regulatory efficiency can shift individuals’ preferences and negatively
impact entrepreneurial activity (Lim et al. 2010).

Business Freedom

Business freedom refers to the ability to start, operate, and close businesses. Thus,
it represents the overall burden of regulation as well as the efficiency of government in
the regulatory process (Heckelman 2000). This overall burden of regulation for (poten-
tial) entrepreneurs and government efficiency can differ considerably across countries.
Although some authors assume, based on theoretical considerations, a positive relationship
between business freedom and entrepreneurial activity (e.g., Beach and O’Driscoll 2003;
McMullen et al. 2008), quantitative empirical evidence to support this assumption is still
missing (McMullen et al. 2008).

Proposition 4. The level of business freedom influences entrepreneurial activity regardless of type.

Labour Freedom

Labour regulations address those areas of law covering the relationship between
employers and employees and between employers and trade unions. Aspects such as
minimum wages, laws inhibiting layoffs, severance requirements, measurable regulatory
burdens on hiring, hours, etc. are concerned. Government policies and social engineering
influence work incentives and the labour market (Bennet 2012). Inflexible labour regula-
tions affect the productivity of firms and the ability of people to find work. Thus, the type
of labour regulation found in a specific country impacts the costs of working in markets
(Jackson and Deeg 2008). Entrepreneurial activity is likely to be affected by the ease of
hiring and firing labour (Urbano and Alvarez 2014).

For a start-up, one can assume that it is important to hire labour temporarily to be in a
position to quickly adapt to changing business development (Dilli et al. 2018). However,
for a successor, it might be more important to quit existing employment contracts at short
notice. A takeover may also lead to the adoption of a new entrepreneurial focus; some of
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the old workforces may no longer be viewed as suitable for taking on the new path because
of missing skills, capacity, or motivation (Durst and Gueldenberg 2010).

Proposition 5. The level of labour freedom influences entrepreneurial activity regardless of type.

Monetary Freedom

Monetary freedom is a measure that combines price stability with an assessment
of price controls. It is argued that both inflation and price controls distort market ac-
tivity. Hence, price stability without microeconomic intervention is, according to the
Heritage Foundation (2020), the ideal state of free markets. In the perspective of single
entrepreneurs, inflation makes it difficult for them to assess whether revenues exceed costs.
McMullen et al. (2008) showed that monetary freedom, as already mentioned for fiscal
freedom, is positively and exclusively associated with necessity motivated entrepreneurial
activity, but only on the 10% level.

Proposition 6. The level of monetary freedom influences entrepreneurial activity regardless of type.

Government Spending and Economic Prosperity as Additional Institutional Factor for
Regulatory Efficiency

Government programmes focused on providing support for different types of en-
trepreneurial activity contribute to the promotion of entrepreneurship in general and
entrepreneurialism in particular (Urbano and Alvarez 2014). These programmes may
provide financial support but also provide access to information, training, fund research,
and improve human capital and other non-financial measures individuals need to fulfil
their wish of entrepreneurial activity (Temel et al. 2015; Dilli et al. 2018). All these forms
of government spending, however, are financed by higher taxation and therefore might
entail an opportunity cost to society and run a great risk of crowding out private eco-
nomic activity. Hence, in this work, we include government spending as a determinant of
regulatory efficacy.

Proposition 7. Government spending has a strong effect on entrepreneurial activity regardless
of type.

2.2.3. Market Openness
Trade Freedom

Trade freedom is a composite measure of the extent of tariff and non-tariff barriers
that affect imports and exports of goods and services according to the Heritage Foundation.
It has been shown that nations with more trade freedom have greater political stability
and are less likely to experience politically motivated violence, including terrorism (Riley
and Tyrrell 2017). For start-ups, trade freedom can be important to find first opportunities
for market entry, while for takeovers, trade freedom may influence the overall business
development positively (World Bank Group 2010). Engle et al. (2011) found in this context
that, from 19 possible formal institutional variables, only three (tax level, access to relevant
infrastructure, and freedom of trade (import/export of goods/services)) were statistically
significant and positively correlated with the entrepreneurial start-up intentions of the
students in the used sample.

Proposition 8. The level of trade freedom influences entrepreneurial activity regardless of type, but
in different ways considering the various tasks that must be addressed.

Investment Freedom

According to the Heritage Foundation, in an economically free country, there would
be no constraints on the flow of investment capital. Individuals and companies would
be allowed to move their resources into and out of specific activities, both internally and
across the country’s borders, without restriction. Most countries, however, have a variety
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of restrictions on investment, e.g., some have different rules for foreign and domestic
investment or restrict access to foreign exchange. Investor freedom can also be affected by
labour regulations, corruption, red tape, and low political stability (McMullen et al. 2008;
Chowdhury et al. 2019).

Individuals, in general, may be discouraged from starting entrepreneurial activity if
they are required to follow too many rules and procedures (Beach and O’Driscoll 2003).
Environments that complicate the investment in start-ups or takeovers may also hamper the
would-be entrepreneurs from realizing their entrepreneurial intentions (Dilli et al. 2018).

Proposition 9. The level of investment freedom influences entrepreneurial activity regardless of
type, but in different ways considering the various capital needs.

Financial Freedom

Financial freedom displays the independence of the financial sector from government
control and interference. Thus, financial institutions can provide various types of financial
services to both individuals and companies. It is discussed in the literature that a plurality
of various types of financial services favours entrepreneurial activity (e.g., World Bank
Group 2010). Thus, we assume that a well-developed network of financial services linking
supply with demand is positively related to entrepreneurial activity in general as well as
start-up/takeover activities in particular.

Proposition 10. The level of financial freedom influences entrepreneurial activity regardless of
type, but in different ways considering the various capital needs of the two options.

3. Materials and Methods
3.1. Data Sources

To gain insights into how the above presented institutional factors and further macro-
economic variables affect the entrepreneurial intentions of university students located all
over the world, we combined data from several sources. In this section, we describe the
data sources used in this paper. We considered university students as an important and
relevant sample as, following Dohse and Walter (2012), the years at the university often
give students the time to learn about promising career paths.

We obtained information on students’ entrepreneurial choices from the Global Univer-
sity Entrepreneurial Spirit Students’ Survey (GUESS) database. More precisely, we used
data from the seventh wave that was conducted in Spring/Summer 2016, covering 50 coun-
tries1. The GUESSS data were linked with various international country-level databases
that contain information on institutional factors as well as macro-economic variables. That
is, we gathered data on economic freedom indicators and country-specific characteristics
from The Heritage Foundation database, the World Development Indicators database, the
World Bank, and IMF WEO. The Heritage Foundation dataset has been widely used (e.g.,
Beach and O’Driscoll 2003; McMullen et al. 2008), as it identifies fundamental institutional
development and institutional differences by country.

To build our final dataset, we applied several selection criteria. First, we removed
observations where no entrepreneurship choice was available in GUESS. Then, we removed
observations of countries with missing information on basic institutional variables. This
resulted in a final sample consisting of 111,225 individual observations from 50 countries.
More information about the data sources is provided in Table 1.
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Table 1. Description of the variables.

Variables Description Sources

Entrepreneurship activity

Start-Up
This is a dummy variable that takes one if the
respondent is willing to start a new business
and zero otherwise.

Global University Entrepreneurial Spirit
Students’ Survey (GUESS)

Successor
This is a dummy variable that is one if the
interviewee is willing to take over an existent
business and zero otherwise.

GUESS

Economic Freedom index Equally-weighted score of country’s
economic freedom/stringency. The Heritage Foundation

Rule of Law

Property Rights

Legal framework allowing individuals to
freely accumulate private property (e.g.,
private property rights, risk of expropriation,
quality of land administration, etc.).

The Heritage Foundation

Freedom from Corruption

Degree of government integrity and public
trust allowing security and certainty into
economic relations (e.g., bribery, extortion,
transparency, irregular payments, etc.).

The Heritage Foundation

Fiscal Freedom The Heritage Foundation

Regulatory Efficiency

Government Spending The burden of government expenditures in a
country. The Heritage Foundation

Business Freedom
The regulatory and the infrastructure
environments factors affecting the ease of
starting, operating, and closing a business.

The Heritage Foundation

Labour Freedom
The legal and regulatory framework of a
country’s labor market (e.g., minimum
wages, hiring and hours worked, etc.).

Monetary Freedom
The strength of economic stability in a
country (e.g., price stability, inflation rate,
etc.)

The Heritage Foundation

Market Openness

Trade Freedom The extent of tariff and nontariff barriers in a
country. The Heritage Foundation

Investment Freedom
The constraints on the flow of investment
capital in a country (e.g., treatment of foreign
investment, investment code, etc.)

The Heritage Foundation

Financial Freedom The strength of the financial system and
banking efficiency in a country. The Heritage Foundation

Control variables (individual-level)

Age Respondents were asked to provide their
year of birth. GUESS

Gender
Respondents were asked to provide their
gender. It takes the value of one if male and
zero if female.

GUESS

Education level

Respondents were asked to provide the
highest education level. It splits into three
categories: 1: Undergraduate (Bachelor), 2:
Graduate (Master) and 3: Other (e.g., Ph.D.,
MBA).

GUESS
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Table 1. Cont.

Variables Description Sources

Control variables (country-level)

Income level

Countries are classified into three levels of
income, according to the Global
Competitiveness Report, published by the
World Economic Forum and the Global
Entrepreneurship Monitor (GEM). 1: High
income (North America and Europe), 2:
Middle Income (Asia-Pacific), 3: Low Income
(the rest)

The World Development Indicators

Population Natural logarithm of the total population in
the respondent’s country. The World Bank/IMF WEO

GDP Growth Realgross domestic product (GDP) growth
rate (%) in the respondent’s country. The World Bank/IMF WEO

Unemployment Real unemployment rate (%) in the
respondent’s country. The World Bank

3.2. Variables
3.2.1. Entrepreneurship Choices

We focused on students’ career choice intentions right after completion of their studies
(i.e., within the next 5 years). Specifically, we focused on two types of career paths, namely,
(1) being a founder of a new business (start-up) or (2) taking over an already existing
business (successor). In this study, we defined two dummies that correspond to these
two career paths: a dummy variable, “Start-up”, that takes the value of one if the student
intends to start a new business and zero otherwise, and a dummy variable, “Successor”,
which takes the value of one if the student intends to take over an existent business and
zero otherwise.

3.2.2. Institutional Environment and Macro-Variables

We examined sets of institutional variables that assess economic prosperity and eco-
nomic freedom in a given country. First, we looked at the equally-weighted economic
freedom index, provided by the Heritage Foundation, indicating how liberal or strin-
gent a country is. This index ranges from 0 to 100. It captures the global risks and the
strengths/weaknesses of economies and conveys critical information on governance, de-
velopment, access to information, and personal empowerment. The higher a country index
is, the higher is its economic freedom and hence the more developed the liberal economy is.
However, a low country index denotes a stringent economic regulation. Hence, we expect
the freest countries to be the most likely to enhance and support entrepreneurial activity.
Economic freedom is evaluated in three pillars/areas: rule of law, regulatory efficiency,
and open markets. Within each pillar, we assorted a set of specific indices, scored on a scale
of 0–100, where higher index implies freedom and lower index indicates stringency.

Rule of law comprised property rights index, freedom from corruption index, and
fiscal freedom index. We also constructed an overall rule of law index that averaged, in an
equally weighted way, these three indicators of rule of law.

Regulatory efficiency comprised business freedom index, labour freedom index, and
monetary freedom index. We also constructed a composite regulatory efficiency index that
averaged, in an equally weighted way, these four indicators of regulatory efficiency.

Market openness comprised trade freedom index, investment freedom index, and
financial freedom index. We also constructed a composite market openness index that
averaged, in an equally weighted way these three indicators of market openness.
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3.2.3. Control Variables

We included in our regression models a set of control variables, which are expected to af-
fect entrepreneurial intentions. Following Thornton et al. (2011), Arenius and Minniti (2005),
and Langowitz and Minniti (2007), we accounted for the sociodemographic dimension
of individual and socioeconomic dimension of the countries in explaining students’ en-
trepreneurial behaviour. Hence, we first controlled for sociodemographic characteristics
using the individual following factors.

Gender: several studies show that women have less entrepreneurial intentions com-
pared with their male counterparts (e.g., Bönte and Piegeler 2013; Costa and Pita 2020).
Thus, we defined a dummy variable, denoted gender, equal to one if the individual is male
and zero otherwise, to test the extent of the gender effect.

Age: previous empirical literature indicates multiple roles of age on entrepreneurial
behaviour, while others find a non-linear relationship or a “U” shape relationship (e.g.,
Levesque and Minniti 2006). Thus, we included age to account for its effect on en-
trepreneurial activity.

Education level: extant research suggests that there is no clear-cut consensus on the
effect of the education level on entrepreneurial intentions (Urbano and Alvarez 2014).
For that, in our models, we considered a uniform definition of education over all the
countries by using the students’ responses. It takes the value of one if the respondent is an
undergraduate student (Bachelor), two if he/she is a graduate student (Master), or three if
the student is enrolled as a PhD or MBA.

Regarding socioeconomic controls, we accounted for a set of development indications
and macroeconomics characteristics of the countries; we used the following factors.

Income level: following the global competitiveness (World Economic Forum), Mendy
and Rahman (2019), and Urbano and Alvarez (2014), we considered the income level to
be detangled between high-income level countries (North America and Europe), middle-
income level countries (Asia-Pacific), and low-income level countries (otherwise).

Population: logarithm of the total population for a country included to control for the
ability of the country’s population to start or run businesses (De Clercq et al. 2010).

GDP growth: the annual growth rate of real gross domestic product (GDP) for a
country. Previous studies demonstrated a negative relationship between the level of
entrepreneurial activity and economic development (Wennekers et al. 2005; Urbano and Al-
varez 2014). We included GDP growth to account for its extent on choosing entrepreneurial
activity as an appropriate career choice.

Unemployment rate: annual unemployment rate for a country, included to control for
the share of labour force that is without work but available for and seeking employment or,
otherwise, willing to choose entrepreneurship as an appropriate career choice (start a new
business or take over an existent one) (Chowdhury et al. 2019).

4. Methodology

Following Urbano and Alvarez (2014), we used a binomial logistic regression model
to estimate the likelihood of the entrepreneurial intentions of students and to test our
propositions. We determined a set of institutional and macro-economic factors that influ-
ence the probability that the decision of becoming an entrepreneur actually happens. This
logistic model assumes that the decision of the respondent i in a country j depends on an
unobservable utility index Ui. Hence, the higher Ui’s value is, the larger the likelihood
is that the respondent will choose to be an entrepreneur. To conduct our analysis, we
differentiated between the two options: Start− upij and Successorij. Formally, we express
the standard log-linear model as follows:

Y1ijt = Pr
(
Start−Upij = 1

)
= α0 + β1 InFactor1ij + β2 InFactor2ij + β3 InFactor3ij + ϕXij + γCountryij + ε1ij,

(1)

Y2ijt = Pr
(
Successorij = 1

)
= α0 + β1 InFactor1ij + β2 InFactor2ij + β3 InFactor3ij + ϕXij + γCountryij + ε2ij,

(2)
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where Start −Upij and Successorij represent the main dummies of the entrepreneurial
choices of a respondent i in a country. InFactorij contains the three sets of institutional
factors related to the economic freedom of country j. InFactor1ij collects indices about rule
of law. InFactor2ij considers indices of regulatory efficiency. InFactor3ij considers indices
about market openness. Xij is a k × 1 vector of individual-level controls for individual
i that includes age, gender, and education level with the corresponding coefficient vec-
tor ϕ (k × 1). Countryij is a k × 1 vector of country-level controls that includes regional
development level, the natural logarithm of the number of the country’s population, the
unemployment rate, and the growth rate of the real gross domestic product with corre-
sponding coefficient vector γ (k × 1) (for more information about the variables, please
see Table 1). The disturbance terms, ε1ij or ε2ij, are uncorrelated and, for the ordered logit
model, it holds that all εij follow a logistic distribution with mean zero and variance equal
to phi2/3. For the summary of our model, Figure 1 gives a closer look at this relationship
with regard to the aforementioned propositions by relating entrepreneurial intentions with
institutional constructs.

J. Risk Financial Manag. 2021, 14, x FOR PEER REVIEW 11 of 24 
 

 

where 푆푡푎푟푡 − 푈푝  and 푆푢푐푐푒푠푠표푟  represent the main dummies of the entrepreneurial 
choices of a respondent i in a country. 퐼푛퐹푎푐푡표푟  contains the three sets of institutional 
factors related to the economic freedom of country j. 퐼푛퐹푎푐푡표푟  collects indices about 
rule of law. 퐼푛퐹푎푐푡표푟  considers indices of regulatory efficiency. 퐼푛퐹푎푐푡표푟  considers 
indices about market openness. Xij is a k × 1 vector of individual-level controls for indi-
vidual i that includes age, gender, and education level with the corresponding coefficient 
vector φ (k × 1). 퐶표푢푛푡푟푦  is a k × 1 vector of country-level controls that includes regional 
development level, the natural logarithm of the number of the country’s population, the 
unemployment rate, and the growth rate of the real gross domestic product with corre-
sponding coefficient vector γ (k × 1) (for more information about the variables, please see 
Table 1). The disturbance terms, 휀  or 휀 , are uncorrelated and, for the ordered logit 
model, it holds that all 휀  follow a logistic distribution with mean zero and variance 
equal to phi2/3. For the summary of our model, Figure 1 gives a closer look at this rela-
tionship with regard to the aforementioned propositions by relating entrepreneurial in-
tentions with institutional constructs. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
 
 

Economic 
Freedom 

Entrepreneurial 
choices 
 Preference: start-up 

versus take over. 

Entrepreneurial intentions 

Regulatory Efficiency 
 Business Freedom (P4) 
 Labour Freedom (P5) 
 Monetary Freedom (P6) 
 Government spending (P7) 

Rule of Law 
 Property Rights (P1) 
 Freedom from Corruption (P2)
 Fiscal Freedom (P3) 

Market Openness 
 Trade Freedom (P8) 
 Investment Freedom (P9) 
 Financial Freedom (P10) 

Start-up 
Takeover 

Socio-demographic 
factors 
 Age 
 Gender 
 Education level 

Socio-economic 
factors 
 Population 
 GDP Growth 
 Unemployment 

 
Figure 1. A model of the influence of institutional environment on the entrepreneurial intentions. 

Table 2 reports a summary of the descriptive statistics of the variables as part of the 
model examined, covering dependent, independent, and control variables across the 
119,446 observations considered. 

  

Figure 1. A model of the influence of institutional environment on the entrepreneurial intentions.

Table 2 reports a summary of the descriptive statistics of the variables as part of
the model examined, covering dependent, independent, and control variables across the
119,446 observations considered.



J. Risk Financial Manag. 2021, 14, 174 12 of 23

Table 2. Summary statistics.

N Mean SD Min p5 p25 p50 p75 p95 Max

Entrepreneurial intention
Start-Up 119,446 0.088 0.283 0.000 0.000 0.000 0.000 0.000 1.000 1.000
Successor 119,446 0.026 0.160 0.000 0.000 0.000 0.000 0.000 0.000 1.000

Economic Freedom index 119,446 65.190 9.570 33.740 48.560 58.630 66.550 73.090 77.660 87.780
Rule of Law

Property Rights 119,446 56.516 25.873 5.000 15.000 35.000 50.000 85.000 90.000 95.000
Freedom from

Corruption 119,446 54.233 17.913 17.000 29.000 37.000 54.000 73.000 79.000 92.000

Fiscal Freedom 119,446 70.730 9.865 39.500 55.800 61.500 71.500 79.100 84.400 99.900

Regulatory Efficiency
Government Spending 119,446 51.024 20.326 0.000 22.100 41.300 46.500 67.600 85.300 95.200
Business Freedom 119,446 72.599 11.598 30.000 55.500 61.400 72.100 82.200 90.000 95.400
Labour Freedom 119,446 56.576 10.406 20.000 42.900 50.600 52.600 62.900 77.600 91.400
Monetary Freedom 119,446 78.325 9.421 33.800 62.900 71.500 82.900 84.500 87.800 88.300

Market Openness
Trade Freedom 119,446 82.372 7.407 47.800 69.400 74.600 87.000 88.000 88.000 90.000
Investment Freedom 119,446 69.058 21.243 0.000 25.000 60.000 75.000 85.000 90.000 95.000
Financial Freedom 119,446 60.466 15.647 10.000 30.000 50.000 70.000 70.000 80.000 90.000

Control variables
(individual-level)

Age 119,446 23.850 4.465 18.000 19.000 21.000 23.000 26.000 36.000 54.000
Gender 119,446 0.415 0.493 0.000 0.000 0.000 0.000 1.000 1.000 1.000
Education level 119,446 1.253 0.529 1.000 1.000 1.000 1.000 1.000 2.000 3.000

Control variables
(country-level)

Income level 119,446 1.781 0.927 1.000 1.000 1.000 1.000 3.000 3.000 3.000
Population 119,446 3.451 1.373 −1.277 1.368 2.341 3.638 4.396 5.312 7.221
GDP Growth 119,446 2.184 1.883 −6.830 −0.400 0.903 1.836 3.316 6.200 10.347
Unemployment 119,446 8.344 5.355 0.400 4.200 5.000 6.400 9.500 24.700 60.000

This table provides the summary statistics for all the variables used in the regressions.

Sample Characteristics and Univariate Analysis

We first ran correlation tests between the variables under analysis. Table 3 presents the
Pearson correlation matrix among all the variables. The correlation table shows a low (ab-
sence) and negatively significant correlation of about 5% between our two entrepreneurial
intention proxies, suggesting that they each capture different aspects of entrepreneurial
behaviours. The bivariate correlation results also indicate that there is no significant cor-
relation between entrepreneurial intentions and all institutional—economic freedom and
macro-economic—indicators. However, the correlation diagnostics show that many of
the institutional indicators and individual-level and country-level variables are highly
correlated. Therefore, the main concern regarding formative constructs is that of multi-
collinearity. Hence, we performed (in unreported results) the variance inflation factor (VIF)
test of all variables in the analyses. The average VIF for each regression model is about 5,
which is in the recommended boundary of 5–10. Results of the VIF test confirm the absence
of major multicollinearity problems.

To better emphasize the entrepreneurial intentions found in our dataset, we first
analysed the entrepreneurial characteristics depending on the presence and the absence of
one of the two options. We hence disentangled Start-Up from Successor and conducted
univariate analyses to look into individual aspects for two groups of students, those
with (Start-Up = 1 or Successor = 1) and those without (Start-Up = 0 or Successor = 0)
entrepreneurial intentions. Then, using univariate mean tests, we looked into countries’
economic freedom for these two different entrepreneurial choices.
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Table 3. Pairwise correlation.

Start-Up (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11)

Entrepreneurial intention
Successor (1) −0.0510 *** 1

Economic Freedom index (2) −0.127 *** −0.0692 *** 1
Rule of Law

Property Rights (3) −0.160 *** −0.0866 *** 0.896 *** 1
Freedom from Corruption (4) −0.153 *** −0.0824 *** 0.833 *** 0.947 *** 1
Fiscal Freedom (5) 0.122 *** 0.0626 *** −0.248 *** −0.552 *** −0.539 *** 1

Regulatory Efficiency
Government Spending (6) 0.0886 *** 0.0348 *** 0.0730 *** −0.205 *** −0.270 *** 0.586 *** 1
Business Freedom (7) −0.144 *** −0.0760 *** 0.745 *** 0.810 *** 0.765 *** −0.451 *** −0.267 *** 1
Labour Freedom (8) −0.0254 *** −0.00423 0.377 *** 0.232 *** 0.199 *** 0.183 *** 0.176 *** 0.144 *** 1
Monetary Freedom (9) −0.117 *** −0.0525 *** 0.787 *** 0.641 *** 0.589 *** −0.247 *** −0.142 *** 0.540 *** 0.159 *** 1

Market Openness
Trade Freedom (10) −0.132 *** −0.0556 *** 0.775 *** 0.703 *** 0.687 *** −0.350 *** −0.299 *** 0.574 *** 0.196 *** 0.848 *** 1
Investment Freedom (11) −0.127 *** −0.0666 *** 0.896 *** 0.829 *** 0.749 *** −0.432 *** −0.134 *** 0.666 *** 0.139 *** 0.809 *** 0.829 *** 1
Financial Freedom (12) −0.101 *** −0.0630 *** 0.881 *** 0.759 *** 0.681 *** −0.265 *** −0.0831 *** 0.637 *** 0.200 *** 0.813 *** 0.738 *** 0.874 ***

Controls
Gender (13) 0.0718 *** 0.0165 *** 0.0255 *** 0.0158 *** 0.00982 *** −0.00041 0.0629 *** 0.00483 −0.00193 0.0128 *** −0.0234 *** 0.0174 ***
Income level (14) 0.166 *** 0.0702 *** −0.340 *** −0.464 *** −0.458 *** 0.418 *** 0.616 *** −0.536 *** −0.0524 *** −0.449 *** −0.615 *** −0.380 ***
Education level (15) −0.0333 *** −0.0332 *** 0.0446 *** 0.0869 *** 0.0809 *** −0.118 *** −0.159 *** 0.0808 *** −0.0614 *** 0.101 *** 0.127 *** 0.0896 ***
Age (16) 0.0752 *** −0.0337 *** 0.00912 ** 0.0622 *** 0.0784 *** −0.129 *** −0.0755 *** 0.0259 *** −0.0449 *** −0.0323 *** −0.000146 0.0434 ***
Population (17) −0.0445 *** −0.0217 *** −0.217 *** −0.0535 *** −0.111 *** −0.251 *** 0.0869 *** −0.0353 *** −0.0226 *** −0.310 *** −0.378 *** −0.268 ***
Unemployment (18) −0.0486 *** −0.0122 *** 0.0210 *** 0.0617 *** 0.00184 −0.297 *** −0.322 *** 0.0160 *** −0.192 *** 0.230 *** 0.313 *** 0.229 ***
GDP Growth (19) 0.0678 *** 0.0342 *** −0.0146 *** −0.254 *** −0.202 *** 0.453 *** 0.427 *** −0.159 *** 0.148 *** 0.0938 *** −0.175 *** −0.157 ***

(12) (13) (14) (15) (16) (17) (18)

Controls
Gender (13) 0.0145 *** 1
Income level (14) −0.343 *** 0.0587 *** 1
Education (15) 0.0557 *** 0.00652 * −0.193 *** 1
Age (16) 0.0135 *** 0.0657 *** −0.0313 *** 0.328 *** 1
Population (17) −0.294 *** 0.0346 *** −0.00989 *** −0.00567 0.0250 *** 1
Unemployment (18) 0.148 *** −0.0356 *** −0.315 *** 0.0450 *** 0.000440 −0.132 *** 1
GDP Growth (19) −0.0192 *** 0.0186 *** 0.258 *** −0.0320 *** −0.0321 *** −0.0163 *** −0.231 ***

This table reports the correlation between all variables. *, ** and *** indicate significance of pair-wise correlations at 1%, 5%, and 10% levels, respectively.
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In Table 4, we display (Panel 1 for the group Start-Up and Panel 2 for the group
Successor) information on entrepreneurial intentions of the options. Considering Start-Up,
the data show that 32.58% of the students willing to start a new business within 5 years
after graduation are from North America and Europe (against 58.52% of the observations if
this intention is absent), while 7.28% are from Asia-Pacific and 60.14% from other countries,
respectively (against 9.58% and 31.91%, respectively, if absent). Regarding the education
level, the data show that 84.83% (against 78.78% of the observations in the absence of this
choice) are undergraduates, while only 10.76% and 4.40% are graduates and doctoral/MBA
students, respectively (against 16.64% and 4.58%, respectively, if absent). The students
willing to start a new business are predominantly male 52.85% (against 40.36% otherwise),
while females represent 47.15% (against 59.64%).

Table 4. Information about entrepreneurial intentions, across the total period.

Percentage of
Observations

Number of
Observations

Percentage of
Observations

Number of
Observations

Panel 1: Start-Up choice
Start-Up = 1 (10,497 observations) Start-Up = 0 (108,949 observations)

Income level
North America and Europe 32.58 3420 58.52 63,761
Asia-Pacific 7.28 764 9.58 10,434
Others 60.14 6313 31.90 34,754

Education level
Undergraduate 84.83 8905 78.78 85,830
Graduate 10.76 1130 16.64 18,128
Other 4.40 462 4.58 4991

Gender
Male 52.85 5548 40.36 43,974
Female 47.15 4949 59.64 64,975

Panel 2: Successor choice
Successor = 1 (3135) Successor = 0 (116,311)

Income level
North America and Europe 37.67 1181 56.74 66,000
Asia-Pacific 6.92 217 9.44 10,981
Others 55.41 1737 33.81 39,330

Education level
Undergraduate 88.55 2776 79.06 91,959
Graduate 8.36 262 16.33 18,996
Other 3.09 97 4.60 5356

Gender
Male 46.41 1455 41.33 48,067
Female 53.59 1680 58.67 68,244

Considering Successor, the group follows almost a similar distribution. Conversely to
Start-Up, 53.59% (46.41%) of the individuals that are willing to take over a business are
women (male), against 58.67% (41.33%) of the observations in the absence of Successor
choice.

Using univariate mean tests, Table 5 compares the economic freedom indicators for
subsamples of individuals without and with entrepreneurial intentions over the study
period. The data mainly show that, irrespective of the institutional indicator, countries
with less economic freedom exhibit a significantly higher presence of students willing to
start a new business or take over an existent one, suggesting that higher economic freedom
does not necessarily enhance entrepreneurial intentions. This finding seems to be in line
with previous research that highlighted the role of necessity motivated entrepreneurial
intentions in some countries (e.g., McMullen et al. 2008).
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Table 5. Institutional dimensions and macro-economic characteristics by entrepreneurial intentions, on average, across the
total period.

Entrepreneurial Intention: Start-Up Successor

Start-Up = 0 Start-Up = 1 t-Statistics Successor = 0 Successor = 1 t-Statistics

Economic Freedom index 65.568 61.267 4.300 *** 65.299 61.155 4.143 ***
Rule of Law

Property Rights 57.800 43.191 14,608 *** 56.884 42.872 14.011 ***
Freedom from Corruption 55.085 45.391 9.694 *** 54.475 45.247 9.228 ***
Fiscal Freedom 70.358 74.597 −4.239 70.629 74.491 −3.863

Regulatory Efficiency
Government Spending 50.465 56.827 −6.362 50.908 55.331 −4.423
Business Freedom 73.118 67.209 5.909 *** 72.743 67.232 5.511 ***
Labour Freedom 56.658 55.725 0.933 *** 56.583 56.308 0.276 *
Monetary Freedom 78.668 74.766 3.902 *** 78.401 75.315 3.091 ***

Market Openness
Trade Freedom 82.675 79.218 3.457 *** 82.439 79.861 2.578 ***
Investment Freedom 69.895 60.364 9.530 *** 59.290 60.437 8.853 ***
Financial Freedom 60.956 55.382 5.573 *** 60.628 54.459 6.169 ***

* and *** indicate statistical significance at the 10% and 1% levels, respectively, for a bilateral test.

5. Results

The causal effect of institutional dimensions on students’ entrepreneurial intentions
was analysed in three different set-ups. First of all, we displayed the results of the direct
effect of the overall economic freedom score only. Subsequently, we presented direct
effects of the three main key aspects of this overall score by including the composite
scores for rule of law, regulatory efficiency, and market openness. Afterward, we included,
in a meaningful way, the ten equally-weighted and averaged economic environment,
governance, and policy aspects of economic freedom. As the next step, we included
other macro-environmental factors. All specifications controlled for individual-level and
country-level determinants of students’ entrepreneurial choice. The reported p-values
were based on robust standard errors to mitigate issues related to heteroskedasticity
and autocorrelation among observations in the same country. This procedure related
particularly to the institutional variables (see, e.g., White 1980; Pagan 1984).

Table 6 presents the coefficient estimates of Equation (1) for the effect of economic
freedom on both entrepreneurial intentions. The table shows two sets of results. Panel 1
displays regression results of the logit estimation of Equation (1): the likelihood of starting
a new business for an individual i from country j

(
Start−Upij = 1

)
. Panel 2 presents

regression results of the logit estimation of Equation (2): the likelihood of becoming
successor for an individual i from country j

(
Successorij = 1

)
. In addition to individual-

level and country-level controls, we present for both Panels (1) and (2) three columns that
correspond with the specifications where (i) we specifically include the direct effect of
the overall economic freedom index only on the entrepreneurial intention, (ii) we display
jointly the effects of rule of law, regulatory efficiency, and market openness composite
scores, and (iii) the effects of their different aspects (Column 3) on the entrepreneurial
intention. The reported p-values in parentheses are based on robust standard errors to
mitigate issues related to heteroskedasticity and autocorrelation among observations.

In Panel 1 of Table 6, Column (1) provides the effect of the overall economic freedom
index on the start-up intention. The result shows the existence of a negative and significant
relationship at a 1% level between the willingness to start a new business and overall
economic freedom, indicating that a unit increase of economic freedom is associated with a
decrease in the probability of starting a new firm by a factor of 0.97. This result suggests
that higher economic freedom is associated with stable corporate businesses and more job
offers, which are likely to curb start-up intentions.
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Table 6. Entrepreneurial intention and economic freedom factors.

Entrepreneurial Intention: Panel 1: Start-Up Panel 2: Successor

(1) (2) (3) (4) (5) (6)

Economic Freedom index −0.0329 *** −0.0360 ***
(−28.78) (−18.21)

Rule of Law
Rule of Law index −0.0338 *** −0.0329 ***

(−20.94) (−11.49)
Property Rights 0.00371 * −0.00296

(1.69) (−0.75)
Freedom from Corruption −0.0259 *** −0.0190 ***

(−10.32) (−4.27)
Fiscal Freedom −0.00732 *** −0.00385

(−2.88) (−0.84)

Regulatory Efficiency
Regulatory Efficiency index 0.0184 *** 0.0176 ***

(11.03) (6.33)
Government Spending 0.00433 *** −0.00102

(4.10) (−0.54)
Business Freedom −0.00382 ** −0.00708 **

(−2.17) (−2.22)
Labour Freedom 0.00602 *** 0.0109 ***

(4.46) (4.39)
Monetary Freedom −0.0113 *** −0.00487

(−4.32) (−1.03)
Market Openness

Market Openness index −0.0111 *** −0.0134 ***
(−7.42) (−5.31)

Trade Freedom 0.0214 *** 0.0324 ***
(4.93) (4.17)

Investment Freedom −0.0206 *** −0.00239
(−11.48) (−0.81)

Financial Freedom 0.0173 *** −0.0105 ***
(9.40) (−3.64)

Age 0.0608 *** 0.0651 *** 0.0662 *** −0.0394 *** −0.0336 *** −0.0331 ***
(28.33) (30.22) (30.21) (−8.42) (−7.21) (−7.01)

1. Gender 0.484 *** 0.483 *** 0.492 *** 0.243 *** 0.241 *** 0.245 ***
(22.85) (22.79) (23.16) (6.60) (6.54) (6.65)

1. Education level 0.266 *** 0.267 *** 0.240 *** 0.234 ** 0.248 ** 0.251 **
(5.05) (5.06) (4.52) (2.19) (2.32) (2.34)

2. Education level −0.105 * −0.0865 −0.104 * −0.162 −0.127 −0.133
(−1.78) (−1.46) (−1.76) (−1.34) (−1.05) (−1.10)

1. Income level −0.779 *** −0.539 *** −0.591 *** −0.500 *** −0.301 *** −0.522 ***
(−28.28) (−18.40) (−12.94) (−10.44) (−6.08) (−6.44)

2. Income level −0.753 *** −0.809 *** −0.823 *** −0.633 *** −0.689 *** −0.724 ***
(−15.21) (−16.03) (−15.05) (−7.04) (−7.60) (−7.04)

Population −0.136 *** −0.151 *** −0.150 *** −0.0936 *** −0.117 *** −0.0730 ***
(−15.39) (−16.85) (−12.18) (−5.94) (−7.35) (−3.20)

GDP Growth 0.0887 *** 0.0378 *** 0.0570 *** 0.0870 *** 0.0420 *** 0.0697 ***
(14.02) (5.66) (6.89) (7.86) (3.65) (4.91)

Unemployment −0.00423 −0.00786 *** −0.00562 * 0.0144 *** 0.0148 *** 0.0116 **
(−1.63) (−2.85) (−1.92) (3.53) (3.42) (2.44)

Constant −1.450 *** −2.423 *** −2.798 *** −0.416 * −1.468 *** −3.046 ***
(−12.27) (−18.33) (−8.15) (−1.92) (−6.09) (−4.79)

N 119,446 119,446 119,446 119,446 119,446 119,446
Pseudo R-squared 0.080 0.086 0.090 0.041 0.046 0.050
Akaike criterion (AIC) 65,429.3 65,036.2 64,784.6 27,832.9 27,705.6 27,638.5
Schwarz criterion (BIC) 65,535.9 65,162.2 64,978.4 27,939.5 27,831.5 27,832.3

*, **, and *** indicate statistical significance at the 10%, 5%, and 1% level, respectively.

Next, in Column (2) of Table 6, we include the three different equally-weighted
composite indexes that combine the three key aspects of economic freedom, i.e., rule of
law index, regulatory efficiency index, and market openness index. With this step, we
aimed to establish a clear view regarding the specific effect of these three institutional
factors that influence students’ entrepreneurial intentions. Interestingly, we found that
both rule of law and market openness indexes carry a negative and significant effect at the
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1% level. Therefore, (one unit) increase in the rule of low (market openness) composite
index will increase the probability of becoming a start-up by 0.96 (0.99). Taken together,
this evidence suggests that countries with a high degree of law enforcement and protection
of private ownership rights enforce free-market economy, which consequently will create a
competitive advantage and enhance the array of investment opportunities as well as foreign
direct investments (FDI). This effect, in turn, decreases the probability of becoming a start-
up. Coherently, we found that the regulatory efficiency index is positive and significant
at the 1% level, suggesting that the availability of good regulatory and infrastructure
environments enhances the efficient operation of businesses and hence the probability of
start-ups. Economically, (one unit) increase in the regulatory efficiency composite index
will increase the probability of a start-up by 0.98.

For deeper insights, in Column (3) of Table 6, we further detail these relationships
by detangling the individual effect of the sub-factors forming the three key aspects of
economic freedom with regards to students’ start-up intentions. More specifically, we
looked more closely at the scores of (i) property rights, freedom from corruption, and fiscal
freedom, (ii) business freedom, labour freedom, and monetary freedom, (iii) trade freedom,
investment freedom, and financial freedom. The results show that five sub-factors, property
rights, government spending, labour freedom, monetary freedom, trade freedom, and
financial freedom, interact positively and statistically significant with necessity-motivated
start-up intentions, whereas the relationships between the five other sub-scores and the
start-up intention are positive and statistically significant. Hence, freedom from corruption,
fiscal freedom, business freedom, monetary freedom, and investment freedom exhibit
a negative and statistically significant effect. If we were to rank all economic freedom
sub-scores according to their effect on the start-up intention, our findings suggest that
higher trade freedom and financial freedom are the strongest motivators, whereas higher
fiscal freedom and business freedom are the main factors that undermine this intention.

Among the remaining individual-level and country-level controls, all of them carry
the signs obtained in previous studies. The probability of starting a business increases
with age and with being a man (Arenius and Minniti 2005). This probability is also higher
among individuals with undergraduate education, whereas it decreases among those with
graduate education (Urbano and Alvarez 2014). Individuals in middle-income countries
(developing countries from Asia-Pacific) are significantly more willing to start a new firm
than those in high-income countries (most developed countries from North America and
Europe) (Urbano and Alvarez 2014). In addition, our results indicate that the lower the
natural logarithm of population or the higher the GDP growth of a country is, the higher is
the probability of start-ups (Wennekers et al. 2005; Bjørnskov and Foss 2016).

In Panel 2 of Table 6, we display results of Equation (2) for similar regressions, fo-
cussing now on the successor. Hence, in the first column, we examine the overall economic
freedom index. Similar to previous results, it was found that economic freedom has a
negative and significant effect at the 1% level on the intention to take over an existent
business (Column 4).

In the subsequent Column, we present regression results using jointly the composite
indexes of rule of law, regulatory efficiency, and market openness. Coherently to our
start-up findings, also this result indicates that rule of law and market openness indexes
are hindering factors for becoming a successor, while the regulatory efficiency index
promotes it.

Conversely to what we found in the start-up intention regression model, not all
economic freedom regressors are significant for Panel 2 (Column 6). Hence, only the
coefficients related to labour freedom and trade freedom are significantly positive, while
freedom from corruption and business freedom are significantly negative. Therefore, the
findings suggest that favourable labour and trade freedom levels increase the probability
of becoming a successor, whereas both freedom from corruption and business freedom
deter it. Interestingly, we found that the effect of financial freedom on entrepreneurial
intention to become successor is reversed compared to the start-up intention. This opposite
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finding regarding the effect of financial freedom on the successor intention might be
explained by the different services a country’s banking system may offer in terms of
extending lending, offering insurance, and securities funding to successors compared to
start-ups. Economically, a one unit increase in labour freedom and trade freedom (freedom
from corruption and business freedom) is associated with an increase (decrease) in the
probability of starting a firm by approximately factors of 1.01 and 1.03 (0.98, 0.99, and 0.98),
respectively. However, the effects of property rights, fiscal freedom, government spending,
monetary freedom, and investment freedom are not significant.

Regarding the controls, most of them carry the signs obtained in previous specifica-
tions. However, we account for two main differences. The succession intention is stronger
in countries with unstable employment conditions and decreases with the individual’s
age. The latter suggests that succession in the given dataset means primarily family suc-
cession, as research has shown (e.g., Durst et al. 2010) that family successors compared to
non-family successors are younger.

To check for the robustness and the validity of our results, we conducted two robust-
ness checks. First, we re-estimated the binomial logistic regression models of Equations (1)
and (2) by including separately the set of institutional variables components of rule of law,
regulatory efficiency, and market openness. Second, we used a modified Gram–Schmidt
procedure to orthogonalize the set of institutional variables (see, McMullen et al. 2008).
This technique partials out common variance to create transformed variables that are
uncorrelated with one another (orthog command, STATA). In the unreported results, the
significance and the direction of the transformed variables did not change from our orig-
inal analysis. Overall, our main results regarding the ten institutional variables on both
entrepreneurial intentions remain unchanged. Hence, we conclude that our findings are,
by and large, robust to all these alternative regression specifications, and multicollinearity
was not an issue.

Comparison of Results

Table 7 provides a summary of the results on the relation between economic freedom
factors and other socioeconomic aspects of entrepreneurial activity. It compares their effect
on the likelihood of becoming a start-up with regards to the likelihood of becoming a
successor and displays the divergent outcomes across the two entrepreneurial intentions.
Panel 1 presents the main results of economic freedom factors. Panel 2 gives insights
about the importance of sociodemographic factors. Panel 3 summarizes the effects of the
macro-economic variables. Symbols ↑ and ↓ indicate, respectively, a significant increase
and a significant decrease. Symbols ↑↑ and ↓↓ indicate, respectively, a stronger significant
increase and a stronger significant decrease. Symbol → indicates no significant effect.
Symbol ↑c indicates a significant increase but to a lesser extent with comparison to the
effects on the likelihood of starting a new company.

Overall, when we compare our findings, we observe different results for the two
options which are in line with our propositions. Several divergent outcomes across the
two studied entrepreneurial options are found. For the willingness to start a new start-
up, our multivariate results and findings support all the propositions, and, therefore, no
proposition can be rejected. However, concerning the entrepreneurial intention to take over
an already existing business, our results and conclusions do support only the propositions
P2, P2.1, P4, P5, P8, and P10, whereas propositions P1.1, P1.2, P3, P7, P6, and P9 are rejected.
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Table 7. Summary of the results.
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6. Discussion and Conclusions

In this paper, we argue and show empirically that institutional dimensions play
an important role in explaining whether an individual—in the given case, a student—
starts a new company or takes over an existing one. The findings make clear that the
institutional dimensions found in a country have a significant impact on students’ overall
entrepreneurial intentions. Thus, the present study joins recent research such as the one
by Urbano et al. (2019) or Chowdhury et al. (2019) stressing the importance of studying
institutional dimensions to advance the study of entrepreneurship. By having included
takeovers in the study and emphasizing their role for economies, we tried to established a
better balance between different modes of entrepreneurial activity, of which start-ups is only
one, yet the one that is primarily discussed in the current literature (Mergemeier et al. 2018;
Urbano et al. 2019).

Summarizing our core findings, the study shows that corruption and limited business
freedom have a significant negative influence on both options. On the contrary, favourable
labour regulations and trade freedom show a significant positive influence. Furthermore,
property rights, fiscal freedom, government spending, monetary freedom, and investment
freedom only influence start-ups. Financial freedom, however, affects both options. By
having involved property rights as one of the tested institutional dimensions, we addressed
Urbano et al. (2019) call for more research on this example of formal institutions, which
lacked evidence thus far and thus advanced the body of knowledge.
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As regards gender differences, our findi6ngs suggest that male students prefer start-
ing a new company, while female students seem to prefer a takeover. This can be
viewed as a useful finding for policymakers drafting entrepreneurship policies. This im-
proved understanding may also help to address the gender gap found in entrepreneurship
(Wheadon and Duval-Couetil 2019). Yet, it should be relevant for drafting more focused en-
trepreneurial financing policies too. Moreover, having focused on students, the knowledge
gained in this study should be relevant to the further development of entrepreneurship
education. We believe that the study provides several findings that could be useful for
improving entrepreneurship education, that is, one that focuses on different options of
entrepreneurial activity. Such education would come closer to O’Connor (2013), who stated
that specific forms of entrepreneurship education are needed to deliver upon specific eco-
nomic purposes. Additionally, it would underline the role of universities (higher education)
in making people aware of alternative career options and providing the knowledge that can
be used by individuals to develop new business opportunities as well (Do Paço et al. 2015).

This article is one of the first studies to address the impact of a selected number of
institutional dimensions on different options to entrepreneurship. As such, it is not without
limitations. First, this research was based on university students, which are normally less
experienced regarding entrepreneurial activities. Hence, their intentions could follow other
drivers than those found among experienced persons.

Furthermore, it is rather likely that some students were undecided when it came to
their career preference at the time of data collection. This is another aspect that should
be considered. Thus, to verify the robustness of our findings, qualitative research, for
example, in forms of interviews, appear advisable. Finally, our dataset did not allow a
distinction between family succession and non-family succession. Yet, to develop a more
fine-grained understanding of the impact of institutional dimensions on these options,
future research should find ways (additional datasets) to address this relevant distinction.
Future research may also examine the relationship between the two entrepreneurial options
and institutional dimensions using other samples than those of students. By focusing on
different options to entrepreneurship, future research could also study how innovation
differs in these different types of organizations as well as across countries and regions.

Institutions matter not only at the country level but also at the regional level. There-
fore, more differentiated and balanced support of both start-up and succession options
is also proposed to be a crucial element of policymakers working at the regional level.
While some regions—due to an increasing number of companies waiting to be handed
over—may focus more on supporting policies and measures aimed at successors, for other
regions which show less developed entrepreneurship, focusing on start-up activities may
be a more important policy field. Considering the role of universities in regional innova-
tion and entrepreneurship (Edvardsson and Durst 2017), these regions should also make
sure that their entrepreneurship education is reflecting the region’s specific situation. To
increase the likelihood of success with regard to these activities, there is a clear need for an
entrepreneurial ecosystem that addresses different options of entrepreneurship and that
brings together the different actors, e.g., the main actors such as business, university, and
government, but also additional actors such as financial institutes and media.

To make possible future research at this interface of different entrepreneurial options
and regional development, novel regional datasets are required. Besides regionalized
data regarding entrepreneurial intentions and/or activities, also institutional factors on a
regional level should be included in such novel datasets.
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