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Entrepreneurial activity and regional development:
an introduction to this special issue

Maribel Guerrero *, Ifiaki Pefia-Legazkue *

«All brief sentences about the economy are intrinsically false»

Alfred MARSHALL.

ABSTRACT: The main objective of this special issue is to analyze the relation-
ship between entrepreneurial intention and entrepreneurial activity and its impact
on regional development. The last convulsive decade, withexpansionary and re-
cessionary economic cycles, offers a good opportunity to study how economic
cyclesaffect the propensity of becomingan entrepreneur and, in turn, to observe
how entrepreneurial activity contributes to change (improvement) in the economy.
Previous studies have analyzed the complicated endogenous relationship between
entrepreneurship andeconomic growth, but thesestudies haveexamined the coun-
tries’ performance under a static view. This special issuefocuses on analyzing com-
plex entrepreneurial behavior from a sub-national perspective (examining several
regionsin the Spanish autonomous communities) and a dynamic view (using data
from several years), which adds rigor and valuable knowledge to this research
field.
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Actividad emprendedora y desarrollo regional: una introduccién al niimero
monografico

RESUMEN: Uno de los objetivos principales de este nimero monografico es ana-
lizar la relacion existente entre la intencién y la actividad emprendedora, y su in-
cidencia en el desarrollo regional. Esta tltima década convulsa, con ciclos econ6-
micos expansivos y contractivos, ofrece una buena oportunidad para estudiar como
la coyuntura econdmica afecta a la propension emprendedora, y, a su vez, para
observar hasta qué punto la actividad emprendedora contribuye al cambio (mejora)
de la economia. Existen numerosos estudios que han analizado esta complicada
relacion enddgena entre emprendimiento y crecimiento econdmico, pero la mayo-
ria de los trabajos de investigacion han partido del andlisis del comportamiento de
paises y bajo una vision estdtica. En este nimero monogréfico, la mayoria de los
estudios analizan el complejo comportamiento emprendedor desde una perspectiva
sub-nacional (regiones de las Comunidades Auténomas de Espafia) y desde una
Optica dindmica (con datos de varios afios recientes), lo que afiade rigor y valioso
conocimiento a esta disciplina.

Clasificacion JEL: R11; O33; D24.

Palabras clave: emprendimiento; desarrollo regional; crecimiento econémico.

1. Introduction

For several decades, the determinant factors of a region’s wealth have been
present in academic and political debate. The heterogeneity (and disparity) in eco-
nomic welfare rates globally makes it clear that certain regions have developed capa-
bilities over time to preserve —and even to increase— their comparative advantage
in terms of GDP per capita. This leads us to think that certain regions have some idi-
osyncratic capabilities that are exceptional for successful economic development but
that sometimes these capabilities work to the detriment of social, environmental and
human development. The discovery and analysis of these regional capabilities could
require a lot of time and effort to debate. And furthermore, even if we were to reach
a consensus on the properties of these capabilities, extrapolating them for imitative
construction and application to other regions could be a dangerous exercise, since the
contexts are different and not all regions have the same absorptive capacity.

In the second half of the past century, Nobel Prize laureate Robert Solow attribut-
ed economic growth to technical change or, in other words, to technological progress
beyond the optimum allocation of resources (labor force and capital). Adopting a
neoclassical approach, previous studies have analyzed the key determinants of eco-
nomic growth. For instance, some authors found that the main causes were the posi-
tive externalities stemming from information (Arrow, 1962), innovation (Griliches,
1979) and knowledge (Romer, 1986). Interestingly, these concepts are linked to the
improvement of organizations’ productivity and, therefore, with a region’s economic
development.
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History has evidenced that investment in R&D and innovation is not enough to
support economic growth. This investment must be recouped, and this implies that
the market should pay above the investment in innovation. An excellent innovation
capacity is meaningless if it is not accompanied by an ability to generate value. More
than a decade ago, one of Europe’s top leaders, Romano Prodi, indicated that Euro-
pean countries were not growing enough for the efforts in innovation that took place
on this continent. It is well known that Europe has not fulfilled the target agreed upon
in the Lisbon Agreement of reaching a 3% investment in R&D over GDP for 2010.
However, what is even more worrying is that today Europe lacks a strong ability to
transform into value all the investments in R&D and innovation.

Audretsch and Keilbach (2004) argue that a region must be endowed with en-
trepreneurship capital that enables the channeling of innovation into the market and
thereby contributes to economic growth. This channeling process is complex and
obstacle-ridden. Some of the barriers are those of the market itself; others are insti-
tutional, cultural and so on. Only by overcoming these barriers can knowledge filters
create value in the market and improve productivity of resources. Gonzdlez et al.
(2009) argue that this process could trigger a virtuous cycle of development: «while
region’s innovation capital and entrepreneurship capital may affect the achievement
of higher levels of productivity, competiveness and economic welfare, it is also true
that the level of prosperity may well affect the enrichment of innovation capital and
entrepreneurship capital». Precisely, this endogenous phenomenon can explain in
part the persistence of the disparity among regions in their respective levels of wel-
fare as well as the impact that certain regional capabilities (such as innovation and
entrepreneurial success) have on their economies.

The growing interest in this debate gave rise to the «Entrepreneurial Activity
and Regional Development» workshop organized by the Orkestra-Basque Institute
of Competitiveness, in San Sebastian on 19"-20" July 2012. The workshop brought
together numerous national and international researchers to discuss themes related
to entrepreneurial intention and the creation of new business in expansionary and
recessionary economic periods. This special issue includes several papers that were
presented during this event, which offer a rich diversity of conceptual frameworks
and methods, as well as an eclectic perspective of this phenomenon. The major-
ity of papers do share a common element; they used data provided by the GEM
(Global Entrepreneurship Monitor) project, which has opened new possibilities for
study.

This special issue has two objectives. First, we want to delve into entrepreneur-
ship as a driving force of economic development. We intend to examine the reasons
that motivate the creation of new businesses, through the study of the effect caused
by both individual and contextual factors. Second, we want to study this phenomenon
during different economic expansion and contraction. We have witnessed significant
changes in the Spanish economy during the recent decade. Working out what ef-
fect said changes have on entrepreneurial activity and, reciprocally, what effect the
creation of companies has on economic development is (and will continue to be) an
important research challenge.
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The contributions of this special issue, although modest, are remarkable, and pro-
vide at least two interesting contributions to the literature in this field. On one hand,
the papers explore a diverse range of contexts (investment, university, social and
economic contexts) and their links to entrepreneurial behavior in Spanish regions.
This diversity of perspectives allows for a better understanding of the topic. On the
other hand, the papers analyze different entrepreneurial agents, such as the person
who has a business idea (the person who is potentially an entrepreneur but who has
not yet started up a business), the person who has created a company, or the person
who has invested in and accompanies a project (a business angel). The recognition
and study of all these agents who belong to a region’s entrepreneurial ecosystem
gives us a more accurate view of the way entrepreneurship capital works, which is so
important for economic development and about which we know so little, according
to Audretsch and Keilbach (2004).

On the other hand, this special issue highlights a few key points aimed at those
public authorities who are responsible for the design and implementation of policies
and actions that foster entrepreneurship. As well as the demography and entrepre-
neurship experiments changes and transformation by the creation of new business,
closing of established business, with the more or less long-lived survival of start-ups,
and so on, public policies also appear, disappear and are reinvented over time. Our
interest in this issue is to prompt new reflections and debate among the academic
community and public policy makers about the complex relationship between entre-
preneurial activity and regional development.

2. Research Interest on «Entrepreneurial Activity
and Regional Development»

Many authors argue that entrepreneurial activity is an important driving force
behind regional development. Some of the arguments put forward to support this as-
sertion refer to the higher market competition and the increased productivity attained
with the appearance of new entrepreneurs. Certainly, entrepreneurs can inject not
only greater efficiency into the market but also a higher dose of innovation through
the development of new technologies (acknowledging that a percentage of those
technologies also become disruptive).

Following Audretsch and Keilbach’s (2004) reasoning, economic growth can be
explained by the traditional production factors (capital and labor force), but they add
the effect of a region’s innovative and entrepreneurial capacity. In particular, the au-
thors propose the following expression:

Y,=a KPIP-RPEP e )
where Y reflects the production of a region i, o represents productivity, K refers to
physical capital, L describes labor force, R reflects knowledge capital, £ denotes

entrepreneurship capital and & would be the error term. This expression is an

Investigaciones Regionales, 26 (2013) — Pages 5 to 15



Entrepreneurial activity and regional development: an introduction to this especial issue 9

extended version of the orthodox production function, with the added complements
of innovation (Romer) and entrepreneurship (Audretsch) resources, which are
necessary for economic growth.

There are alternate ways to interpret this relationship. For example, Gonzéilez
et al. (2012) propose a relationship where growth depends on productivity (o) and
on physical (tangible) resources such as capital K and labor force L. However, these
authors propose a new expression where the productivity that symbolizes techno-
logical progress is directly correlated to the region’s innovative and entrepreneurial
capability; that is, ¢, (R, E)).

Y”—oc(R E) K, : 2)
L B A R L.

i

i

In this model, innovation and entrepreneurship are conceived as intangible ca-
pacities instead of physical resources, which affect regional productivity over time,
t, and, therefore, on the economic development (growth) of a region, i. Certainly, the
complexity of the phenomenon still allows for the introduction of new interpretations
of the relationship between entrepreneurial activity and economic development.

As proof of this interest and of the evolution this field of study is undergoing, it is
worth noting that since the last decade of the past century at least four special issues
have been published on this subject in two recognized foreign journals: two in Re-
gional Studies and two in Small Business Economics. At a national level, Investiga-
ciones Regionales devoted an interesting issue to this theme in 2009; and our special
issue would be a continuation of that concept.

In 1994, Regional Studies published the special issue coordinated by Reynolds,
Storey and West head, who included papers that studied the determinant factors on
the variation of entrepreneurship rates in seven countries (Germany, France, Italy,
Ireland, the United Kingdom, Sweden and the United States). The main conclusions
extracted from this 1994 special issue were (1) that the differences on entrepreneur-
ship rates were negligible, (2) that country conditions had a relevant impact on the
lower/higher rate of business creation and (3) that entrepreneurial activity was a nec-
essary condition but not sufficient for economic growth.

Ten years later, Acs and Storey (2004) coordinated another special issue for Re-
gional Studies, focusing on the relationship between entrepreneurship and economic
growth. The authors studied the effect of entrepreneurial activity on economic devel-
opment in four countries (Germany, Hungary, United Kingdom and United States)
and in four different economic periods. Three of the four studies found that entrepre-
neurial activity had a positive effect on economic growth —not directly, but rather
through the building of a more competitive economy—. This conclusion questioned
the immediate effect that business creation could have on the economy.

Acs and Szerb (2007) introduced the public policy component within this re-
lationship in a special issue published in Small Business Economics. They recom-
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mended to emphasize the idea that «one-size-fits-all» policies —or, in similar terms,
«a cookie-cutter approach»— will not work given the enormous diversity of socio-
economic and cultural contexts. Middle-income countries should focus on improving
their human capital and technological infrastructures, while high-income countries
should invest in labor force and finance reforms to ensure the success of high-growth
start-ups. Therefore, public policy makers should pay attention not only to the quan-
tity but also to the quality of entrepreneurial activity.

In 2008, Fritsch coordinated a new special issue for Small Business Economics,
which intended to measure the delay that occurs in entrepreneurial activity’s effect
on the economic growth in Germany, Spain, Portugal, Holland, Germany, the United
States and 21 OECD countries. The special issue indicated that this delay will last
at least 10 years, and that the effect of each and every one of the entrepreneurs is
not uniform. Gazelle firms (those that grow at rates above 20%, for example in em-
ployment for three consecutive years during their first five years of life) would most
intensely influence this impact on the economy.

In 2012, Audretsch and Pena coordinated another Small Business Economics
special issue, of which two ideas stand out. First, the regional heterogeneity that
exists within each country should not be ignored when conducting research stud-
ies. Therefore, studies must choose to focus on smaller-scale geographical areas in
order to reach more accurate conclusions. Second, a bi-directional causal relation-
ship must be recognized. Until now, in previous special issues, the effect of entre-
preneurial activity on economic growth had been analyzed. However, the level of
an economy can influence, in turn, the characteristics of entrepreneurial activity in
a region.

At a national level, in 2009 Investigaciones Regionales devoted an interesting
special issue coordinated by Professor Segarra to the subject of «Innovation, Entre-
preneurship and Territory». This issue highlighted the relevance of analyzing busi-
ness dynamics and innovation adopting a territorial perspective, given the growing
synergy between two important disciplines such as industrial economics and spatial
economics. Segarra (2009) pointed out that entrepreneurs —the missing link— set
themselves up as agents of change and innovations. Entrepreneurs can both burst
onto the market severely (following Schumpeter’s concept of «destructive creation»)
and contribute to regional development (following Audretsch’s concept of creative
construction).

3. Contributions of this Special Issue

The papers in this special issue are varied and their contributions reflect this
diversity. Many of the papers are based on the exploitation of data from the GEM.
Spanish researchers have been adhering to the GEM international consortium for
more than a decade. GEM has been consolidated as a bench mark due to its emphasis
on the regional study of this phenomenon, which is why many of the studies selected
for this issue have used this data source.
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Martinez, Mira and Gémez Gras’s paper analyzes the effect of human capital as
well as individual perceptions (when faced with failure, business opportunities and
their capacity to start up businesses) on the decision to create a new business during
different economic conditions. This study covers the period between 2005 and 2011
and offers strong empirical evidence that the perceptual variations described above
have a bearing on the decision to start a business. For example, the binomial logistic
regression analysis shows that the perception of having skills to create and develop a
new business affects other variables (such as cultural, institutional, and so on) when
launching a new business. This result is consistent regardless of the context (space
and economic situation). Another interesting result suggests that opportunity percep-
tion encourages entrepreneurship markedly during periods of economic downturns.
Another finding reveals that knowing other entrepreneurs also encourages entrepre-
neurship.

Coduras and Autio’s investigation provides an analysis of the validity of the in-
formation provided by experts concerning the environmental conditions for starting
up businesses in Spain. Several reports present numerous indicators to understand
the environmental conditions, such as the Global Competitiveness Report prepared
by the World Economic Forum, Doing Business published by the World Bank and
so on. The national GEM consortium annually interviews 30 to 40 experts per au-
tonomous community to find out their opinions on nine areas that describe different
environmental conditions that influence entrepreneurship. The authors conclude that
this information must be better utilized for conducting research work and for public
decision making.

A different approach is used by Vidal and Lépez, who emphasize the role of
institutional and economic factors during the identification of business opportuni-
ties. Using data from between 2004 and 2010 and applying a methodology based on
a structural equation model, the authors agree with the previous study by Martinez
et al., that entrepreneurial intention depends on perceptions about personal skills for
starting businesses and the perception of business opportunities. Institutional factors,
however, are not significant, or, if applicable, their effect turns out to be the opposite
of what was expected.

Following an individual perspective, Capelleras, Contin-Pilart, Martin-Sanchez
and Larraza-Kintana’s paper provides a better understanding of how individual per-
ceptions affect the decision to start a new firm (nascent entrepreneurship) and how
this decision is also contingent upon the context in which actions are taken (urban/
rural environment). Using data from the Spanish GEM project, the results of a series
of logistic regression models indicate that opportunity perception and self-efficacy
have a positive influence on the probability of becoming a nascent entrepreneur. In-
terestingly, the authors also find that individuals in rural areas who perceive new
opportunities are more likely to become nascent entrepreneurs than those who live
in urban areas.

Neira, Portela, Cancela and Calvo’s paper added to previous findings that entre-
preneurial activity motivated by the need to be self-employed is related to a percep-
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tion of a greater fear of failure. The authors conclude that it can generate a dynamic
that is detrimental for entrepreneurial activity in the middle term. Obtained by adopt-
ing a log it regression analysis, these results confirm to a large extent the results
obtained by the rest of the studies in this special issue.

University context, as the cradle of potential and future entrepreneurs, regains
special importance in the paper developed by Rueda, Fernandez-Laviada and Her-
rero. Based on the theory of reasoned action and using a structural equation model,
the authors argue the perceived advantages of entrepreneurship influence positively
on the attitudes of Cantabrian university students and their start-up intentions. Con-
versely, the disadvantages associated with entrepreneurship are not significant when
it comes to influencing their attitudes and intentions.

In this context, Poblete and Amords paper explores the interaction effect be-
tween universities’ support and entrepreneurs at the regional level. The authors rep-
licate the methodology used by Coduras et al. (2008) in Spain using the database
of the Global Entrepreneurship Monitor (GEM) in Chile. The main results indicate
that there is low interaction between entrepreneurs and universities and there is not
enough impact to affect significantly the entrepreneurial activity. Also, having en-
trepreneurship higher education could not increase the likelihood intentions to be an
entrepreneur.

Lastly, Hoyos and Saiz’s paper focuses on another important agent in a region’s
entrepreneurial ecosystem: the business angel. Business angels are investors who
provide smart capital to an entrepreneur’s business. In addition to money, business
angels offer their experience and knowledge about the sector as well as their en-
tire network of professional contacts. This entrepreneurial role, which is not studied
much in our environment, is a key element to facilitate a fast scalability of entre-
preneurial projects with high-growth potential. These projects are scarce, but they
are very important for the transformation of the business sector and for economic
development. The authors shed light on the profile of the business angel, who, unlike
other informal investors (family, friends and fools), is characterized by higher level
of income, education and entrepreneurial experience.

4. Implications for Public Policies and Academic Research

The complex relationship between entrepreneurial activity and regional develop-
ment is difficult to understand, especially because of its bi-directional causality. It is
difficult to state which of these concepts has a bearing on the other, and it is preten-
tious to guarantee within which period effect occurs. The academic community is
aware that much remains to investigate regarding this interesting subject. In any case,
we should mention a number of implications emanating from this special issue for
the design of public policies and for advancing this research field.

Entrepreneurial activity can be studied as a systemic phenomenon, instead of
focusing attention on the entrepreneur in an isolated way. Saxenian’s study (1994)
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indicates that places with high levels of prosperity, such as Silicon Valley, have de-
veloped due to a balanced evolution of different groups that influence the quality of
entrepreneurial activity and its impact on local development: the university commu-
nity, investors, services from professionals such as lawyers specialized in protecting
intellectual property rights, consultants to advise companies and so on. This systemic
view of the entrepreneurial phenomenon coincides with Audretsch’s conception of
entrepreneurship capital as a regional asset that is important for economic develop-
ment. In this sense, public authorities must consider various groups (such as the ones
mentioned above) to improve the capacities of each group individually and to effec-
tively connect each and every one of the groups with each other, in order to build and
improve the regional entrepreneurial ecosystem.

This special issue also alluded to the importance of those groups that promote
entrepreneurship, as cited by Hoyos and Saiz; Rueda et al.; or Poblete and Amoros.
Certainly, not all entrepreneurial activity is equal, nor is its economic impact the
same. There are new firms whose scalability is more feasible because they bring
together an entrepreneurial team, a business plan, market potential and an accom-
paniment (business angels, consultants, advisors, etc.) that is not within reach of
just any business promoter. These companies (such as high-growth firms or ga-
zelle firms) require from public administrations treatment that is different from that
given to other entrepreneurs who lack their characteristics. Therefore, the public
actions must be different, depending on the entrepreneurial segment one wants to
address.

Within the population of entrepreneurs, we can find groups that require «inclu-
sive» attention. We are referring to groups such as immigrants, the disabled, senior
citizens, and so on. We can even include other minority groups such as young people
(under 25) or women. Business creation implicitly leads to the vast majority of the
cases of job creation. While it is true that fragile firms disappear early, it is equally
true that new firms are created again (many of which are equally fragile). The au-
thorities must ensure that new firms break into the market with increasingly more
strength and with higher chances of survival and growth. That is how they will inject
higher competition into the market and manage to create revenues in a more sustain-
able way over time. In other words, it is important to properly filter candidates for
entrepreneurship —and more so now in times of crisis if we want to contribute to
regional development in the medium to long term, when public resources are not ex-
actly abundant—. That is why it is not only important to research the step that must
be taken from the intention to start a business to the action of starting it (explained
by Martinez et al., and Neira et al.), but it is also necessary to study the determining
factors for the success of newly created companies during the early stage of their life
cycle.

While the (ambiguous) connection between entrepreneurial activity and re-
gional development as awakened growing interest in recent years, we believe that
this research field still has more questions than answers, and this circumstance
invites continued advancement in the study of notable subjects. Cross-sectional
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comparative studies have begun to proliferate, but more longitudinal studies are
still needed, where we can better understand the entrepreneurial process through
its successive stages (identification of opportunities, development of the idea, in-
tention, creation, survival, growth, closure...) in various phases of economic cy-
cles and for economies in various levels of development. An increasingly greater
number of studies are published with the application of multilevel regression tech-
niques, by means of which information from various units of analysis —such as
people, organizations and regions— are used simultaneously. Entrepreneurs are
affected by some personal internal variables for developing their business, but also
by other external variables of other levels, such as those that refer to the company
that they have created and the environment they operate in. The development of
more sophisticated statistical techniques allows for the preparation of more accu-
rate and rigorous studies through the use of data from multiple levels. The GEM
research consortium provides useful information to scientifically advance in the
field of entrepreneurship.

Other interesting lines of research are those which analyze the transfer of knowl-
edge and the creation of value from universities, technology centers and so on via the
creation of spin-offs (Guerrero and Urbano, 2011). Likewise, the capacity for regen-
eration, reinvention, diversification and reproduction via spin-offs/spin-outs, through
the study of corporate entrepreneurship (intra-entrepreneurship) is a subject that mer-
its further research (Hornsby et al., 2013, Guerrero and Pefia-Legazkue, 2013). There
is no doubt that new results, new conclusions and new recommendations on these and
other subjects will help us better understand the inconclusive connection between
entrepreneurial activity and regional development.

5. References

Acs, Z. J., and Storey, D. J. (2004): «Introduction: Entrepreneurship and Economic Develop-
ment», Regional Studies, 38:8, 871-877.

Acs, Z. J., and Szerb, L. (2007): «Entrepreneurship, Economic Growth and Public Policy»,
Small Business Economics, 28, 109-122.

Arrow, K. (1962): «Economic Welfare and the Allocation of Resources for Invention», in R.
Nelson (ed.), The Rate and Direction of Inventive Activity, Princeton, NJ: Princeton Uni-
versity Press, 609-626.

Audretsch, D. B., and Keilbach, M. (2004): «Entrepreneurship Capital and Economic Perform-
ance», Regional Studies, 38:8, 949-959.

Audretsch, D., and Peiia, 1., (2012): «Entrepreneurial Activity and Regional Competitiveness:
An Introduction to the Special Issue», Small Business Economics, 39:3, 531-537.

Fritsch, M. (2008): «<How does New Business Formation Affect Regional Development? Intro-
duction to the Special Issue», Small Business Economics, 30, 1-14.

Gonzidlez, J. L.; Martiarena, A.; Navarro, M., and Peia, 1. (2009): «Estudio sobre la capacidad
de innovacién y actividad emprendedora en el &mbito sub-nacional: el caso de la Comuni-
dad Auténoma del Pais Vasco», Investigaciones Regionales, 15, 55-87.

Gonzilez, J. L.; Pefia, 1., and Vendrell, F., (2012): «Innovation, Entrepreneurial Activity and
Competitiveness at a Sub-national Level», Small Business Economics, 39:3, 561-574.

Investigaciones Regionales, 26 (2013) — Pages 5 to 15



Entrepreneurial activity and regional development: an introduction to this especial issue 15

Griliches, Z. (1979): «Issues in Assessing the Contribution of Research and Development to
Productivity Growth», Bell Journal of Economics, 10, 92-116.

Guerrero, M., and Urbano, D. (2012): «The development of an entrepreneurial university»,
Journal of Technology Transfer, 37(1), 43-74.

Guerrero, M., and Pefia-Legazkue, I. (2013): «The Effect of Intrapreneurial Experience on Cor-
porate Venturing: Evidence from Developed Economies», International Entrepreneurship
and Management Journal, DOI: 10.1007/s11365-013-0260-9.

Hornsby, J.; Pefla-Legazkue, 1., and Guerrero, M. (2013): «The Role of Corporate Entrepre-
neurship in the Current Organizational and Economic Landscape», International Entrepre-
neurship and Management Journal, DOI: 10.1007/s11365-013-0255-6.

Reynolds, P.; Storey, D. J., and Westhead, P. (1994): «Cross-national Comparisons of the Vari-
ation in New Firm Formation Rates: An Editorial Overview», Regional Studies, 28:4, 343-
346.

Romer, P. (1986): «Increasing Returns and Long Run Growth», Journal of Political Economy,
94, 1002-1037.

Saxenian, A. L. (1994): Regional Advantage, Cambridge, MA: Harvard University Press.

Segarra, A. (2009): «Dindmica empresarial e innovacion: la incidencia del espacio», Investiga-
ciones Regionales, 15, 5-23.

Investigaciones Regionales, 26 (2013) — Pages 5 to 15



© Investigaciones Regionales, 26 (2013) — Pages 19 to 45
Section ARTICLES

nvestigaciones

= Regionales

Influence of the economic cycle on the determinants
of nascent entrepreneurial activity. An empirical
analysis of the Spanish case
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ABSTRACT: This paper explores the contribution of a selection of elements rep-
resentative of human capital and perception as determinants of entrepreneurship in
different stages of the economic cycle. The results confirm the significance of self-
efficacy, the perception of opportunities, and the fear of failure, and highlight the
importance of personal knowledge of entrepreneurs. They remain influential in dif-
ferent economic times in which their analyses have been replicated, although some
differences are felt that point to, in contraction periods, a loss of influence of the
confidence in one’s own abilities, compared to an increase in the case of judgment
on the existence of opportunities in the environment, and in the case of the pres-
ence of entrepreneurs in the surrounding context. In contrast, the behavior of the
fear of failure, as a barrier to entrepreneurship, remains unchanged in an adverse
context with respect to a positive context due to reduced opportunity costs.

JEL Classification: E32; GO1; L26; M13.

Keywords: GEM; determinants; entrepreneurship; nascent entrepreneurs; percep-
tions; environment; economic cycle.

Influencia del ciclo econémico sobre los determinantes de la actividad
emprendedora naciente. Un analisis empirico del caso espaiiol

RESUMEN: Este trabajo explora la contribucién de una seleccién de elemen-
tos representativos de capital humano y de percepcién como determinantes de la
creacion de empresas ante distintas etapas del ciclo econémico. Los resultados
confirman la significacién de la autoeficacia, la percepciéon de oportunidades y el
miedo al fracaso, y resaltan la importancia del conocimiento de emprendedores.
Su influencia se mantiene en los distintos momentos econémicos en los que se han
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replicado los andlisis, si bien se intuyen algunas diferencias que apuntan, en etapas
contractivas, a una pérdida de influencia de la confianza en las propias habilidades,
frente a un incremento en el caso del juicio sobre la existencia de oportunidades en
el entorno y en el caso de la presencia de emprendedores en el contexto cercano.
En cambio, el comportamiento del miedo a fracasar, como barrera para emprender,
se mantiene invariable en un contexto adverso respecto a uno positivo debido a la
reduccidn de costes de oportunidad.

Clasificacion JEL: E32; GO1; L26; M13.

Palabras clave: GEM; determinantes; creacion de empresas; emprendedores na-
cientes; percepciones; entorno; ciclo econémico.

1. Introduction

The GEM Project in Spain has been compiling entrepreneurial data in that coun-
try for more than ten years. This has provided for a rich database of information about
variables related to entrepreneurial activity during different economic times.

This potential of GEM facilitates, among others, the analysis over time of the
ability of different elements to influence that are assumed in the literature to be de-
terminants in the creation and start up of businesses. In particular, if we consider
the evolution of the economy in recent years, which has progressively shifted from
a period of growth to one of contraction and crisis, we feel it is important to inquire
about possible differences in the influence that recognized determinants of entrepre-
neurship may wield in different economic environments.

In this sense, this paper’s purpose is mainly empirical, focused on analyzing the
capacity of some elements of human capital and perception to influence nascent en-
trepreneurial activity, in addition to their evolution throughout the last seven years,
identifying possible differences at different times of the economic cycle.

Its objective, therefore, is to analyze whether different growth and recessionary
environments condition the behavior of the determinants of entrepreneurial activity.
This way, this paper’s contribution derives from the use of an extensive temporal
comparison of influential elements in the individual decision to start a business, with
the conviction that studying entrepreneurial activity within a territory, under objec-
tively different stages of the economic cycle, may contribute to improve the under-
standing of the determinants of entrepreneurship.

2. Entrepreneurial activity and the economic environment
There is broad consensus on the positive role that entrepreneurship plays for ter-
ritorial development (Acs & Audretsch, 2003; Wagner & Sternberg, 2004; Reynolds

et al., 2005; Mueller, 2006; Minniti & Lévesque, 2008), and several studies have
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shown its positive effects in terms of job creation, economic growth, and innovation
(e. g., van Praag & Versloot, 2007; Acs et al., 2008).

This relationship does not only move in one direction, as the set of conditions
that form the setting, and particularly, those that lead to the economic environment,
in turn have a considerable influence on the rate of entrepreneurial activity in the
territory (Reynolds et al., 1994; Carree & Thurik, 2003; Bergmann & Sternberg,
2007).

Thus, rates of entrepreneurial activity may differ considerably between different
territories and between different periods, due to the peculiarities of their environ-
ments (Verheul et al., 2002), and the dynamics of entrepreneurship may be very dif-
ferent depending upon the institutional context and level of development (Acs et al.,
2008).

Several empirical studies show that these different entrepreneurship rates be-
tween regions are affected by economic, cultural, and institutional components, while
inter-temporal differences within the same territory are dominated by influences from
within their own economic environment (Wennekers et al., 2002; Freytag & Thurik,
2007). That is, between different regions, different entry rates of the entrepreneurial
process may largely be explained by their structural characteristics (Naudé et al.,
2008), while from an evolutionary or temporal point of view, within a given territory,
the context shaping the economic environment would be that primarily influential on
the dynamics of entrepreneurial activity (Acs et al., 2008).

The current crisis is bringing change to environmental conditions, which not
only affects existing businesses, but additionally the possibilities of new business
creation and entrepreneurship (Naudé & MacGee, 2009; Gries & Naudé, 2010). In
particular, the last seven years of evolution in the Spanish economy (table 1) have
been characterized by a first stage with some growth until reaching, at the start of
2008, a turning point caused by the international crisis and the peculiarities of the
national situation. After 2008, a series of periods characterized by stagnating and
declining GDP and sustained unemployment rate increases followed one after the
other (figure 1). All this portrays two different stages in the economic cycle: one
expansive stage or that of growth until the end of 2007, with maximum peaks, then
followed by a second recessionary or contracting stage, one that we find ourselves
in yet today.

A progressively worsening situation like that shown by the GDP data is a reflec-
tion of a decline in economic activity, which, regarding entrepreneurship, directly
translates into a reduced need or demand for new businesses, in addition to indirectly
acting by affecting people in their confidence in the expectations when evaluating or
considering putting a business initiative into motion. Naudé & MacGee (2009) argue,
in this sense, that the recession and slowing growth in developed economies reduce
opportunities, causing businesses to fail and fewer new initiatives to be launched, but
the full effect on self-employment may be ambiguous due to reduced opportunity
costs and reduced competition, which, on the other hand, can also facilitate access to
business activity.
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