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ABSTRACT

Purpose: Economic growth is one the most relevant economic objectives for policy
makers. In order to determine the variables that enhance such an objective it is
important to consider different types of entrepreneurial activity. It is also necessary to
consider the level of development and growth of a country to design the proper
economic policy measures, given that entrepreneurship motivations and circumstances
vary from country to country. Therefore, the objective of this study is to analyse the
relationship between entrepreneurship and economic growth, including the role played
by institutions and innovation considering two types of entrepreneurship (necessity and
opportunity) and countries.

Design/methodology/approach: Data analysis of 31 countries with varying levels of
growth and development yielded two large groups — either innovation-driven economies
or efficiency-driven economies —following GEM classification based on the phases set
out by the World Economic Forum. In order to test the hypotheses, a (partial least
squares (PLS)) analysis is carried out to show the existing relationships between the
different variables, specifically: innovation, institutions, entrepreneurship and economic
growth.

Findings: The empirical analysis used demonstrates that innovation positively affects
economic growth and entrepreneurship. In addition, adequate functioning of institutions
is shown to enhance economic growth and opportunity entrepreneurship. Finally, there
is a positive relationship between entrepreneurship and economic growth.

Originality/value: Unlike other studies, different types of entrepreneurship (by necessity
and opportunity) are essential to this analysis of the relationship between
entrepreneurship and economic growth. The country sample was divided considering
some country-specific structural circumstances. Neither aspect is considered in the
literature and should be considered relevant for designing measures to enhance
economic activity.
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1. Introduction

Economic growth is one of the most relevant economic objectives for policy makers, especially

due to the important social benefits derived from a higher level of economic growth, including



employment and welfare. As a consequence of these beneficial effects derived from economic
growth, a great deal of literature has been devoted to establishing the determinants of growth,
especially after the publication of the Solow—Swan model (Solow, 1956; Swan, 1956). Solow
marked the start of the modern era of economic growth analysis. Solow developed an
exogenous growth model that implies that the variables are exogenously determined. The
exogenous technological changes are the necessary condition to improve growth. Economic
policy would have effects in the short-term but not over the long-term. However, the situation
changed dramatically during the 1970s and 1980s with the appearance of endogenous growth
models (Romer, 1986, 1987; Aghion and Howitt, 1998). In opposition to exogenous growth
models these models stated that the variables are endogenously determined and questioned the
convergence hypothesis. Therefore, from the endogenous model perspective, it would be
possible to include new variables in the model apart from traditional variables such as labour
and physical capital. From this new perspective, other types of growth determinants have been
considered, including public capital (Romp and de Haan, 2007) and institutions (North, 1990,
2005). For this reason, policy makers have become interested in designing adequate economic
policy to achieve this objective using two different types of actions (Rodrick, 2005): measures
to ignite economic growth (mainly social reforms) and measures to sustain economic growth
(mainly, long-term institutional policy to maintain productive mechanisms in time of economic

shock).

In this context, among the different variables considered to have a positive effect on
economic growth, three have attracted the attention of many scholars. First, entrepreneurship
activity, following Schumpeter (1950, 1911), creates new industries and relevant structural
changes in the economy, which have positive effects on employment, economic growth and
social welfare. Second, innovation is also a factor to be considered because those new and better
technological processes that are introduced enhance the economic activity, also having a
positive effect on economic growth. It is also relevant to consider the role of the entrepreneurs
in the process, as they must introduce new technologies that they consider adequate for
advancing their activities. For this reason, various studies have analysed the relationship
between entrepreneurship activity and innovation. And finally, institutions are the third variable
to be considered, given that they provide entrepreneurship with the financial resources and
human capital to carry out their objectives and the appropriate legal framework to carry out
entrepreneurship activity (e.g. Thornton et al., 2011; Bruton et al., 2010; Bradley and Klein,
2016).

Due to these reasons, it has become imperative to analyse not only the relationship that
exists between the three variables considered and economic growth but also the influence of

institutions and innovation on entrepreneurship, thus showing a direct and indirect effect



(through their effects on entrepreneurship) on growth. In this analysis, two aspects that are not
usually considered should be noted. Analysing the effects of the different types of
entrepreneurship (opportunity and necessity) on economic growth could reveal if there are
different results and if innovations and institutions influence each other in the same way. This
analysis could also reveal the institutional context in which entrepreneurship activity is carried
out. Some studies (Bjernskov and Foss, 2016; van Praag and Versloot, 2007) show that the
different effects that entrepreneurship has on growth in different countries could be explained

through the institutional context.

In this context it would be necessary to consider that the level of development and
growth of countries play an important role in order to design the economic policy measures
since the entrepreneurships motivations and circumstances are different. Countries with a high
level of growth usually show a higher opportunity entrepreneurship (OE) that is more stable and
durable over time. In addition, institutions usually also show greater dynamism, the human
capital that is promoted through them tends to favour the implementation and development of
innovations, and credit institutions tend to be more dynamic in order to provide the financial

resources that entrepreneurs need to carry out their activity.

Therefore, it is important to conduct an analysis of the variables that affect economic
growth considering country-specific circumstances. The main objective of the study is to
analyse the relationship between innovation and institutions on entrepreneurship and economic
growth, considering two groups of countries: Group A includes innovation-driven economies
that exhibit high values of the motivational index, and Group B consists of efficiency-driven
economies that show low values of the motivational index. Section two considers the
relationship among innovation, institutions, entrepreneurship and economic growth. In section
three an empirical analysis is developed for the case of 31 countries using the partial least

squares (PLS) method. Section four presents the conclusions.
2. Innovation and institutional effects on entrepreneurship and economic growth

Economic growth brings countless benefits to the welfare of society, unsurprisingly making it a
highly targeted area of research. Determining the variables that can enhance it are critical in

adopting corresponding measures.

In this sense, it should be noted that there are two types of actions to achieve this goal
(Rodrick, 2005). First, actions that drive economic growth involve the introduction of reforms.
Second, actions that sustain it require constructing a long-term institutional policy that allows

the economy to resist shocks and maintain the dynamism of production.



Considering the difference, two main groups of policies could be developed (Nissan et
al., 2011). The first group is measures to stimulate economic growth. In this case, it is important
to create an appropriate behavioural environment to take advantage of the returns and positive
effects of the investment process. Some of the main variables to be considered are innovation

process, the increase of human capital, reduction of tax burden and macroeconomic activity.

The second group consists of measures to sustain economic growth. In this case it is
necessary to create appropriate institutions that facilitate and improve the market activity to
avoid economic shocks (Acemoglu et al., 2001). The rule of law, the defence of property rights

and access to credit are the main variables to take into account.

Traditionally, research has focused on the relationship between innovation and
entrepreneurship (e.g. Schumpeter, 1911, 1950). Schumpeter considers entreprenecurship activity
as implying innovation through the introduction of a new product, organisation or process,
generating a destruction process. One of the results of this innovation process is the creation of
new industries that cause relevant structural changes in the economy (Baregheh et al., 2009;
Mas-Verdu et al., 2010; Romero-Martinez et al., 2010). Drucker (1998) points out that
innovation is at the heart of entrepreneurship activity and it is due to innovation that many
entrepreneurs carry out their activity. From this point of view, the innovation process would
enhance their activity, creating a feedback effect such that entrepreneurs innovate and the
innovations stimulate other entrepreneurs to carry out their activity (De Cleyn and Braet, 2012;

Zortea-Johnston et al., 2012).

Furthermore, some authors have also considered the relevance of innovation on
economic processes and especially its effects on economic growth. From the modern economic
growth perspective firms can achieve greater levels of success due to the globalisation process,
and innovation can make it possible to take advantage of the positive effects of such a process.
Technological diffusion and the catch-up process are some of the main aspects that have been
considered in the modern economic growth literature (Galindo and Méndez-Picazo, 2013). In
this context, it is important also to emphasise the role of the entrepreneurs because they
introduce the innovations in the productive process. They have to avoid unwise risk when they
make the decision to incorporate new technology into their firms, considering the positive and
negative effects of the decision (Autio ef al., 2014). Thus, they also have an indirect effect on
the economic growth process through their decisions on innovations.

But these decisions and activities are developed in an environment in which institutions
play an important role. Acemoglu et al. (2005a, p. 386-387) state that institutions determine the
incentives for and constraints on economic agents to develop their activity and the decisions

adopted by them that would have effects on economic growth. Therefore, institutions have an



important role to play in the enhancement of economic outcomes through the distribution of
resources derived from their activity (Elert and Henrekson, 2017; Alam et al., 2019).

In our case, institutions must provide the adequate incentives to entrepreneurs, so that
they are willing to continue developing their activity and expand it (Lim ef al., 2016; Bosma et
al., 2018; Dilli et al., 2018). This is achieved by increasing employment in the country and
providing more quantity of goods and services with the beneficial effect on economic growth
that would facilitate a better distribution of income. This is achieved basically through the rule
of law and protecting private property.*

This protection is important for those entrepreneurs that try to develop their businesses
and are willing to invest their capital. Without such protection, they would be more willing to
use their resources in more secure places (gold, land, etc.) than to create new jobs (Autio et al.,
2014; Tomaszewski, 2018). Thus, there would be a negative effect on the standard of living of
society. The introduction of new technologies through investment makes products more
competitive creating an additional stimulus for entrepreneurs to expand their activity. Likewise,
institutions can facilitate the improvement of human capital that is necessary to generate and
take advantage of technological advances that make companies more competitive.

However, it is necessary for institutions to include some characteristics to facilitate the
achievement of such positive effect on economic growth (Acemoglu, 2003, p. 27). First, they
must enforce the property rights for a broad section of society. Second, they must constrain the
actions of some pressure groups, elites as well as politicians, to avoid actions that could damage
property rights (for instance to expropriate incomes). And, finally, they must introduce degrees
of equal opportunities for broad segments of the society so that more individuals can participate
in productive economic activities. One way this goal is achieved is by facilitating access to a
better human capital formation.

In this field, as in the case of innovations, entrepreneurs play an important role because
they have to make their decisions in an environment that must be adequate and favorable to
carry out their activity. For this reason, it is relevant to consider the relationship between
innovation and institutions on entrepreneurship and also on economic growth (Simén-Moya et
al., 2014; Boudreaux, Nikolaev and Klein, 2019).

When contemplating entrepreneurship activity it is necessary to consider the different
motivations when carrying out this activity (Fairlie and Fossen, 2018). According to the Global

Entrepreneurship Monitor (GEM; Kelley et al., 2012) there are three types of motives. First, the

! For studies of the relationship between institutions and economic growth, see Acemoglu and Robinson
(2008), Justesen and Kurrild-Klitgaard (2013), Sirowy and Inkeles (1990) and Przeworski and Limongri
(1993). For studies of the relationship between institutions, entrepreneurship and economic growth, see Acs
et al. (2018), Bosma et al. (2018) and Urbano et al. (2019).



net use of a business opportunity is conceptualised as OE. Second, the need for entrepreneurs to
create their own position in the absence of other work alternatives is named necessity
entrepreneurship (NE). Finally, other reasons and intermediate situations are known as
entrepreneurship for other reasons. Along with the previous ones, recently an additional index
has been calculated: the motivational index. This index is a ratio between OE and NE, so that
the greater the value of the index the greater the motivation by opportunity (Kelley et al., 2012;
Singer et al., 2018).

Therefore, specialised literature has focused on analysing the relationship between
institutions, innovation and economic growth, as well as the relationship between the first two
variables and entrepreneurship, in both cases independently. However, it is interesting to
analyse all these interrelationships in the same empirical analysis, taking into account the type
of entrepreneurship, since the characteristics and objectives of NE are different from those of
OE. It is important to know, in order to design a policy that favors growth, if there is any
difference in the relationships among the variables, so that the measures to be taken may be
modified according to the type of entrepreneurship. However, it is also relevant to develop the
study by grouping countries, as they may present some kind of circumstance that involves
applying different measures. Considering the above, the hypothesis to be tested would be the
following:

H1: The countries that exhibit greater innovation present greater economic growth.

Innovation increases countries’ competitiveness thanks to the improvements in the
goods and services produced. In addition, an adequate human capital that can assimilate,
implement and when possible, develop these innovations is necessary for enhancing
entrepreneur capabilities (Alpkan et al., 2010; Chilton and Bloodgood, 2010; Ho ef al., 2011).
In the latter case, institutions play an important role in improving human capital, having an
indirect effect on growth (e.g. Cameron, 1996; Rosenberg, 2006; Hasan and Tucci, 2010;
Andergassen, et al., 2017; Malecki, 2018; Potts, 2019; Risso and Sanchez, 2019).

H2: A suitable functioning of institutions contributes to economic growth.

A positive effect of institutions on economic growth is mainly achieved through the rule
of law and the protection of property rights (Acemoglu et al., 2005b; Bahmani et al., 2012;
Nissan et al., 2011). As already indicated, they also favour growth indirectly through
institutions aimed at developing human capital and credit institutions that provide the funds that
entrepreneurs need.

H3: Opportunity entrepreneurship occurs when the quality of institutions is higher.

The institutions introduce incentives for entrepreneurs to perform and develop
their activities through measures to increase competition, reduce bureaucracy, improve
communications between markets and so on (Autio et al., 2014; Aparicio et al., 2016, Dilli et

al., 2018). Therefore, countries that have a legal framework that guarantees the protection of



property and economic and market freedom would have a positive effect on investment and
entrepreneurship (Mendez-Picazo et al., 2012; Kaufman et al., 2014; Eldomiaty, ef al., 2019).

Nonetheless, governments use regulations and bureaucracy to implement different
public policies in order to achieve certain aims for society that would not be reached without the
imposition of obligations, such as the correct functioning of markets, equal conditions for
companies and financial institutions competing in the single market and the safeguarding of the
interests of workers and consumers. Regulations and legal formalities can become a problem in
the current socio-economic environment, as they can hinder innovation or create obstacles that
limit trade and investment, and, in short, hamper economic efficiency, leading to lower levels of
economic growth (Autio and Fu, 2015; Bosma et al., 2018; Chowdhury, et al., 2019).

This is of vital long-term importance because these costs reduce financial reserves and
scale companies down, increasing their vulnerability in the face of economic difficulties,
limiting opportunities for growth and the generation of employment copious (Jacob, and
Michaely, 2017; Chambers and Munemo, 2019).

H4: There is a positive relationship between entrepreneurship and economic growth.

Numerous studies show this positive relationship (Acs et al., 2012; Alpkan et al., 2010;
Audretsch, 2005; Audretsch and Keilbach, 2004a,b; Galindo and Méndez, 2014; Méndez-
Picazo et al., 2012). Thanks to the activity of entrepreneurs, production is greater and
employment also increases, which means a greater demand that leads to greater economic
growth.

H5: Innovation has a positive effect on entrepreneurship.

Entrepreneurs set profit forecasts as a precondition for innovation decisions. From
Schumpeter's point of view (Schumpeter, 1911) an entrepreneur in a better situation would
achieve higher profits; that is, an improvement of the product thanks to the innovation process
creates a better position for the entrepreneur, who then has the opportunity to achieve higher
profits (e.g. Schmitz et al., 2017; Ferreira et al., 2017; Mazzarol and Reboud, 2017; Herrera et
al., 2018; Malerba and McKelvey, 2019). Innovation performs this function. In this sense it is
also interesting to consider Drucker’s (1998) perspective. From his point of view innovation is
at the heart of entrepreneurship activity, and it is due to innovation that many entrepreneurs
carry out their activity. In those countries with high levels of economic activity new business
opportunities arise more frequently, so entrepreneurs can access new markets by supplying
products (Castaio ef al., 2015). Innovation facilitates this possibility, thereby increasing

entrepreneurs’ interest in introducing new technological processes (Galindo and Méndez, 2014).

3. Empirical analysis
The empirical analysis includes 31 countries that exhibit different levels of growth and

development and that can be classified into two groups: (a) innovation-driven economies and



(b) efficiency-driven economies, following GEM classification based on the phases established
by the World Economic Forum (Kelley et al., 2012, p. 14):

(a) Innovation-driven economies are the most developed. In this phase, businesses are
more knowledge-intensive, and the service sector expands. The main difference is that these

economies are based on knowledge and innovations activities.

(b) Efficiency-driven economies are increasingly competitive, with more-efficient
production processes and increased product quality. At this level of development, economies are
characterised by higher education and training; goods market efficiency; labour market

efficiency; financial market sophistication; technological readiness and higher market size.

(c) Factor-driven economies — which are excluded from this study — are the least
developed. They are dominated by subsistence agriculture and extraction businesses, with a heavy

reliance on (unskilled) labour and natural resources.

Traditionally, the motivations that drive entrepreneurial activity have been analysed,
differentiating between economic motivations from social or psychological motivations. The
former primarily seek income or benefits, whereas the latter have more diverse motivations such
as the searching for autonomy and independence, having control of own’s own work, taking full
advantage of one’s own abilities, being socially useful, acquiring a better social status and gaining
recognition of achievement (Van Praag and Versloot, 2007; Oosterbeek, et al. 2010; Lee, et al.
2011; Barba-Sanchez and Atienza-Sahuquillo, 2018).

The GEM observatory measures the motivation behind each entrepreneurial activity,
distinguishing three types of motivation: net exploitation of a business opportunity, known as
opportunity entrepreneurship; the need to create one’s own employment in response to the lack
of other job alternatives, which is referred to as necessity entrepreneurship; and other motivations
and situations which fall somewhere between the other two, known as entrepreneurship for other
reasons. Together with the previous indicators, another has recently begun to be measured, which
is the “motivational index”. This index measures the relation between OE and NE, where the

higher the score on the index, the greater the opportunity motivation (Kelley, ef al. 2012).

Some studies have looked for links between both classifications. For example, necessity
entrepreneurs have essentially economic motivations — they need to generate their own job to earn
enough money for survival and sustenance (Block, ef al. 2015; van der Zwan et al. 2016; Nasiri
and Hamelin, 2018). However, opportunity entrepreneurs create a business to take advantage of
new business opportunities not yet exploited by existing companies. Therefore, this type of

entrepreneurial activity is influenced by motivations of various kinds such as increasing income,



better social status and professional prestige, being one’s own boss, and creating new products

and services.
From this perspective, two groups are considered:

Group A includes innovation-driven economies and countries that exhibit high
motivational index values: Australia, Belgium, Canada, Denmark, Finland, France, Germany,
Ireland, Italy, Japan, Luxembourg, Netherlands, Norway, Spain, Sweden, Switzerland, United

Kingdom, United States.

Group B are efficiency-driven economies that exhibit low motivational index values:
Argentina, Brazil, Bulgaria, Colombia, Croatia, Ecuador, Indonesia, Latvia, Panama, Peru,

Poland, Slovak Republic, Uruguay.

In order to test the hypotheses, a Partial Least Squares (PLS) analysis is carried out to
show the existing relationships between the variables of innovation, institutions, entrepreneurship

and economic growth.
3.1 Methods and data.

PLS path modelling is a variance-based technique recommended at an early stage of theoretical
development in order to test and validate exploratory models (Henseler ef al., 2009). According
to Barclay et al., (1995), this covariance structure model enables the researcher to deal with the
measurement errors. This is fundamental when the variables of interest are latent and must be
operationalised through other measurable variables; In short, the goal is to combine a priori
theoretical knowledge and hypotheses with empirical data. This is even more appropriate with a
small sample. The models are complex and causal and require no multivariate normality, which
is advantageous when resolving multicollinearity problems. They also yield consistent parameter

estimates.

PLS focuses on analysing the relationships between the latent variables (inner model).
However, latent variables are measured by means of a set of observed variables or indicators. In
a reflective measurement model, the relationships between latent variables and its indicators
(outer model) involve paths from the former to the latter. This technique is useful when concepts
are abstract or when the current knowledge or data allows only imperfect empirical

representations of them.

In addition, the absence of normality and the predictive orientation of the proposed model
recommend the estimation of this model of structural equations under the partial least squares
(PLS) methodology (Chin et al., 2003; Becker and Ismail, 2016). This is one of the most used

methodologies when the cause-effect relationships need to be analysed.



Table 1 shows the definition of each indicator included in the proposed latent variable

model.

Table 1. Definition of variables
LATENT VARIABLE
Economic Growth (Y)

Opportunity entrepreneurship (E0)

Necessity entrepreneurship (EN)

Innovation (INN)

Institutions (INST)

Unemployment rate (U)

INDICATORS
GDPgrowth: GDP Growth Rate (World Bank, 2018)

OPP: Opportunity-driven (% of TEA) GEM (Global
Entrepreneurship Monitor (GEM), 2018)

OPPmean: Mean of Opportunity-driven (% of TEA) to
2014-2016 GEM (Global Entrepreneurship Monitor
(GEM), 2018)

NEC: Necessity-driven (% of TEA) GEM (Global
Entrepreneurship Monitor (GEM), 2018)

INV1: Product is new to all or some customers and
few/no businesses offer the same product GEM (Global
Entrepreneurship Monitor (GEM), 2018)

INV2: Strong international orientation of entrepreneur,

more than 25% of customers from outside country GEM
(Global Entrepreneurship Monitor (GEM), 2018).

PR: Property rights are effectively enforced and
enshrined in the Basic Law. Commercial and company
laws uphold the sanctity of contracts (Heritage
Foundation, 2018).

JE: Legal frameworks that work well are essential to
protect the rights of all citizens against the illegal acts of
others, including governments and powerful private
parties. Judicial effectiveness requires efficient and fair
judicial systems to ensure that laws are respected in their
entirety and appropriate legal action (Heritage
Foundation, 2018).

BF: Business freedom is well protected within an
efficient regulatory framework. Transparency encourages
entrepreneurship, and the overall environment is
conducive to the start-up of businesses (Heritage
Foundation, 2018).

Unemployment total (%total labour force) (World Bank,
2018)



The estimate was conducted using the partial least square (PLS) method with the
SmartPLS 3.0.M3 program (www.smartpls.de). The results obtained for the sub-model confirmed

the choice of indicators as shown in the next section.

3.2 Results and Discussion

Figure show the path models. These diagrams represent the relationship among latent variables
and the results of the estimation for each group (Hair, et al. 2011, 2016). A PLS path model
consists of two elements: (a) the structural model or inner model represents constructs (circles)
or latent variables and the relationship between exogenous and endogenous variables, and (b)
measurement models or outer models of the constructs and the indicator variables (rectangles).

In Figure 1 the results of Group A are included. The factor loadings in the reflective
measurement models must be greater than 0.70. This is the level at which 50% of the variance of
the indicator is explained by its factor (Hair et al., 2016). As can be seen all the loadings of the
indicators are over (.7 to the estimation of Group A. However, in the case of Group B, Figure 2,
the value of the indicator JE is lower than 0.7.

In order to analyse the mean degrees of fit to the structural model, Nagelkerke R2
coefficients associated with latent variable regressions only in the endogenous constructs are used.
R? indicates the construct variance explained by the model, and all endogenous latent variables
with values greater than 0.1 means that there is an acceptable fit to the model (Falk and Miller,
1992). The model analysed presents an acceptable fit in the case of the latent variables of
institutions, innovation, entreprencurship and economic growth (see Table 2) in both groups of
countries.

Figure 1. Model estimated to group A
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Figure 2. Model estimated to group B
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Table 2. Reliability and validity of the measurement models

Gruop A
EN

EO

INN
INST

Group B
EN

EO

INN
INST

Cronbach's Composite Reliability Average
Alpha Variance
Extracted (AVE)
0.885 0.945 0.896
0.916 0.959 0.921
0.553 0.757 0.621
0.868 0.919 0.791
1.000 1.000 1.000
1.000 1.000 1.000
0.960 0.980 0.961
0.835 0.923 0.856
0.474 0.754 0.609
0.697 0.691 0.503

R Square

0.458
0.188

0.423

0.670
0.336



U 1.000 1.000 1.000
Y 1.000 1.000 1.000 0.529

The internal consistency of each variable is measured using Cronbach’s alpha and
composite reliability values; both measures must be over 0.70. The following range of Cronbach’s
alpha values are conventionally used to interpret the consistency of scales (Nunnally and

Bernstein, 1994; Barclay et al., 1995; Wong, 2013).

Convergent validity is assessed by the average variance extracted (AVE), with a
minimum value of 0.50 being considered acceptable (Chin, 1998; Fornell and Larcker, 1981),
which means that the factors must explain more than half the variance of their respective
indicators. In this case, a value below 0.50 means that the error variance is greater than the
explained variance. In our model, all the constructs have an AVE higher than 0.5. Thus, we can
conclude that the estimates of both country groups have an acceptable level of reliability and

validity.

Significance cannot be calculated conventionally using PLS and hence the bootstrapping
technique must be used. This technique analyses the significance of the relationships between
variables. Figure 1 and 2 shows that all relationships among variables are significant, (p-value *
=p <10%; **=p <5%; ***=p <1%). In most settings, researchers choose a significance level of
5%, which implies that the p values must be lower than 0.05 in order to render the relationship
under consideration significant. When researchers are very conservative or strict in their testing
of relationships, the significance level is set to 1%. In studies that are exploratory, however, a

significance level of 10% is commonly used (Hair et al., 2016, p. 153).

After conducting our own analysis, our estimations indicate that hypothesis 1 is
confirmed. The data show that there are positive and significant correlations between innovation
and growth in both groups of countries (Figures 1 and 2). However, it should be noted that the
value shown in the case of the countries of Group A (0.609) is greater than that of the Group B
(0.228). This result could mean that opportunity entrepreneurs are more interested in product
innovation and internationalisation of their activities than necessity entrepreneurs, possibly
because opportunity entrepreneurs plan to maintain their activity over time and not abandon it
when the economic situation improves, as happens in the case of necessity entrepreneurs.
According to Wennekers et al. (2005), opportunity entrepreneurs takes advantage of new business
opportunities and are typified by those who most frequently innovate and who have the best
business outcomes (Wennekers et al., 2005). Casson (1982) and Shane and Venkataraman (2000)
define entrepreneurial opportunities as situations in which new goods, services, markets and
organisational methods can be introduced through the formation of new means, ends or means-

ends relationships. Therefore, the results obtained indicate that in Group A there is a greater



positive correlation between innovation and growth (H1) and innovation and entrepreneurship
(H5). These results would verify the previous theoretical approaches, since the Group A
entrepreneurs are more dominated by opportunity than Group B entrepreneurs. Hypothesis 2 is
also supported, since in both groups there is a positive correlation between the proper functioning
of institutions and growth, exhibiting similar values in both groups (0.047 and 0.042,

respectively).

Regarding the relationship between entrepreneurship and institutions (hypothesis 3), the
data indicate that there is a positive correlation of 0.223 for the countries of Group A and 0.604
for the countries of Group B (Castafio-Martinez et al., 2013; Vokoun and Daza Aramayo, 2017).
Therefore, an adequate functioning of the institutions stimulates the entrepreneurial activity by
opportunity. In other words, as institutions guarantee the defence of property rights and efficient
regulation that stimulates entrepreneurial activity, OE concomitantly increases. In addition, in
Group B this correlation is higher, indicating that economic policies that guarantee business
freedom and property rights should generate direct positive effects on entrepreneurial activity but

a positive indirect moderating effect on economic growth.

Despite the above, we must take into account the existence of a negative correlation with
NE in both groups: Group A (-0.231) and Group B (-0.663). Perhaps one of the explanations for
this negative correlation is related to characteristics of opportunity entrepreneurs, who attempt to
implement a business idea that they consider would have growth potential and therefore long-
term value. This would presumably lead to more dependence on institutions, given that
opportunity entrepreneurs understand that their activities must be supported by a more efficient
and effective institutional environment. In contrast, necessity entrepreneurs seek to solve an
immediate problem (loss of job, for example) until they find a stable replacement. They
understand that institutions are not only unlikely to support short-term profitability, but such a

route can also lead to discouraging bureaucratic obstacles.

Hypothesis 4 is also confirmed because OE — Group A (0.157) and Group B (0.907) —
and NE — Group A (0.223) and Group B (0.354) — generate positive effects on economic growth
(Figures 1 and 2; Doran et al., 2018). Furthermore, these correlations are greater in the countries

of Group B, hence the important role of entrepreneurs in the growth strategy of these countries.

Finally, it is observed that there is a positive relationship between innovation and
entrepreneurship, confirming hypothesis 5. However, there are differences in the groups of
countries considered. In the case of OE, innovation shows a greater correlation in the countries
of Group A (0.168) than in Group B (0.081). The opposite occurs for NE: Group A (0.013) and
Group B (0.116). This result may be because OE dominates in Group A, whereas NE

predominates in Group B, as previously mentioned.



In addition, in the direct positive effect between innovation and growth, there are two
positive indirect moderating effects through OE and NE. The first indirect moderating effect is
greater because the correlation between innovation and OE is greater in the two groups.

4. Conclusions
Economic growth is one of the important economic policy objectives due to the beneficial effects
in terms of social welfare. Therefore, it is important to determine the variables that enhance
economic growth. Two types of actions can be considered: policies that stimulate economic
growth and policies that sustain economic growth. To stimulate economic growth, an adequate
behavioural environment in which innovations play an important role is necessary to take
advantage of the beneficial effects inherent to that environment. To sustain economic growth,
institutions play an important role because an adequate rule of law, defence of property rights and
so on facilitate and improve market activity.

In this sense, entrepreneurship activity plays an important role in both cases, in order to
introduce and to develop innovations to improve his activity, as well as to promote economic
growth. The two types of entrepreneurship, OE and NE, then become ever more salient. The
former implies the intention to maintain the activity over time, and the latter tends to disappear
when the economic situation improves.

Therefore, it is important to analyse the existing relationship between the variables of
entrepreneurship, innovation, institutions and growth, while taking into account the circumstances
of the countries. Thus, our sample of countries was divided into two groups: Group A, innovation-
driven economies, where OE predominates; and Group B, efficiency-driven economies, where
NE predominates.

Regarding the relationship between institutions and entrepreneurship, the role played by
regulation must be considered. Inefficient and excessive regulation is generally considered to be
associated with less efficient market results, having a negative effect on entrepreneurial activity
(Djankov et al. 2010). In addition, Djankov et al. (2002) showed that stricter regulation is
associated with greater inefficiency of public institutions, leading to greater corruption and a
more submerged economy.

The results obtained in the empirical analysis show that adequate regulations that
guarantee the protection of property rights and business freedom would stimulate OE and
economic growth. Correspondingly, the political decision makers should design economic
policies that guarantee the proper functioning of markets and the guarantee of property rights,
especially since excessive regulations are associated with negative results such as greater
informality and corruption (Audretsch et al. 2006; Klapper et al. 2009; Klapper and Love 2011;
Motta et al. 2010). Clearly defined regulation and equal access to property rights are essential to

allow companies to expand their operations, given that the protection of property rights is



associated with greater investment, better access to finance and increased productivity and
economic growth (World Bank, 2019).

Innovation also has a positive relationship with entrepreneurs and growth. Measures
aimed at fostering innovation (tax cuts, promotion of R&D, etc.) will stimulate entrepreneurial
activity because they allow entreprencurs to adapt to environmental changes faster than large
organisations can because of agility and rapid decision making while helping entrepreneurs to
compete better in the market (Rosenbusch ef al. 2011). From this point of view, we must also
consider that adequately prepared institutions and greater innovations not only encourage
overall productivity and economic growth through creating competition in the market (Klapper
et al. 2006; Djankov et al. 2002), but also favour entrepreneurship and economic growth
(Aghion et al., 2009; Black and Strahan, 2002 and Hause and Du Rietz, 1984). Thus, younger
companies contribute much more to job creation than more mature companies (Ayyagari et al.
2011; Haltiwanger et al. 2010). From this perspective, actions by institutions aimed at
improving this entrepreneurial activity and the social climate (educational improvement, better
income distribution, etc.), would favour entrepreneurship and through it the correlated economic
growth.

The empirical analysis presented here considers two groups of countries, indicating that
in both cases the institutions and innovations show a positive effect on growth, thus confirming
the results in the specialised literature. Moreover, in both cases, the policies designed to
stimulate the generation and implementation of innovations would be beneficial, as well as the
introduction of measures to improve the functioning of institutions. The same result has been
obtained in the case of both types of entrepreneurs considered, showing a positive relationship
with the objective of economic policy. Also, innovations would have a positive effect on both
types of entreprencurship. Thus, the measures adopted to encourage innovation would also
foster entrepreneurship and indirectly stimulate growth.

However, the empirical analysis also shows that there are some important differences
between the different groups of countries. First, entrepreneurship activity causes positive effects
on the economic growth of both groups of countries, although the correlation is greater in the
countries of Group B. Second, the adequate functioning of institutions has positive effects on
growth and OE, but the correlation is negative in the case of NE. And third, the correlation
between innovation and OE is greater in Group A.

This would imply that it would be necessary to improve the functioning of institutions
to promote NE activity, by reducing bureaucratic obstacles and introducing regulations that
facilitate the generation of entrepreneurial activity. However, institutions can also play an
important role by influencing through of actions on human capital so that the relationship

between OE increases with respect to NE.



Finally, it should be noted that the study presents some limitations, such as the number
of countries in the sample, especially in the case of Group B, which should be increased for
future studies. In addition, the inclusion of qualitative variables, such as level of bureaucracy,
could give us more information about potential impacts on institutional behaviour. It would also
be of interest to introduce variables related to social relations, such as trust and rule of law.
Thus, this study opens new lines of research, which would benefit from the inclusion of new
groups of countries, as well as the incorporation of both quantitative and qualitative decision

variables.
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