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Abstract  

While research on institutional quality and entrepreneurship has consolidated over the last decade, 

the role that politically connected entrepreneurship (PE) plays in the perception of economic actors 

abo the quality and a rate of entrepreneurial activity in their cities remains unanswered. The origin 

and nature of PE are heterogeneous, and it is associated with economic activity in a strong formal 

and informal cooperation with local and national governments to access resources in a privileged 

way. This study uses primary data from 1729 economics agents surveyed in seventeen cities in 

East and South-East Europe as well as Balkans and Central Asia. In order to better understand the 

consequences of PE, one should look at how it moderates the relationship between access to capital 

for entrepreneurs and the outcomes of entrepreneurial activity. We find that politically connected 

entrepreneurship may limit access to debt finance by other – non-politically economic actors, in 

particular in countries with a high level of corruption and market uncertainty. PE does not affect 

equity capital availability for entrepreneurship. Important policy implications are discussed for 

developing productive entrepreneurship in cities in emerging and developing economies.  

 

Keywords: politically-connected entrepreneurship, debt finance, equity finance, city, 

entrepreneurship  

 

1. Introduction 

More than fifty years ago, Baumol (1968) stated: “Trying to understand entrepreneurship without 

considering entrepreneurs is like trying to understand Shakespeare without including Hamlet in 
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the discussion” (p.67). Those words proved prophetic. We add here the following: ignoring today 

the presence and the significant role of politically connected entrepreneurs (PE) in the regional 

economies would be a major and costly omission. 

Entrepreneurial behavior has an economic impact, but “not everything labeled as 

‘entrepreneurial’ is desirable” (Sauka & Welter, 2007: 88); entrepreneurship is not always 

positive and developmental “by nature” (Baumol, 1990; Desai & Acs, 2007; Desai et al., 2013; 

Wasilczuk & Stankiewicz, 2017). 

The subject of politically connected entrepreneurship is complex and elusive. In practice, it 

comprises many facets: highly profitable contracts with state institutions using tricky ways to 

avoid the radars of legislation; privileged access to financing, blocking other entrepreneurs who 

are direct competitors using the informal network in the local or national government; lobbying 

for laws or decisions that favour interests of specific entrepreneurs related to authorities. With 

the realms of the accumulating body of research, some scholars have suggested that by engaging 

in political activities such as lobbying for preferential regulations and policies, firm can shape 

the environment to their benefit and risk exposure (Baron, Neale, & Rao, 2016; Doh, Lawton & 

Rajwani, 2012; Wrona & Sinzig, 2018). For instance, Faccio (2010) documents that politically 

connected firms enjoy important financial privileges such as low tax rates, excessive market 

share and can raise more leverage compared to their non-connected counterparts. Some other 

studies have demonstrated that political connection reduces the cost of equity (Boubakri et al. 

2012a) and cost of debt (Chaney et al., 2011). Evidence suggests that politically connected firms 

have preferential access to debt financing (Backman, 1999). 

While politically connected entrepreneurs may also have privileged access to bank loans 

(Khwaja and Mian, 2005) and government contracts (Agrawal and Knoeber, 2001; Duchin and 



 

 

Sosyura, 2012), the economic effects of PE have been rarely discussed. The relevant work 

underlining this phenomenon include DiLorenzo (2005), who argued that “a political 

entrepreneur succeeds primarily by influencing the government to subsidize his business or 

industry, or to enact legislation or regulation that harms his competitors” (p.111), which was also 

seen as a wealth destruction factor on a long-term basis. That said, PE may also play a prominent 

role in attracting foreign investors in local joint ventures, often preferred by a foreign investor 

due to their strong political and financial connections, blocking the access of other legitimate 

players to the market (DiLorenzo, 2016). We define politically connected entrepreneurship as the 

process of creating or seizing an opportunity where a business owner-manager is a direct family 

member (i.e., father, mother, spouse, son, etc.) of anyone in the local or national government or 

has a publicly known friend of anyone in the government or known members of political parties.  

This relationship enables economic activity in a strong formal and informal cooperation with the 

local/national government to access economic resources privileged compared to other 

entrepreneurs.  

 In a context of evolving institutions in emerging and developing economies, it has been a 

glaring omission that the studies have not measured the risks and the economic outcomes of 

weak and unstable formal institutions and societal values and what politically-connected 

entrepreneurship may use as a mechanism to disrupt the economic development and 

entrepreneurship activity in a region. Faccio (2006), Boubakri et al. (2012a), and Guedhami et 

al., (2014) argue that political connections are more prevalent in the presence of weak legal 

institutions, weak regulatory and institutional environments, and widespread corruption.  

Against this background, we develop two research questions: i) How are politically connected 

entrepreneurship related to entrepreneurial activity quality and rate? ii) how the relationship 



 

 

between the availability of equity and debt capital for entrepreneurs and the quality and rate of 

regional entrepreneurship activity can change with the perceptions of politically connected 

entrepreneurs in a region. 

Study by Morck, Stangeland and Yeung (2000) of the political influence of billionaires across 41 

countries showed that billionaire heirs are often successful in creating economic and legal 

barriers to competition by restricting access to cap.  

Our main finding is that politically connected entrepreneurship interrupts debt financing limiting 

access to financial resources by entrepreneurs without networks with the government. At the 

same time, particularly for cities in developing economies, politically connected 

entrepreneurship can become a threat to other rent-seeking businesses. In a system when 

informal institutions dominate and institutional trust is lacking. (Webb et al., 2020) PEs will use 

their links with authorities to attract external capital, including VC and bank loans, to facilitate 

market entry. 

The paper is organized as follows. In the next section of the paper, we unpack the empirical 

literature on politically connected entrepreneurship. In the third section, we present the research 

design. The fourth section presents some of the empirical evidence. The fifth 

section discusses the main findings and limitations of the paper and concludes. 

 

2. Literature review 

2.1. Defining politically connected entrepreneurship  

Entrepreneurship has been defined as “the process of creating or seizing an opportunity and 

pursuing it regardless of the resources currently controlled” (Fayolle, 2007: 37), with 

entrepreneurship being growth-oriented and aiming to achieve high productivity (Stam, 2015; 



 

 

Stam & van de Ven 2019). In this context, the key question concerns the economic activities 

which entrepreneurs pursue to create value, Baumol (1990, 1993) points on the necessity to 

distinguish between “positive” or “negative” activities, activities that are “honest, moral, fair” vs. 

activities that are “destructive to society, based on semi-formal access to resources.”  

Baumol (1990) described productive entrepreneurship as wealth-creating activity and 

unproductive entrepreneurship as a redistributive activity. Destructive entrepreneurship is 

defined by Desai et. al. (2013: 22) as being wealth destroying (such as the destruction of inputs 

for production activities). Destructive entrepreneurship includes also but is not limited to, illegal 

and criminal activity, as well as various forms of corruption (Sauka, 2008). In our opinion, 

“entrepreneurial” activities such as drug dealing, prostitution and trafficking in persons, rackets, 

blackmail cannot be considered entrepreneurial ventures. They are an extreme nuisance, 

conducted often with the complicity of state institutions, but, we consider, they must not be 

included in the free initiative category.  

There is disagreement about what drives productive entrepreneurship activity that an 

entrepreneurial ecosystem can develop and prosper (Spigel & Harrison, 2018). Murphy, Shleifer 

and Vishny (1991) also distinguish between different entrepreneurship types (starting firms that 

innovate and foster growth) and rent-seeking (redistributing wealth and reducing growth).  

The term “political entrepreneur” has been first mentioned by Burton W. Folsom Jr. (1993) in his 

book The Myth of the Robber Barons. Among the classic papers on the subject, different 

meanings for “political entrepreneurship” can be observed. We strongly agree with the 

perspective of those researchers who consider PE “the negative character”, quite the opposite of 

what we commonly understand by “the market entrepreneur” (Folsom, 1993; Younkins, 2002; 

DiLorenzo, 2005). Studies that shed light on the concept of political entrepreneurship are Salerno 



 

 

(2011) who claims that “politically-connected entrepreneurship” is usually a metaphor for rent-

seeking, and Folsom (1993), who distinguishes between political entrepreneurs, who run 

inefficient businesses supported by government favors, and market entrepreneurs, who succeed 

in facing vigorous competition. Other scholars specialists refer to political capital as a variation 

of social capital (Bourdieu, 2002) that can be used to grab entrepreneurial opportunities. 

However, Nee and Opper (2010) state that political capital has the additional characteristic of 

being connected to political power and in this way, it is rooted in institutional structure. Political 

capital could be the combination of other types of capital, corresponding with “the arena within 

which it is utilized”. (Brown et al, 2021, p.14) 

Faccio (2006, p. 369) identified politically connected firms if“at least one of its large 

shareholders (anyone controlling at least 10 percent of voting shares) or one of its top officers 

(CEO, president, vice-president, chairman, or secretary) is a member of parliament, a minister, or 

is closely related to a top politician or party.” However, the most recent studies of Habib et al. 

(2018) argue that Faccio’s (2006) definition fails to reflect the diversity of the nature of political 

connections between business and the government.  

We consider that politically connected entrepreneurs drawing on Faccio (2006), which is present 

in many ways within the institutional context mainly in developing and transition economies, but 

also can be noticed in the developed countries such as the United States, where politically 

connected firms can lobby the contracts of military procurement, oil and gas exploration and 

other (Goldman, Rocholl, So, 2013).  

Political connections are more pronounced in countries with weak legal systems and high levels 

of corruption and the benefits of political connections are dependent on specific country-level 

characteristics (Faccio, 2006; Faccio, 2010, Chen et al., 2011; Boubakri et al., 2013). More 



 

 

specifically, Banerji et al. (2016) argued political connections depend on each country's political 

environment, economic and legal settings, affirming the earlier finding of Boubakri et al. (2008), 

where the authors suggested that political connections are more prevalent in lower judicial 

independent countries. 

Political entrepreneurs may inherit some of the characteristics of different types of Baumol’s 

(1990) entrepreneurs, while pursuing the market opportunity is intrinsically connected with the 

political support and informal connections to influence the government to subsidize his business 

or industry and increase PE’s profits. Given that political entrepreneur is conditional on the 

existence of informal networks and the link to the government, it may rather exhibit a “hit and 

run mentality” as policymakers in the office are usually limited to four or five years between 

elections. 

In layman terms, a PE is an individual who uses her or his political connections as a direct 

relative or being a friend with local and national authorities to leverage resources and lobby for 

the privileged treatment of business (e.g. subsidies, “fat” contracts). Pes will find the loops in 

legislation, which they use, including corrupting authorities for “financial engineering”, or 

speculate on “inside-information” via information leaks from the government, easing take-overs 

at bargain prices. Political entrepreneurs seek and receive help from the state and, therefore, it is 

sometimes not regarded as a true entrepreneur” (Younkins, 2002: 115).  

The PE may represent the worst of a destructive entrepreneur (Baumol, 1990) as they rapidly 

acquire personal wealth using the privileged access to public resources and often produce losses 

for society (DiLorenzo, 2016). If we can say that a market entrepreneur succeeds by pleasing his 

or her customers, then political entrepreneurs succeed by influencing the government for their 

benefit.  



 

 

 

2.2 Risks and challenges of politically-connected entrepreneurship  

We are not the first to stress the negative role of politically connected entrepreneurship in 

regional economic development and impose substantial economic costs.  Studies have documented 

various beneficial motives and several privileged treatments for acquiring political connections 

ranging from better corporate performance, stronger market power, easier access to external 

finance to preferential tax treatment (Johnson and Mitton 2003; Faccio, 2010; Liu, et al., 2012; 

Wu et al., 2012; Wisniewski, 2016; Chen et al. 2017). Some other studies (e.g., Agrawal and 

Knoeber, 2001; Goldman et al., 2013) have highlighted the benefits of direct political connections 

through board members in influencing government regulations, firm value, and gaining lucrative 

government contracts. For example, Faccio (2006) investigated several thousand firms in 47 

countries and found that PEs have higher leverage and stronger market power but poorer 

accounting performance than market entrepreneurial firms. Agrawal and Knoeber (2001) argue 

that politically experienced directors support the firm with their knowledge of government 

procedures, connections with bureaucracy, and insights in predicting government actions. This 

evidence explicitly draws attention to the importance of political ties. Goldman et al. (2013) 

analyzed how politically connected firms affect the allocation of government procurement 

contracts and how this may influence company values in the USA. Some studies found that these 

kinds of firms receive more frequent bailouts and exhibit higher default rates. Faccio, Masulis and 

McConnell (2006) demonstrated with a cross-country sample of 450 bankrupt companies from 35 

countries and showed that political entrepreneurs’ companies are much more likely to get bailed 

out. Faccio (2010) added a more recent study added to the earlier research by suggesting that 



 

 

connected firms report higher leverage, implying preferential access to credit, lower tax, and 

greater market share. 

Most studies found that political entrepreneurs benefit from better access to finance, which 

could be the mechanisms which they influence the entrepreneurial ecosystem. Khwaja and Atif 

(2005), using a loan-level data set of more than 90,000 firms from Pakistan, investigated access to 

finance and discovered that firms run by political entrepreneurs receive substantial preferential 

treatment from lenders. There is no doubt that loan restructuring, rescheduling, and write-offs for 

politically connected entrepreneurs are common in developing countries.  Claessens, Feijen and 

Laeven (2008) also demonstrated increased access to bank financing for Brazilian political, 

entrepreneurial firms, while Dinc (2005) provides cross-country, bank-level empirical evidence 

about politically motivated lending by government-owned banks in emerging markets in the form 

of increased lending in election years compared to private banks. Boubakri et al (2012) in a cross-

country study, demonstrated that firms of politically connected entrepreneurs have a lower cost of 

equity capital than independent firms and that the benefits outweigh their costs. WE also find 

support for this argument in Houston et al. (2014) who documented evidence that the cost of bank 

loans is lower for firms that have politically connected board members. 

Entrepreneurs connected through various pipelines to the state budget or with the intricate 

net of interests of politicians may be more likely to evade tariffs because they face a lower risk of 

being caught and lower penalties conditional on being caught. Rijkers et al. (2015) found out that 

politically connected entrepreneurs in Tunisia seem to have been especially likely to profit from 

tariff evasion.  

Some researchers found that firms of politically connected entrepreneurs have better 

performance than independent firms. The explanation could be that easier access to credit, lower 



 

 

taxation and awards of government contracts may lead to a competitive advantage for these firms. 

Fisman (2001) demonstrated that for a very large part of the Indonesian economy, politically 

connected entrepreneurship matters a lot; he investigated the effects of political connections on the 

value of firms. Niesen and Ruenzi (2010) investigated politically connected entrepreneurship in 

Germany, and results indicated that the firms involved are larger, more risk-averse and have lower 

market valuations than independent firms. Diwan et al. (2015), using data from 496 Egyptian firms 

with political connections, explored the economic effects of close state-business relations and 

demonstrated that these firms are more profitable and larger, but they reduce aggregate sector 

economic growth. In their study, Diwan and Haidar (2020) concluded a similar trend: politically 

connected entrepreneurship in Lebanon creates unfair competition that hurts the competitors so 

much that aggregate growth in the sector is negatively affected. A recent study of PE by Belitski  

et al (2021) has demonstrated that political entrepreneurs become moderators for the chain reaction 

inside the ecosystem and how they perform as a filter for the rest of the entrepreneurial actors 

(Belitski  et al, 2021). 

2.3. Discriminatory access to financial capital by politically-connected 

entrepreneurship  

Access to financial capital is the most important factor influencing entrepreneurial success 

(Levie & Autio, 2008). Financing in a narrow sense is understood as taking all necessary actions 

leading to capital accumulation (Waniak-Michalak et al., 2018). Prior research identified capital 

availability using venture capital and the availability of bank loans for capital investments (Léon 

et al., 2016).  

The entrepreneur may be described as seeking and identifying opportunities and exploiting them 

(Timmons, 1994). Still, she or he is looking for money to invest at various stages of her/his 



 

 

venture (Roundy, 2017). In this context, the need for funding and support for companies to 

navigate from one type of funding source to another is critical, both for growth and up-scaling 

(North et al., 2013). The providers of such a precious resource are various actors: banks, business 

angels, venture capital firms; and in recent years, several new players have emerged: 

accelerators, crowdfunding, venture debt funds, and family offices (Stam, 2015; Léon et al. 

2016; Block et al., 2018). Bank loans are the main source of finance for entrepreneurial firms, 

but venture capital finance is often associated with start-ups (Wintona & Yerramillib, 2008; 

Waniak-Michalak et al., 2018).  

Where there is access to finance, we will evidence the following: on the one hand, institutions 

that make the rules and collect what’s due for the entire society to function, but, on the other 

hand, unfortunately, some new players that are exempted of the general rules – the political 

entrepreneurs. PEs use limited public and commercial resources via their influence and 

connections, and their networks that are making the rules, and these players are bending the rules 

to their interests.  

Boubakri et al. (2012a) report evidence that politically connected firms experience a lower cost 

of equity capital, suggesting that they are considered less risky compared to their non-connected 

counterparts, and Chaney et al. (2011) provide similar evidence for the cost of debt.  

The preferential treatment to political entrepreneurs is not just a result of government banks 

selecting firms with worse default rates. Using firm fixed effects and exploiting the only 

variation within the same firm borrowing from both government and private banks, Khwaja and 

Mian (2005) demonstrated that government banks differentially favor politically connected firms 

by providing them greater access to credit. This access to finance could be even higher for bigger 

political entrepreneurs with a higher propensity to default. We argue that the local context 



 

 

matters as firms with “stronger” politicians on their boards or political party networks may be 

given greater preferential access to equity and debt capital in both state and commercial banks.  

Khwaja and Mian (2005) findings explain a mechanism of political rent-seeking which 

consistent with the institutional environment of the regional and national banking system, which 

is used to serve business projects of firms connected to the politicians. Political entrepreneurs 

obtain rents from government and commercial banks by exercising their political influence on 

bank employees. They also obtain foreign direct investments and access to equity capital by 

exercising their political influence on investors who want to expand in the market and who 

require a privileged regime (e.g., industrial development in green or brown areas, environmental 

standards of manufacturing, etc.). The more powerful is the political party to which PE is 

networked, the greater is PE’s ability to attract external equity investments in the projects and 

influence banks. This influence expands to both government banks under control and 

commercial banks who may be threatened of non-extending their licenses or additional tax 

inspections if finance is not provided to a PE. PEs can threaten bank owners with transfers and 

license cancel-outs, removal of the main staff, or criminal investigation in the banks. Access to 

finance may ensure further rewards by the government bodies, public office appointments, 

transfers, and potential promotions outside the bank. Banks may survive providing privileged 

access to finance to PE as they use the soft-budget constraints (Kornai, 1986) and may increase 

the costs and fees for other entrepreneurs to compensate the cost of access to finance for PEs. 

In the same way, investors may be limited in investing in other industry projects, as they either 

run out of equity or are unlikely to invest in the same region and industry where they already 

have a share of investment and would not want to raise competitive projects. Based on the above, 

we hypothesize: 



 

 

 Hypothesis 1: Politically connected entrepreneurship negatively moderates the relationship 

between access to capital (debt and equity) and a) quality of regional entrepreneurship; b) rate 

of regional entrepreneurship.  

 

3.1. Materials and methods 

The empirical analysis is based on a novel cross-sectional dataset constructed via an online 

survey from November 2018 to February 2020  in 17 cities in four representative regions of 

Central and East Europe (Austria, Poland, Ukraine), South-East Europe (Bulgaria, Romania, 

Turkey, Georgia), Central Asia (Kazakhstan) and Balkan countries (Bosnia and Herzegovina, 

Croatia). Participation in the survey was optional. The data collected in this study is the first 

attempt for generating statistics on city-level entrepreneurship in emerging and developing 

economies, which are not collected by official statistics or by university scientists. The online 

survey generated a comparatively small dataset that could be plagued by a non-response bias or 

information disclosure bias. 

Primary data is on the individual level 1,729 interviewees were not aggregated to 17 cities and 

was analyzed individually, adding corruption in the robustness check as a region-level indicator. 

Only the robustness check considers the single variable from a regional level that does not 

change within individuals from the same city. 

The surveys were not conducted anonymously, i.e., the names and emails of the respondents 

were known before and after the survey. We include a series of individual-level control to 

measure some individual-specific effects (age, occupation, human capital). Their position 

(entrepreneur, professor, director of technopark, lawyer, consultant, manager) may envisage their 

skills, competencies, and awareness of entrepreneurship activities in their cities. The selection 



 

 

question was "Are you aware of what is entrepreneurship activity and its objectives (providing a 

definition)?" if no, respondents could not proceed with the answers.  

  

The authors have thoroughly reviewed the data. Unique features of the survey include sampling 

for representativeness at the level of regions in each country (at least one capital and one regional 

center), except Austria (Klagenfurt), Turkey (Istanbul), and Bosnia and Herzegovina (Sarajevo). 

In each city, eight economic agents were identified following Brown and Mason (2017) and 

Godley et al. (2019) with four major groups such as entrepreneurs (38.0% of the sample), 

university professors (9.0% of the sample), policymakers (8.1% of the sample), investors with 

multiple affiliations (29.1% of the sample) and other. Other four groups included managers of 

multinational firms and Technology transfer offices in Universities, technoparks, lawyers, 

journalists, and students who own their businesses. The survey in the category "other 

affiliations" also includes representatives from the chamber of commerce and managers in 

business incubators.  

Table 1 in Appendix provides a list of cities where we approached individual stakeholders to 

participate in the survey. These countries were selected, building upon the societal clusters 

proposed by the Global Leadership and Organizational Behavior Effectiveness research program 

(GLOBE) that groups countries based on cultural dimensions and similar institutions (Huyghe et 

al. 2016).  

Our main advantage of asking economic agents their perception about the extent of political 

entrepreneurship in their city is that the perceptions may better predict where things are. Prior 

research often used public data to identify political connections come from various publicly 

available sources such as the Chiefs of State and Cabinet Members of Foreign Governments 



 

 

(U.S. Central Intelligence Agency, 1997) and the official website of each country's 

government/or parliament. However, it may not be possible to measure the pervasive type of 

informal connections, also known as institutionalized corruption, when petty corruption or 

external support by the government formally and informally may not be considered something 

illegal or immoral and if often institutionalized as part of the business routine (Cuervo-Cazurra, 

2008). 

TABLE 1 ABOUT HERE 

 All cities in the dataset share a common history and similar institutional and cultural 

characteristics. Seven out of seventeen cities are part of the European Union (EU).  

We started by collecting email and telephone information for the 7,715 individuals who fall into 

the entrepreneurship system stakeholder definition (Brown and Mason, 2017) via the web pages 

of major universities in these cities, technology transfer offices (TTO), incubators (at university 

and off-campus) and technoparks, chambers of commerce, association of accountants and 

lawyers, free press and journalists association as well as registered venture capital associations 

and unions in those cities. We used the script with the help of the Phython program during 

September -November 2018. In each country, authors hired a research assistant who has been 

responsible for the outreach of potential economic agents in their cities and sending the 

reminders. To increase the response rate, research fellows followed up with telephone interviews 

with each respondent in case comments were left or missing values were noticed. The records 

could generally be found by typing their full name and association (chamber of commerce, TTO, 

venture capitalist, university, technopark, science park, incubator, accelerator, etc.). Of the 7,715 

emails identified and emailed, 2,603 responded. This means the initial response rate was 33.74 

percent. Only a subsample of 1729 respondents (66.42 percent) could comment on politically 



 

 

connected entrepreneurship in their cities when followed up with by research fellows, which was 

our main variable of interest. Consequently, when an individual does not disclose their 

perception of politically connected entrepreneurship, it may mean they are either corrupt 

themselves but do not wish to disclose it or do not know the fact of politically connected 

entrepreneurship. We excluded these observations; also, we included regional control for 

corruption level in each city from the external source of World Bank (2017). This strategy used 

to control for possible bias in the perceptions of the sample of respondents, as we also were able 

to identify an average rate of firms that felt corruption had been an obstacle in this city (more 

information in the control variables section).  

Our survey questions provide a comprehensive perceptual set of characteristics about the 

individual’s perception of the quality of regional entrepreneurship , socio economic and 

framework conditions (Stam, 2015, 2018) and Stangler and Bell-Masterson (2015). Our final 

cross-sectional dataset includes 1729 individual observations from 17 different cities and 10 

different countries, with 54% of observations from capitals and 45% from stakeholders in the 

EU.  

We matched aggregated firm data by regions (secondary data) on corruption level available from 

the World Bank Enterprise Surveys to calculate the regional corruption level. The World Bank 

(2017) to our respondent's individual-level data. World Bank data does not vary by respondents 

within each city. We use the latest wave for 2013-2016 across regions in focus, assuming that 

corruption is a slow-changing informal institution (Estrin et al. 2013) and that the difference is in 

3 years.  

We cleaned the data for outliers, used the maximum observations available for non-missing 

values, and replaced non-responses or all non-applicable with missing values. 



 

 

Our approach suggests that cities are the most appropriate spatial units to fully understand the 

drivers of regional entrepreneurship that are spatially bound (Bosma & Sternberg, 2014; 

Audretsch & Belitski, 2017). Thus, a research strategy limits a sample within a certain 

administrative boundary, like cities (Feldman et al., 2005). We limited the geography of our 

search using the Eurostat approach of core-city, also known as a local administrative unit (LAU), 

corresponding to the city's administrative boundaries (European Commission, 2010). Core-cities 

provide a more fine-grained analysis than larger regions, where aggregate additional populations 

and areas skew the values in an unknown direction.  

Data used in this study is reported in Table 2.  

TABLE 2 ABOUT HERE 

Dependent Variables 

Our dependent variables include measures of the quality and rate of entrepreneurial activity 

(Stenholm et al. 2013; Stam, 2015).  

Our first variable is the quality of the entrepreneurial activity. We use the measure of "There is a 

strong, growth-oriented entrepreneurship activity in my region (city)" measured on the Likert 

scale from 1 – very weak to 7 – very strong. The statement of strength and growth-oriented 

entrepreneurship activity is associated with studies of ecosystems dynamism and high-growth 

firms (Stam, 2015, 2018). The average value of entrepreneurship quality is 4.81 and a standard 

deviation of 1.47.  

Our second variable is the rate of entrepreneurial activity measured by the survey question 

"There is a significant number of entrepreneurs compared to another type of business activity 

(e.g., corporations, large manufacturing, incumbents firms, generation firms, etc.) registered in 



 

 

my region" measured on the Likert scale from 1 – very weak to 7 – very strong. A key focus of 

this question is its emphasis on the rate of entrepreneurship.  

 Independent Variables 

Independent variables measure the access to finance by entrepreneurs and the perceptions about 

the role of political connections in a region (Faccio et al. 2006). 

Our first and second explanatory variables are equity and debt financing. We use the following 

survey question to measure it. To measure the perceptions about the availability of equity capital 

for entrepreneurs, we use the following survey question: "There is a sufficient access to private 

equity - venture capital (e.g. equity crowdfunding, angel investors, venture capital, equity 

lending, and mezzanine loans, etc.) in my city (1- very weak, 7 - very strong)". To measure the 

perceptions about the availability of debt capital for entrepreneurs we use the following survey 

question: "There is sufficient access to debt capital (e.g. bank capital, government loan programs, 

peer-to-peer lending, business-to-business lending, etc.) in my city (1- very weak, 7 - very 

strong). 

Our main variable of interest is politically connected entrepreneurship. Our definition is different 

from Faccio et al. (2006) as it measures perceptions of the economic agents about the general 

institutional context and specific cases of politically connected firms they may have come across 

in their regions. We definer the extent of politically connected entrepreneurs in a region with the 

following survey question: "There is politically-connected entrepreneurship in my city 

(economic activity in a strong formal and informal cooperation with local/national government in 

accessing economic resources in a privileged way compared to other entrepreneurs) (1- very 

weak, 7 - very strong). This also includes a large stakeholder or a head of state (i.e., president, 

king, or prime minister), a government minister, or a national parliament member who controls 



 

 

the company's voting shares". We draw on the studies of Folsom (1993) and DiLorenzo (2005, 

2016) in understanding the perceptions of PE and , the type of entrepreneurship which is reported 

as politically connected if at least one of its top officers or owner-managers are connected to a 

larger political party or government, those authorities who may hold a share and control the 

company's voting (Faccio et al. 2006) .  

Control Variables 

We have included several control variables. We control for the individual characteristics of 

respondents. We use the respondent's occupation as a set of binary variables, gender, human 

capital (university degree or above), age range (Reynolds et al., 1999; Reynolds & Curtin, 2010), 

as well as their perceptions of competencies, skills and knowledge on sustainability and 

sustainable development on the Likert scale from 1 – not at all to 7 – very high. We control 

cities' agglomeration effects (Fritsch & Mueller, 2004; Audretsch et al., 2015) as a binary 

variable if a city is a capital-city, zero otherwise. Capital cities are known to generate more 

entrepreneurship, agglomeration effects and in the region of study are important centers of 

economic development and growth.  

Our framework conditions build on the institutions and entrepreneurship literature (Aidis et al., 

2012; Ostrom, 2005; Kogut and Ragins, 2006; Audretsch & Belitski, 2017; Fritsch et al., 2019). 

Availability of media supports to entrepreneurship: "There is a sufficient support of independent 

mass media to entrepreneurship in my region (city) - e.g., media stories, blogs, etc.", that is 

related to creating a conducive image of an entrepreneur (Stenholm et al., 2013). Another 

variable is entrepreneurial culture, for which we used the question "There is a strong 

entrepreneurship culture and orientation in my region (city)" (Godley et al., 20199). Both 

measures apply on the Likert scale from 1 – very weak to 7 – very strong. In cities where 



 

 

entrepreneurs' societal contribution is highly valued, and the social status, including respect for 

entrepreneurs, is high, there are higher entrepreneurial aspirations and financial success. Finally, 

government support programs were also included as a control for the drivers of entrepreneurship 

(Chowdhury et al., 2019), which is a key factor of the systemic conditions of entrepreneurial 

ecosystems. 

The majority of public interventions to support entrepreneurs are based on promoting start-ups, 

fostering networks, incubators, and accelerators that focus on assisting the creation of high-

growth firms (Brown and Mason, 2017). In order to measure the role of formal and informal 

networks (Motoyama and Knowlton, 2016), we use the following two measures from the survey: 

"There is a sufficient formal network to support entrepreneurship in my region (city) such as 

universities, incubators, accelerators, Chamber of Commerce, etc." and "There is a sufficient 

informal network in my region of investors not officially registered such as family links, 

informal networking, business angels" both measured on the Likert scale from 1 – very weak to 7 

– very strong. The role of networks is to develop relational and institutional foundations and 

facilitate synergies between economic actors within localized contexts. These dynamic 

interactions between economic actors who aim to produce more than the "sum of their parts" 

(Mason & Brown, 2014; Brown and Mason, 2017) but generate synergies.  

We control for the regional level variables such as the regional level of corruption. Corruption is 

largely associated with negative effects on economic activity (Glaeser and Saks, 2006; Busenitz, 

Gomez and Spencer, 2000; Ehrlich & Lui, 1999). In many emerging economies, corruption is so 

pervasive that it becomes an expectation in society (Rodriguez et al., 2005) or worse than that, it 

is deeply rooted in the society and tolerated as acceptable behavior (Estrin and Mickiewicz, 

2011). Our regional corruption level comes from the World Bank Enterprise Surveys (2017) and 



 

 

it represents a share of businesses in a region that found corruption as an obstacle to business 

activity (Aidt, 2003). The values vary from only 2 percent of firms in Klagenfurt (Austria) 

reporting corruption as an obstacle to 50 percent of firms who see corruption as a significant 

business obstacle in Bucharest, Romania.  

3.2. Model 

To test our hypothesis, we use ordinary least square (OLS) estimation controlling for 

heteroscedasticity in standard errors. We follow Baltagi (2008) who considered the regression 

model to measure the direct effects of availability of financial capital and other pillars of 

entrepreneurship on entrepreneurial outcomes, including the moderating effect of PE on regional 

entrepreneurial rate and quality.  

the effects within the cross-sectional data given by (1). This does not allow to control for 

unobserved heterogeneity across individuals – EE stakeholders and has its drawbacks related to 

inferences and establishing the causal relationship. Standard errors are robust for 

heteroscedasticity in both models for quality and rate of regional entrepreneurial activity. The 

following model was estimated: 

 

𝐸𝑖 = 𝛽0 + 𝛽1𝐷𝑒𝑏𝑡 𝑓𝑖𝑛𝑎𝑛𝑐𝑒𝑖 + 𝛽2𝐸𝑞𝑢𝑖𝑡𝑦 𝑓𝑖𝑛𝑎𝑛𝑐𝑒 𝑖 + 𝛽3ሺ𝐸𝑞𝑢𝑖𝑡𝑦 𝑓𝑖𝑛𝑎𝑛𝑐𝑒 ∗ 𝑃𝐸ሻ𝑖

+ 𝛽4ሺ𝐷𝑒𝑏𝑡 𝑓𝑖𝑛𝑎𝑛𝑐𝑒 ∗ 𝑃𝐸ሻ𝑖 + 𝛽5𝑍𝑖𝑅 + 𝛽6𝑤𝑖 +  𝛽7𝐶𝑜𝑟𝑟𝑢𝑝𝑡𝑖𝑜𝑛𝑅  

+ 𝜀𝑖                                                                    

(1) 

 

 

where Ei is either quality or rate of entrepreneurial activity perceived by economic agent i. 

𝛽1is estimated effect of perception about debt capital availability on entrepreneurial outcome; 𝛽2is 



 

 

estimated effect of perception about equity capital availability on entrepreneurial outcome, 𝛽3is 

estimated effect of equity capital availability on entrepreneurial outcome conditional on the level 

of individual perceptions of politically connected entrepreneurs in a region; 𝛽4is estimated effect 

of debt capital availability on entrepreneurial outcome conditional on the level of individual 

perceptions of politically connected entrepreneurs in a region; 𝛽5- estimated effect of a set of 

control variables on entrepreneurial outcomes;  ZiR is a vector of control variables about the 

perception of various regional characteristics – R , by an individual respondent I, which may 

directly affect entrepreneurship outcomes from prior research (Brown and Mason, 2017); 𝛽6 – 

estimated effect of individual characteristics 𝑤𝑖  (age, education, position, etc.) of individual 

respondents i participated in the survey; 𝛽7 – estimated effect of regional corruption (World bank, 

2017) on entrepreneurial outcome (regional level indicator) ; 𝜀𝑖 is an error term . To address the 

concern of multicollinearity, we used variance inflation factor (VIF) in the models of quality and 

connectedness as dependent variables.  

 

4. Results  

Table 3 presents the results of OLS estimations with level variables for the cross-sectional 

estimation of the quality (model 1) and rate of entrepreneurial activity (model 2). It includes both 

basic models (columns 1, 5) and models including the interaction terms (columns 3-4 and 6) for 

the quality of entrepreneurial activity and (columns 7 and 8) for rate of entrepreneurial activity. 

There are two interaction terms in our analysis: first interaction term has venture capital 

interacted with PE on the Likert scale 1-7 and the second interaction term includes the variable 

debt capital interacted with PE on the Likert scale 1-7. The signs of the interaction coefficients 

and confidence intervals demonstrate that the relationship between both debt (β= -0.026, p<0.01) 



 

 

and venture capital (β= 0.027, p<0.001) is conditional on the level of PE. The PE does not 

directly change the rate and quality of regional entrepreneurial activity, as the coefficients of PE 

are not statistically significant. However, the interaction term coefficient is significant, 

demonstrating that the relationship between debt and equity availability and regional 

entrepreneurship is conditional on PE, supporting H1a.   

TABLE 3 ABOUT HERE 

Figure 1A- left (using specification 4, Table 3) illustrates the predictive margins of the effect of 

changes in access to venture capital (equity funding) on the quality of regional entrepreneurship 

as politically connected entrepreneurship increases. When politically connected entrepreneurship 

is low, one can see that the quality of regional entrepreneurship is high. However, as the level of 

venture capital increases in cities with a high and low level of politically connected 

entrepreneurship, there remains a difference in the quality of regional entrepreneurship. On 

average, one can see that at the low rates of private equity capital, stakeholder’s perceptions 

about the quality of regional entrepreneurship are higher when politically connected 

entrepreneurship activity is low. This finding contributes to what we know from prior research 

on PE from Backman (1999) and Faccio et al.. (2006) as previous studies found that firms' 

political connections limit access to mainly debt capital. Digitalization of economic relations and 

fundraising and an increase in digital technologies' role in venture investing also demonstrate 

that VCs in the developing countries are active and increase the quality of regional 

entrepreneurship. However, politically connected entrepreneurship may limit this ability (Figure 

1A). We find similar results for the rate of entrepreneurial activity, supporting H1b. Figure 1A – 

right (using specification 8, Table 3) illustrates that an increase in perceptions about the 

availability of equity capital increases the rate of entrepreneurial activity for cities with a high 



 

 

and low level of politically connected entrepreneurship. This means if the supply of equity 

capital is high – then one can expect a higher rate of entrepreneurship at any level of PE.. 

Our H1a is supported by the interaction between PE and debt capital. An increase in perceptions 

about the availability of debt capital is negatively associated with the quality of regional 

entrepreneurial activity if PE increases. PEs are known to block or limit financial resources for 

other entrepreneurs in a region (Wisniewski, 2016; Belitski et al., 2021). We use predictive 

margins (Williams, 2012) reported in Figure 1B to explore the interaction effects in more detail. 

Figure 1B- left (using specification 4, Table 3) illustrates the predictive margins of quality of 

regional entrepreneurship when the perceptions about the access to debt capital increase along 

with the level of politically connected entrepreneurship. 

Interestingly, under a low level of politically connected entrepreneurship and increased access to 

debt capital, the quality of entrepreneurship increases on average from 4.5 to 5. Politically 

connected entrepreneurship reduces the access to debt capital and, therefore, the quality of 

entrepreneurship activity in a region. Politically connected entrepreneurship may therefore 

distort the equilibrium in the financial markets.  

It is well-known that most small firms lack financial resources. If they are challenged, they go to 

banks. This is one of the reasons why the PE’s presence in an ecosystem is such a nuisance, so 

dangerous: PEs can influence the behavior of banks (Khwaja & Mian, 2005) in the sense that he 

can subjectively channel the loans and create barriers for competitors and new entrants (Johnson 

et al., 1997). 

Our H1b is not supported for the rate of entrepreneurial activity, as an increase in perceptions 

about the availability of debt capital is positively associated with the rate of regional 

entrepreneurship for cities with a high and low level of politically connected entrepreneurship. 



 

 

(Figure 1B – right) (specification 8, Table 3). Our finding demonstrates that it is a perception 

about the quality of entrepreneurship changes with PEs influencing financial sector behavior 

(Khwaja & Mian, 2005).  

We also demonstrated that other factors are also important in determining the rate and quality of 

regional entrepreneurship. These factors include the role of culture that “support and reward 

entrepreneurial activity by treating entrepreneurship as a legitimate and worthy pursuit” 

(Roundy, 2017: 249); networking – which “strongly shapes the performance of entrepreneurial 

actors within a region” (Brown et al., 2020: 9); government support – that can contribute 

positively by creating efficient institutions without bureaucracy and corruption and decreasing 

“red tape” linked with applications for business permits and licenses (Neck et al., 2004). We also 

found that the systemic factors (Stam, 2018) such as the role of social media and attitudes to 

entrepreneurship through success stories can play a critical role in the formation and evolution of 

entrepreneurial ecosystem by identifying its culture, building the ecosystem’s identity, and 

putting a light on it (Roundy, 2017). As part of the robustness check, we controlled for regional 

corruption in the model (1). The relationship between politically connected entrepreneurship and 

regional entrepreneurial activity does not change and remains insignificant. Our interaction 

coefficients of PE and debt capital does not change, while the interaction coefficient of PE and 

venture capital is no longer significant. Corruption is an illegal practice and is viewed to get 

around regulatory requirements perceived to be difficult or expensive, while this is also an 

additional cost and an invisible tax on entrepreneurs. Politically connected entrepreneurship is a 

legally incorporated business activity that limits opportunity pursuit for other entrepreneurs 

(Wiklund & Shepherd, 2003) who are not networked or related to local and national authorities. 

While an entrepreneur may be motivated in the short term to pay bribes, political entrepreneurs 



 

 

do not need to do so, and may prevent their rivals from paying bribes to authorities by limiting 

their access to financial resources and market entry (Desai et al., 2013).  

In both models in Table 3, the coefficient of regional corruption is positive and statistically 

significant, which supports Chowdhury et al. (2019), Belitski et al. (2016), and Méon and Sekkat 

(2005) argument that corruption could have the effect of “greasing” the wheels of business in 

countries where the quality of institutions is low. 

 

5. Discussion  

5.1. Policy and managerial implications  

Regional entrepreneurial activity is affected by the perception of financial resources available to 

entrepreneurs and is conditional on economic agents' perceptions of politically connected 

entrepreneurship. 

Several important implications should be discussed. First, politically connected entrepreneurs 

may create barriers for other entrepreneurs and incumbents to access debt funding and market 

entry (including licensing, permits and fines for competitors). In particular, smaller firms may be 

affected. In the cities where financial capital is limited, politically connected entrepreneurship 

further reduces its supply of debt capital. Politically connected entrepreneurship may also attract 

available equity resources, with investors supporting politically connected entrepreneurs, 

particularly in countries with poor institutional quality (Chowdhury et al. 2019). We also find 

that managers of non-politically-connected firms may be less affected in regions where equity 

financing is abundant (e.g. capital cities, large financial centers, etc.). Politically-connected 

entrepreneurship does not change the perceptions of other economic actors about the availability 

of equity capital and its effect on entrepreneurship rate.  



 

 

Government and commercial banks are more likely to be the source of rent-seeking behavior of 

politically connected entrepreneurs because they are the more dominant domestic player in the 

financial sector (Wisniewski, 2016; Chen et al., 2017). The role of debt financing has remained 

important, with PEs having different tools in hand to access debt financing. Banks may go 

further in allowing PEs access to finance or to remain solvent despite high levels of default and 

risk of the project. Private banks and venture financing face harder budget constraints and are 

more independent in decision-making whom to finance, making rent provision more difficult to 

sustain in the long term or if political party changes.  

Second, firms may be pushed into self-financing, which offers flexibility, control, and minimizes 

risk due to an increased cost of debt financing, e.g., loans, credits (Lee et al., 2016; Leon et al. 

2016) or due to inability to obtain a loan, government support grants and loans and other equity 

funding. The banking system will need to adjust for the cost of access to resources for PEs in a 

privileged way by increasing the cost of capital for other entrepreneurs who are not connected to 

politicians.  

A bank loan is a sensitive mechanism for entrepreneurial entry. The cash-flow problems are the 

main concern for a business no matter the stage of his venture. The majority of small firms have 

no or little financial resources available, and they rely on the bank to fill the financial gaps. This 

is one of the reasons why the presence of PE in a region is so dangerous: it can indirectly affect 

the behavior and decision-making of banks on business loans (Khwaja & Mian, 2005) in that 

sense it can channel the loans to politically-connected entrepreneurship and letting other to file a 

bankruptcy or search for other sources. Studies such as Boubakri et al. (2012b) and Faccio 

(2010) posit that politically connected firms can hold more cash as they are able to raise finance 

at better terms and pay fewer taxes. In that way, an arbitrary hierarchy will be established 



 

 

regionally, an unjust order with long-term devastating effects on the entrepreneurial ecosystem. 

Consequently, the regions may lose out and become engaged in corrupt practices, losing out 

valuable investors and startups driven by ideas and not by rent-seeking of PEs. (Johnson et al., 

1997). 

Somehow in that line of logic, we may notice negative secondary effects. For instance, we know 

that there is a (large) category of entrepreneurs who, although they have good talent and potential 

to grow at large, if they reach the conclusion that the future is uncertain, they decide to remain 

small, unnoticed, and their growth potential and value creation could never happen (Desai et al, 

2013) 

Third, firms may need to seek political support in economies with weak institutions to attract 

equity finance. The choice is between equity finance or debt finance as a potential funding 

source, with equity finance winning the race for political entrepreneurs. In a country where 

institutional voids are high, politically connected entrepreneurship is a powerful tool to grease 

the wheels of business and attract external finance (Webb et al., 2020). This may crowd out more 

competitive and productive entrepreneurs, who would also compete for equity funding but will 

be pushed to leave the market or self-fund the project as equity finance will be first obtained by 

firms that may lobby a better treatment from authorities, institutional support, and market entry.  

In developing countries with weak institutions, venture capital would be at least extremely 

cautious about investing in a venture in an alien world, on uncertain grounds, seeking political 

guarantees or joint ventures to secure pervasive support.  

Fourth, the role of PE is to facilitate networks between investors and formal institutions in 

countries with institutional voids (Webb et al., 2020), including the national and local 

government, which guarantees returns on investment and the rule of law (Aidis et al., 2012). This 



 

 

may be associated with the privileged treatment of procurement and contracts (Agrawal and 

Knoeber, 2001). Every economic actor may benefit from such networks (Boubakri et al., 2012a), 

particularly in the early stages of transition, when private capital is limited and investors are 

uncertain about investment returns. It should be mentioned that there are situations when the 

potential investor is not looking for the best return for his money, but he has in mind other 

interests: political, strategic, or even social ones (Block et al., 2018), in which case the PE’s 

abilities match.  

Finally, access of PEs to debt finance limits debt capital for other economic actors reducing the 

quality of entrepreneurial activity (Roundy, 2017). This becomes possible and more common due 

to “evasive institutions lag” (Desai et al., 2012: 34), changing rules after the market entry, weak 

control over the business activity, and tax payments altogether reduce entrepreneurial entry.  

Policymakers should carefully approach the matter if they want long-term prosperity and growth 

for their regions and a country. They should act to stop the proliferation of long-term practices of 

exploiting the ecosystem and financial markets (Liu, Uchida, & Gao, 2012), creating unfair 

competition, rising interest rates, and inflation. 

5.2. Theoretical contribution  

Unlike in developed countries, productive, unproductive, and destructive entrepreneurship 

activities are not clearly distinct in developing countries. When unproductive and destructive 

entrepreneurship meets corrupt authorities, politically connected entrepreneurship emerges 

(Belitski et al., 2021; Wrona & Sinzig, 2018; Doh, Lawton & Rajwani, 2012; Faccio, 2010). 

Baumol’s (1990) concepts of unproductive and destructive entrepreneurship and politically 

connected firms (Faccio et al., 2006) intersect but do not overlap. Politically connected 

entrepreneurs are in a privileged position in the market, while may also become an incentive for 



 

 

investors in countries with weak institutional quality. However, the long-term consequences are 

unpredictable and severe. Political connections could create a strategic advantage by helping a 

firm defend and maintain market share and reducing business environmental uncertainty and 

transaction costs (Lawton et al., 2013). They often enjoy a privileged treatment by state 

companies, such as banks and raw material producers, preferential treatment when competing for 

government contracts, tax exemptions or lighter taxation (Dinc, 2005; Claessens et al., 2008; 

Faccio, 2010). 

Our empirical results have demonstrated the following. First, PEs do not directly affect the rate 

and quality of the regional entrepreneurial activity. Second, PEs negatively moderate economic 

agents’ perception about the quality of regional entrepreneurship and the availability of debt and 

equity capital.  

Third, PEs negatively moderate economic agents’ perception about the rate of regional 

entrepreneurship and availability of equity capital, with the results for equity capital are not 

significant. These results demonstrate that in a developing and transitional regional context, PEs 

may influence access to financial resources through providers (e.g. government agencies, state 

and private banks, loan programs, etc.), potentially reducing the overall entrepreneurial activity. 

On the one hand, our finding contributes to regional entrepreneurship literature by suggesting 

that PEs are important economic agents, and their activity should be analyzed within the 

institutional economics and finance literature. On the other hand, stronger institutions may 

eliminate the existence of PEs, while we know that billionaire heirs are often successful in 

creating economic and legal barriers to competition by restricting access to cap (Morck, 

Stangeland, & Yeung, 2000). PEs may lead to political chaos, impeachment, revolutions, re-

elections and unless a different political system were in place.  



 

 

The PE may exist in various forms, one not easy to detect: using money and relations, they could 

(and will) buy shares in legitimate and clean firms, gaining a legitimate status. In developed 

countries, the line between the PE and the rest of the entrepreneurs is blurred. In developing and 

transition country contexts, PEs are more visible but harder to control or protect yourself due to 

corruption and institutional voids.  

5.3. Limitations and future research  

Undoubtedly, our method overlooks some instances of politically powerful connections of 

entrepreneurs, particularly those where members of the ruling party or government are not 

directly involved in support of an entrepreneur and have no publicly known relationship and do 

not hold voting rights. This gives credit to the political connections of entrepreneurs and the 

depth of such connections as perceived by economic agents in a region and that more powerful 

connections might appear first. More importantly, we believe that, to the extent that this 

procedure leads to a sample bias, the bias is likely to understate the importance of political 

connections. One of the main limitations of this study is that identifying causal effects is 

challenging given that the distribution of PEs is non-random and that we only have cross-

sectional data. Also, it is difficult to make a strong case for particular mechanisms by asking 

economic agents about their perceptions about access to debt and equity capital as well as their 

perception about the rate of politically connected entrepreneurship.  

Future research will also use longitudinal data to enforce causality as well as aim to better 

understand the state-business relations, possibly by demonstrating how stakeholders could be 

better informed about the influence of PE on the system and how to prevent the destructive 

character of PEs. Future research can examine the general implications of the existence of 



 

 

politically connected entrepreneurs and sectoral implications of lower levels of competition and 

financing due to the presence of PEs. 

 

References 

Agrawal, A. and Knoeber, C.R., 2001. Do some outside directors play a political role?. The 

Journal of Law and Economics, 44(1), pp.179–198. 

Aidt, T.S. (2003). Economic Analyses of Corruption: a Survey. The Economic Journal, 

113(491), 632-656. 

Aidis, R., Estrin, S. & Mickiewicz, T.M. (2012). Size matters: entrepreneurial entry and 

government. Small Business Economics, 39(1), 119-139. https://doi.org/10.1007/s11187-010-

9299-y. 

Audretsch, D.B., Belitski, M. & Desai, S. (2015). Entrepreneurship and economic development 

in cities. The Annals of Regional Science, 1-28. 

Audretsch, D.B. & Belitski, M. (2017). Entrepreneurial ecosystems in cities: establishing the 

framework conditions. The Journal of Technology Transfer, 42(5), 1030-1051. 

https://doi.org/10.1007/s10961-016-9473-8. 

Autio, E., Kenney, M., Mustar, P., Siegel, D. & Wright, M. (2014) Entrepreneurial innovation: 

The importance of context. Research Policy, 43(7), 1097-1108. 

Baltagi, B. (2008). Econometric analysis of panel data. New York, NY: John Wiley & Sons. 

Backman, M. (1999). Knowing our place in the world. Institute of Public Affairs Review: A 

Quarterly Review of Politics and Public Affairs, 51(1), 28.  

Baron, D. P., Neale, M., & Rao, H. (2016). Extending nonmarket strategy: Political economy 

and the radical flank effect in private politics. Strategy Science, 1(2), 105-126. 

Banerji, S., Duygun, M. and Shaban, M., 2018. Political connections, bailout in financial 

markets and firm value. Journal of Corporate Finance, 50, pp. 388–401. 

Baumol, W. (1968). Entrepreneurship in economic theory. American Economic Review Papers 

and Proceedings, p. 64-71. 

Baumol, W.J. (1990). Entrepreneurship, Productive, unproductive, and destructive. Journal of 

Political Economy, 98(5), 893-921. 

Belitski, M., Chowdhury, F. & Desai, S. (2016). Taxes, corruption, and entry. Small Business 

Economics, 47(1), 201-216. https://doi.org/10.1007/s11187-016-9724-y. 

Belitski, M., Grigore, AM. & Bratu, A. (2021). Political entrepreneurship: entrepreneurship 

ecosystem perspective. Int Entrep Manag J . https://doi.org/10.1007/s11365-021-00750-w 

Block, J.H., Colombo, M.G. & Cumming, D.J. et al. (2018). New players in entrepreneurial 

finance and why they are there. Small Business Economics, 50, 239–250. 

Bourdieu, P. (2002). Outline of a theory of practice. Cambridge: Cambridge University Press. 

Bosma, N. & Sternberg, R. (2014). Entrepreneurship as an urban event? Empirical evidence from 

European cities. Regional studies, 48(6), 1016-1033. 

https://doi.org/10.1080/00343404.2014.904041. 

Boubakri, N., Cosset, J.C. and Saffar, W., 2008. Political connections of newly privatized 

firms. Journal of Corporate Finance, 14(5), pp.654–673. 

Boubakri, N., Guedhami, O. & Mishra, D. (2012a) Political Connections and the Cost of Equity 

Capital. Journal of Corporate Finance, 18(3), 541-559. 

Boubakri, N., Cosset, J.C. and Saffar, W., 2012b. The Impact of Political Connections on 



 

 

Firms’ Operating performance and Financing Decisions. Journal of Financial Research, 

35(3), pp.397–423. 

Boubakri, N., Mansi, S.A. and Saffar, W., 2013. Political institutions, connectedness, and 

corporate risk-taking. Journal of International Business Studies, 44(3), pp.195–215. 

Brown, R. & Mason, C. (2017). Looking inside the spiky bits: a critical review and 

conceptualisation of entrepreneurial ecosystems. Small Business Economics, 49(1), 11-30. 

https://doi.org/10.1007/s11187-017-9865-7. 

Brown, R., Rocha, A. & Mawson, S. (2020). Capturing Conversations in Entrepreneurial 

Ecosystems. Centre for Responsible Banking & Finance, University of St Andrews School of 

Management. Working Paper No 20-003. 

Busenitz, L.W., Gómez, C. & Spencer, J.W. (2000). Country institutional profiles: Unlocking 

entrepreneurial phenomena. Academy of Management Journal, 43(5), 994-1003. 

Cassar, G. (2004). The Financing of Business Start-Ups. Journal of Business Venturing, 19(2), 

261-283. 

Charron, N., Lapuente, V., & Annoni, P. (2019). Measuring quality of government in EU regions 

across space and time. Papers in Regional Science, 98(5), 1925-1953.  

Chaney, P.K., Faccio, M. and Parsley, D., 2011. The quality of accounting information in 

politically connected firms. Journal of Accounting and Economics, 51(1-2), pp.58–76. 

Chen, C.R., Li, Y., Luo, D. and Zhang, T., 2017. Helping hands or grabbing hands? An analysis 

of political connections and firm value. Journal of Banking and Finance, 80, pp.71–89. 

Chen, C.J., Li, Z., Su, X. and Sun, Z., 2011. Rent-seeking incentives, corporate political 

connections, and the control structure of private firms: Chinese evidence. Journal of 

Corporate Finance, 17(2), pp.229–243. 

Chowdhury, F. (2016). Impact of corruption on entrepreneurship and social welfare. ProQuest 

10251137, https://search.proquest.com/openview/dddff1a071a32cebac854ed84c7e2c2c/1?pq-

origsite=gscholar&cbl=18750&diss=y  (accessed on 27 July, 2020). 

Chowdhury, F., Audretsch, D.B. & Belitski, M. (2019). Institutions and entrepreneurship quality. 

Entrepreneurship Theory and Practice, 43(1), 51-81. 

https://doi.org/10.1177/1042258718780431. 

Claessens, S., Feijen, E. &Laeven, L. (2008),  Political connections and preferential access to 

finance: The role of campaign contributions, Journal of Financial Economics, 88(3), 554-580. 

Cuervo-Cazurra, A. (2008). Better the devil you don't know: Types of corruption and FDI in 

transition economies. Journal of International Management, 14(1), 12-27. 

Desai, S., & Acs, Z. J. (2007). A theory of destructive entrepreneurship. Jena economic research 

paper (2007-085). 

Desai, S., Acs, Z., Weitzel, U. (2013). A model of destructive entrepreneurship: Insight for 

conflict and postconflict recovery. Journal of Conflict Resolution, 57(1), 20-40. 

DiLorenzo, Th. (2016). The Problem with Socialism. Washington, DC: Regnery Publishing. 

DiLorenzo, Th. (2005). How Capitalism Saved America, The untold history of our country, from 

the pilgrims to the present. New York: Crown Forum.  

Diwan, I., Keefer, P. & Schiffbauer, M. (2015), Pyramid Capitalism – Political Connections, 

Regulation, and Firm Productivity in Egypt. Policy Research Working Paper 7354. Washington, 

DC: World Bank Group, 1-39. 

Diwan, I. & Haidar I.J. (2020). Cronyism reduces job creation in Lebanon. VOX EU, 

https://voxeu.org/article/cronyism-reduces-job-creation-lebanon (accessed on 25 July, 2020). 

https://search.proquest.com/openview/dddff1a071a32cebac854ed84c7e2c2c/1?pq-origsite=gscholar&cbl=18750&diss=y%20%20(accessed
https://search.proquest.com/openview/dddff1a071a32cebac854ed84c7e2c2c/1?pq-origsite=gscholar&cbl=18750&diss=y%20%20(accessed
https://voxeu.org/article/cronyism-reduces-job-creation-lebanon


 

 

Dinc, I. (2005). Politicians and Banks: Political Influences on Government-owned Banks in 

Emerging Markets. Journal of Financial Economics, 77(2), 453-479.  

Doh, J. P., Lawton, T. C., & Rajwani, T. (2012). Advancing nonmarket strategy research: 

Institutional perspectives in a changing world. Academy of Management 

Perspectives, 26(3), 22-39. 

Duchin, R. and Sosyura, D., 2012. The politics of government investment. Journal of Financial 

Economics, 106(1), pp.24–48. 

Ehrlich, I. & Lui, T. (1999). Bureaucratic Corruption and Endogenous Economic Growth. 

Journal of Political Economy 107(6): 270-292. 

Estrin, S. & Mickiewicz, T. (2011). Entrepreneurship in transition economies: The role of 

institutions and generational change. The dynamics of entrepreneurship: evidence from the 

global entrepreneurship monitor data, 181-208. 

Estrin, S., Korosteleva, J., & Mickiewicz, T. (2013). Which institutions encourage 

entrepreneurial growth aspirations?. Journal of Business Venturing, 28, 564-580. 

European Commission (2010). European Regional and Urban Statistics Reference Guide. 

Eurostat Methodologies and Working Papers. Luxembourg: Office for Official Publications of 

the European Communities. 

Faccio, M. (2006). Politically-Connected Firms. American Economic Review, 96(1), 369-386. 

Faccio, M., Masulis, R. & McConnell, J. (2006). Political connections and corporate bailouts.  

Journal of Finance, 61(6), 2597-2635. 

Faccio, M., 2010. Differences between politically connected and nonconnected firms: A cross 

country analysis. Financial Management, 39(3), pp.905–928. 

Fayolle, A. (2007). Entrepreneurship and new value creation: the dynamic of the 

entrepreneurial process. Cambridge University Press. 

Feldman, M., Francis, J. & Bercovitz, J. (2005). Creating a cluster while building a firm: 

Entrepreneurs and the formation of industrial clusters. Regional studies, 39(1), 129-141. 

https://doi.org/10.1080/0034340052000320888. 

Feldman, M. & Zoller, T.D. (2012). Dealmakers in place: Social capital connections in regional 

entrepreneurial economies. Regional Studies, 46(1), 23-37. 

https://doi.org/10.1080/00343404.2011.607808. 

Fisman, R. (2001). Estimating the Value of Political Connections. American Economic Review, 

91(4), 1095-1102 

Folsom, B.W. (1993). The Myth of the Robber Barons. Reston, VA: Young America’s 

Foundation. 

Fritsch, M. & Mueller, P. (2004). Effects of new business formation on regional development 

over time. Regional Studies, 38(8), 961-975. https://doi.org/10.1080/0034340042000280965. 

Fritsch, M., Sorgner, A. & Wyrwich, M. (2019). Self-employment and well-being across 

institutional contexts. Journal of Business Venturing, 34(6), 105946. 

https://doi.org/10.1016/j.jbusvent.2019.105946. 

Glaeser, E.L. & Saks, R. (2006). Corruption In America, Journal of Public Economics, 1053-

1072. 

Godley, A., Morawetz, N. & Soga, L. (2019). The complementarity perspective to the 

entrepreneurial ecosystem taxonomy. Small Business Economics, 1-16. 

https://doi.org/10.1007/s11187-019-00197-y. 

Goldman, E., Rocholl, J. & So, J., (2013). Politically Connected Boards of Directors and The 

Allocation of Procurement Contracts. Review of Finance, 17(5), 1617-1648. 

https://doi.org/10.1080/0034340052000320888
https://doi.org/10.1080/00343404.2011.607808
https://doi.org/10.1080/0034340042000280965
http://doi.org/10.1016/j.jpubeco.2005.08.007


 

 

Guedhami, O., Pittman, J.A. and Saffar, W., 2014. Auditor choice in politically connected 

firms. Journal of Accounting Research, 52(1), pp.107–162. 

Habib, A., Ranasinghe, D., Muhammadi, A.H. and Islam, A., 2018. Political connections, 

financial reporting and auditing: Survey of the empirical literature. Journal of 

International Accounting, Auditing and Taxation, 31, pp.37–51. 

Huyghe, A., Knockaert, M., & Obschonka, M. (2016). Unraveling the “passion orchestra” in 

academia. Journal of Business Venturing, 31(3), 344-364. 

Houston, J.F., Jiang, L., Lin, C. and Ma, Y., 2014. Political connections and the cost of bank 

loans. Journal of Accounting Research, 52(1), pp.193–243. 

Isenberg, D. (2010). How to start an entrepreneurial revolution. Harvard Business 

Review, 88(6), 40-50. 

Johnson, S., Kaufman, D. & Shleifer, A. (1997). The Unofficial Economy in Transition. The 

Unofficial Economy in Transition. Brooking Papers on Economic Activity, no.2, 159-239. 

Johnson, S. and Mitton, T., 2003. Cronyism and capital controls: evidence from Malaysia. 

Journal of Financial Economics, 67(2), pp.351–382. 

Khwaja, A. & Mian, A. (2005). Do Lenders Favor Politically Connected Firms? Rent Provision 

in an Emerging Financial Market. The Quarterly Journal of Economics, 120, 1371-1411. 

Kaufman, D. & Siegelbaum, P. (1997). Privatization and Corruption in Transition Economies., 

Journal of International Affairs, 50(2), 419-58. 

Kaufmann, D., Kraay, A. & Mastruzzi, M. (2010). The Worldwide Governance Indicators: 

Methodology and Analytical Issues (World Bank Policy Research Working Paper No. 

5430). Washington, DC: The World Bank. https://doi.org/10.1017/S1876404511200046. 

Kogut, B. & Ragin, C. (2006). Exploring complexity when diversity is limited: Institutional 

complementarity in theories of rule of law and national systems revisited. European 

Management Review, 3(1), 44-59. https://doi.org/10.1057/palgrave.emr.1500048. 

Kornai, J. (1986). The soft budget constraint. Kyklos, 39(1), 3-30.  

Lee, N., Brown, R., Schlueter, T., et al (2016) Modes of firm growth. ERC Research Paper,  

No.46 https://www.enterpriseresearch.ac.uk/wp-content/uploads/2016/05/ERC-ResPap46-

LeeBrownSchlueter-RBNL_acks.pdf. 

Léon, L.R., Izsak, K., Bougas, K., Soto, V., 2016. Regional Ecosystem Scoreboard. 

Levie, J. & Autio, E. (2008). A theoretical grounding and test of the GEM model. Small Business 

Economics, 31, 235-263.  

Li, H., Meng, L., Wang, Q. & Zhou, L.A. (2008). Political connection, financing and firm 

performance: evidence from Chinese private firms. Journal of development economics, 87, 283-

299. 

Liu, J., Uchida, K. and Gao, R., 2012. Political connections and the long-term stock 

performance of Chinese IPOs. Journal of International Financial Markets, Institutions 

and Money, 22(4), pp.814-833. 

Mason, C. & Brown, R. (2014). Entrepreneurial ecosystems and growth oriented 

entrepreneurship. Final Report to OECD, Paris, 30(1), 77-102. 

Morck, R. K., Stangeland, D. A., & Yeung, B. (2007). 11. Inherited Wealth, Corporate Control, 

and Economic Growth The Canadian Disease? (pp. 319-372). University of Chicago Press. 

Motoyama, Y. & Knowlton, K. (2016). From resource munificence to ecosystem integration: the 

case of government sponsorship in St. Louis. Entrepreneurship & Regional Development, 28(5-

6), 448-470. https://doi.org/10.1080/08985626.2016.1186749. 

https://www.enterpriseresearch.ac.uk/wp-content/uploads/2016/05/ERC-ResPap46-LeeBrownSchlueter-RBNL_acks.pdf
https://www.enterpriseresearch.ac.uk/wp-content/uploads/2016/05/ERC-ResPap46-LeeBrownSchlueter-RBNL_acks.pdf
https://doi.org/10.1080/08985626.2016.1186749


 

 

Méon, P.G. & Sekkat, K. (2005). Does corruption grease or sand the wheels of growth? Public 

choice, 122(1-2), 69-97. https://doi.org/10.1007/s11127-005-3988-0. 

Murphy, K.M, Shleifer, A. & Vishny, R.W. (1991). The Allocation of Talent: Implications for 

Growth. Quarterly Journal of Economics, 106(2), 503-530. 

Neck, H.M, Meyer, G.D., Cohen, B. & Corbett, A.C. (2004). An entrepreneurial system view of 

new venture creation, Journal of Small Business Management, 38(2), 184-208.  

Nee, V., & Opper, S. (2010). Political capital in a market economy. Social Forces, 88(5), 2105–

2132. 

Niesen, A. & Ruenzi, S. (2010). Political Connectedness and Firm Performance: Evidence from 

Germany, German Economic Review, 11(4), 441-464. 

North, D.C. (1990). Institutions, Institutional Change and Economic Performance. Cambridge: 

Cambridge University Press. 

North, D., Baldock, R. & Ullah, F. (2013). Funding the growth of UK technology-based small 

firms since the financial crash: are there breakages in the finance escalator? Venture Capital, 

15(3), 237-260. 

Ostrom, E. (2005). Doing institutional analysis digging deeper than markets and hierarchies. 

In Handbook of new institutional economics (pp. 819-848). Boston, MA: Springer. 

https://doi.org/10.1007/0-387-25092-1_31. 

Reynolds, P.D., Hay, M. & Camp, S.M. (1999). Global entrepreneurship monitor. Kansas City, 

Missouri: Kauffman Center for Entrepreneurial Leadership. 

Reynolds, P.D. & Curtin, R. T. (Eds.). (2010). New business creation: An international 

overview (Vol. 27). Springer Science & Business Media. https://doi.org/10.1007/978-1-4419-

7536-2. 

Rijkers, B., Baghdadi, L. & Raballand, G. (2015). Political Connections and Tariff Evasion: 

Evidence from Tunisia. The World Bank Economic Review, 31(2): 459-482. 

Rodriguez, P., Uhlenbruck, K. & Eden, L. (2005). Government corruption and the entry 

strategies of multinationals. Academy of Management Review, 30(2), 383-396. 

    Rodriguez-Pose, A. Garcilazo, E.  (2013). Quality of Government and the Returns of 

Investment: Examining the Impact of Cohesion Expenditure in European Regions, OECD 

Regional Development Working Papers, 2013/12, OECD Publishing.  

 Roundy, P.T. (2017). “Small town” entrepreneurial ecosystems: Implications for developed and 

emerging economies. Journal of Entrepreneurship in Emerging Economies, 9(3), 238-262.  

Sauka, A. & Welter, F. (2007). Productive, unproductive and destructive entrepreneurship in an 

advanced transition setting: The example of Latvian small enterprises. In Dowling, M. & 

Schmude, J. Empirical Entrepreneurship in Europe: New Perspectives. Cheltenham, UK/ 

Northampton, MA: E. Elgar. 

Shleifer, A. & Vishny, R. (1994). Politicians and Firms. The Quarterly Journal of Economics, 

109(4), 995-1025. 

Shleifer, A. & Vishny, R., (1993). Corruption. Quarterly Journal of Economics, 108(3), 599-617. 

Smallbone, D. & Welter, F. (2001). The distinctiveness of entrepreneurship in transition 

economies, Small Business Economics, 16, 249-62. 

Sobel, R.S. (2008). Testing Baumol: Institutional quality and the productivity of 

entrepreneurship. Journal of Business Venturing, 23(6), 641-655. 

https://doi.org/10.1016/j.jbusvent.2008.01.004. 

Spigel, B., & Harrison, R. (2018). Toward a process theory of entrepreneurial ecosystems. 

Strategic Entrepreneurship Journal, 12 (1), 151-168. 

https://scholar.harvard.edu/shleifer/publications/allocation-talent-implications-growth
https://scholar.harvard.edu/shleifer/publications/allocation-talent-implications-growth
https://doi.org/10.1016/j.jbusvent.2008.01.004


 

 

Spigel, B. (2017). The relational organization of entrepreneurial ecosystems. Entrepreneurship 

Theory and Practice, 41(1), 49-72. 

Stam, E. (2015). Entrepreneurial ecosystems and regional policy: A sympathetic critique. 

European Planning Studies, 23(9), 1759-1769. 

Stam, E. (2018). Measuring entrepreneurial ecosystems. In Entrepreneurial ecosystems. Cham: 

Springer. https://doi.org/10.1007/978-3-319-63531-6_9. 

Stam, E., Van de Ven, A. (2020). Entrepreneurial Ecosystem Elements. Small Bus. Econ. 1–24. 

Stangler, D. & Bell-Masterson, J. (2015). Measuring an entrepreneurial ecosystem. Kauffman 

foundation research series on city, metro, and regional entrepreneurship, 16. 

Stenholm, P., Acs, Z. J. & Wuebker, R. (2013). Exploring country-level institutional 

arrangements on the rate and type of entrepreneurial activity. Journal of Business 

Venturing, 28(1), 176-193.       

Timmons, J.A. (1994). New Venture Creation: Entrepreneurship for the 21st Century. New 

York: McGraw Hill. 

Vanacker, T. & Manigart, S. (2010). Pecking order and debt capacity considerations for high-

growth companies seeking financing, Small Business Economics, 35(1), 53-69. 

Wasilczuk, J.E. & Stankiewicz, K. (2017). Unproductive Entrepreneurship - The Case Of The 

Polish Economy. GUT FME Working Paper Series A 45, 

https://ideas.repec.org/p/gdk/wpaper/45.html. 

Waniak-Michalak, H., Michalak, J., & Gheribi, E. (2018). The source of financing for SMS in 

Poland, Economics, Finance, Investment, Accounting, XIV(1), 15-22. 

Webb, J.W., Khoury, T.A., & Hitt, M.A. (2020). The influence of formal and informal 

institutional voids on entrepreneurship. Entrepreneurship Theory and Practice, 44(3), 504-526. 

Wiklund, J., Shepherd, D., 2003. Knowledge-based resources, entrepreneurial orientation, and 

the performance of small and medium-sized businesses. Strateg. Manag. J. 24 (13), 1307–1314. 

Wintona, A. & Yerramillib, V. (2008). Entrepreneurial Finance: Banks Versus Venture Capital, 

Journal of Finance Economics, 88(1), 51-79. 

Wisniewski, T.P., 2016. Is there a link between politics and stock returns? A literature survey. 

International Review of Financial Analysis, 47, pp.15–23. 

World Bank . (2017). World Bank Enterprise Surveys. Retrieved 

from https://www.enterprisesurveys.org/data  

Wrona, T., & Sinzig, C. (2018). Nonmarket strategy research: systematic literature review and 

future directions. Journal of Business Economics, 88(2), 253-317. 

Wu, W., Wu, C., Zhou, C. and Wu, J., 2012. Political connections, tax benefits and firm 

performance: Evidence from China. Journal of Accounting and Public policy, 31(3), 

pp.277-300. 

Younkins, E.W. (2002). Capitalism and Commerce: Conceptual Foundations of Free Enterprise. 

Lanham, MD/Plymouth, UK: Lexington Books.  

 

 

 

 

 

 

 

 

https://doi.org/10.1007/978-3-319-63531-6_9
https://biblio.ugent.be/person/FBBFDF98-F0ED-11E1-A9DE-61C894A0A6B4
https://ideas.repec.org/p/gdk/wpaper/45.html
https://ideas.repec.org/p/gdk/wpaper/45.html
https://ideas.repec.org/s/gdk/wpaper.html
https://ideas.repec.org/p/gdk/wpaper/45.html
https://www.enterprisesurveys.org/data


 

 

 
 

Table 1: Cities included in this study  

 city, country  Obs.  % 

Kyiv Ukraine 120 6.94 

Lviv Ukraine 96 5.55 

Wroclaw Poland 102 5.9 

Warsaw Poland 102 5.9 

Batumi Georgia 59 3.41 

Tbilisi Georgia 129 7.46 

Astana KZ 102 5.9 

Almaty KZ 104 6.02 

Cluj Romania 115 6.65 

Bucharest 

Romania 118 6.82 

Istanbul Turkey 88 5.09 

Sarajevo B&H 103 5.96 

Zagreb Croatia 115 6.65 

Osijek Croatia 105 6.07 

Klagenfurt 114 6.59 

Sofia 88 5.09 

Plovdiv 69 3.99 

 

Source: City level data urban audit 

 

 

Table 2 Descriptive statistics 

Variables Description of variables Mean 
St. 

Dev. 
Min. Max. 

Quality of 

entrepreneurial 

activity 

There is a strong, growth-oriented entrepreneurship activity in my 

region (city)" measured on the Likert scale from 1 – very weak to 7 – 

very strong. 

4.76 1.47 1 7 

Rate of 

entrepreneurial 

activity 

"There is a significant number of entrepreneurs compared to another 

type of business activity (e.g., corporations, large manufacturing, 

incumbents firms, generation firms, etc.) registered in my region" 

measured on the Likert scale from 1 – very weak to 7 – very strong. 

4.82 1.55 1 7 

Skills  Entrepreneurship skills, 1 – not at all, 7 – high skills 4.81 1.25 1 7 

Entrepreneur Area of activity (entrepreneur = 1, otherwise =0) 0.35 0.48 0 1 

Professor Area of activity (professor=1, otherwise =0) 0.10 0.30 0 1 

Policymaker Area of activity (policymaker = 1, otherwise = 0) 0.08 0.26 0 1 

Multiple position 
Multiple occupations (entrepreneur, professor, policymaker, investor, 

director/manager in a multinational company, manager of TTO, 
0.30 0.46 0 1 



 

 

manager in techno park (accelerator); lawyer, other) (multiple = 1, 

otherwise = 0) 

Male  Gender (male=1, female=0) 0.59 0.49 0 1 

Degree Have you got a university degree or higher? (1 - yes; 0 - no) 0.88 0.32 0 1 

Age 

  

Age group (less than 29 years old = 1; 30-39 = 2; 40-49 = 3; 50-59 = 

4; 60-69 = 5; more than 70 = 6) 
2.41 1.12 1 6 

Capital city 

  
 Capital city=1, 0 otherwise 0.50 0.50 0 1 

Gov support 
There is a sufficient number of government entrepreneurship support 

programs in my region (city) (1- very weak, 7 - very strong) 
3.87 1.49 1 7 

Media support 

  

There is a sufficient support of independent mass media to 

entrepreneurship in my region (city) (1- very weak, 7 - very strong) 
3.85 1.55 1 7 

Culture 

  

There is a strong entrepreneurship culture and orientation in my 

region (city) (1- very weak, 7 - very strong) 
4.16 1.61 1 7 

Politically-

connected 

entrepreneurship  

  

There is a politically-connected entrepreneurship in my city: an 

economic activity in a strong formal and informal cooperation with 

local / national government in accessing economic resources in a 

privileged way compared to other entrepreneurs (1- very weak, 7 - 

very strong) 

4.48 1.55 1 7 

Formal networks 

There is a sufficient formal network (national and local government, 

administrations, private and public educational institutions, official 

societies, trade unions, firms and corporations, private entrepreneurs 

and investors) to support entrepreneurship EE in my region (city) (1- 

very weak, 7 - very strong) 

3.86 1.39 1 7 

Informal networks 

  

There is a sufficient informal network (commonness of personal 

contacts, family relationships, informal organizations, unwritten rules 

of behaviour, social media) to support entrepreneurship EE in my 

region (city) (1- very weak, 7 - very strong) 

4.42 1.51 1 7 

Venture capital  

  

 There is a sufficient access to private equity - venture capital in my 

city (1- very weak, 7 - very strong) 
3.43 1.55 1 7 

Debt capital  

  

 There is a sufficient access to debt capital in my city (1- very weak, 

7 - very strong) 
4.45 1.69 1 7 

Regional 

corruption 

Percentage of firms in a city-region which reported corruption as a 

high obstacle for business (World Bank, 2017)  
0.22 0.13 0.02 0.501 

 

Source: City level data urban audit 

 

Table 3: OLS regression. Dependent variables: Quality (specification 1-4) and rate of regional 

entrepreneurial activity (specification 5-8) 



 

 

Dependent variable Quality of entrepreneurial activity Rate of entrepreneurial activity  

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

Entrepreneurship skills  
0.02 

(0.02) 

0.02 

(0.02) 

0.02 

(0.02) 

0.03 

(0.02) 

0.04* 

(0.02) 

0.04* 

(0.03) 

0.04* 

(0.03) 

0.05** 

(0.03) 

Entrepreneur  
0.33*** 

(0.09) 

0.34*** 

(0.09) 

0.34*** 

(0.09) 

0.33*** 

(0.09) 

0.39*** 

(0.10) 

0.35*** 

(0.09) 

0.35*** 

(0.09) 

0.34*** 

(0.09) 

Professor  
-0.05 

(0.12) 

-0.01 

(0.11) 

-0.01 

(0.11) 

-0.05 

(0.11) 

-0.02 

(0.13) 

-0.02 

(0.13) 

-0.05 

(0.13) 

-0.04 

(0.12) 

Policymaker 
-0.04 

(0.13) 

0.02 

(0.13) 

0.02 

(0.13) 

0.02 

(0.12) 

-0.24* 

(0.14) 

-0.19 

(0.14) 

-0.19 

(0.14) 

-0.19 

(0.14) 

Multiple position 
-0.08 

(0.09) 

-0.02 

(0.09) 

-0.02 

(0.09) 

0.03 

(0.09) 

-0.11 

(0.10) 

-0.04 

(0.10) 

-0.04 

(0.10) 

-0.01 

(0.09) 

Male 
-0.06 

(0.06) 

-0.02 

(0.06) 

-0.02 

(0.06) 

-0.01 

(0.06) 

-

0.17*** 

(0.07) 

-0.12* 

(0.06) 

-0.12* 

(0.06) 

-0.11* 

(0.06) 

Degree 
0.77*** 

(0.09) 

0.74*** 

(0.08) 

0.74*** 

(0.08) 

0.66*** 

(0.08) 

0.60*** 

(0.11) 

0.55*** 

(0.10) 

0.55*** 

(0.10) 

0.47*** 

(0.11) 

Age 
0.03 

(0.03) 

0.04* 

(0.03) 

0.04* 

(0.03) 

0.04* 

(0.02) 

0.01 

(0.03) 

0.04 

(0.03) 

0.04 

(0.03) 

0.03 

(0.03) 

Capital city 
-0.07 

(0.06) 

-0.10* 

(0.06) 

-0.10* 

(0.06) 

-0.02 

(0.06) 

0.06 

(0.07) 

0.02 

(0.07) 

0.02 

(0.07) 

0.10 

(0.07) 

Gov support 
0.25*** 

(0.02) 

0.17*** 

(0.03) 

0.17*** 

(0.03) 

0.18*** 

(0.02) 

0.29*** 

(0.02) 

0.20*** 

(0.03) 

0.20*** 

(0.03) 

0.21*** 

(0.03) 

Media support  
0.11*** 

(0.02) 

0.05** 

(0.02) 

0.04** 

(0.02) 

0.03 

(0.02) 

0.11*** 

(0.03) 

0.05* 

(0.03) 

0.05* 

(0.03) 

0.03 

(0.03) 

Culture  
0.33*** 

(0.02) 

0.25*** 

(0.02) 

0.26*** 

(0.02) 

0.23*** 

(0.02) 

0.28*** 

(0.02) 

0.19*** 

(0.03) 

0.19*** 

(0.03) 

0.17*** 

(0.03) 

Politically-connected 

entrepreneurship 

0.01 

(0.02) 

-0.02 

(0.02) 

-0.03 

(0.05) 

0.06 

(0.05) 

0.08*** 

(0.02) 

0.03 

(0.02) 

0.05 

(0.06) 

0.06 

(0.06) 

Formal networks  0.03 

(0.03) 

0.03 

(0.03) 

0.05** 

(0.03) 
 -0.05* 

(0.03) 

-0.06* 

(0.03) 

-0.03** 

(0.02) 

Informal networks  0.06** 

(0.03) 

0.07*** 

(0.03) 

0.08*** 

(0.03) 
 0.14*** 

(0.03) 

0.14*** 

(0.03) 

0.14*** 

(0.03) 

Venture capital  
 0.13*** 

(0.03) 

0.02 
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Debt capital  
 0.07*** 
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-0.012 

(0.01) 

Debt capital x PE  

(H1a, 1b) 
  

-

0.026** 

(0.01) 

-
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(0.01) 

    
-0.001 

(0.01) 

-0.002 

(0.01) 
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(0.21) 
   1.51*** 

(0.24) 

Constant 
1.01*** 

(0.21) 

0.69*** 

(0.21) 

0.60** 

(0.29) 

0.25 

(0.30) 
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(0.24) 

0.51** 

(0.24) 

0.40 
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0.08 

(0.34) 

Number of observations 1729 1729 1729 1729 1729 1729 1729 1729 

R2 .39 .42 .43 .45 .34 .39 .39 .41 

RMSE 1.15 1.12 1.12 1.10 1.26 1.21668 1.21 1.20 

F stat 119.36 102.70 93.37 95.54 91.74 84.96 76.29 77.67 

loglikelihood 
-

2723.01 

-
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-

2640.90 

-

2612.95 

-

2882.27 

-

2783.90 

-

2783.56 -2761.63 



 

 

 

Source: Authors 

Figure 1: Predictive Margins of the effect of change in access to debt and venture capital on 

regional entrepreneurial activity quality (left) and rate (right) with 90% confidence intervals and 

the level of politically-connected entrepreneurship in a city  
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