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Abstract

Purpose

Institutional trust is vital for social and economic activity and crucial in reducing
uncertainty for entrepreneurs and society. To shed light on the role of institutional trust on
productive entrepreneurial activity, this paper analyses the impact of six urban entrepreneurial
ecosystems using the contexts of the transition economies of Eastern Europe, Caucasus, and
Central Asia. This study pursues the research question: what role does institutional trust play in
the relationship between formal institutions and productive entrepreneurship in the
entrepreneurial ecosystems of transition economies? This paper posits that the development and
enforcement of formal institutions and institutional trust enhance productive entrepreneurship.

Design/methodology/approach

In this study, we apply a mixed-method approach. Our dataset includes 657 respondents
(ecosystem stakeholders) from six city-level entrepreneurial ecosystems in the transition
economies of Georgia, Ukraine, and Kazakhstan, as well as 51 semi-structured interviews from
entrepreneurial ecosystem representative stakeholders to examine the validity of our findings.

Findings

Institutional trust in many cities has been negatively affected by institutionalized
corruption and continuous non-transparent reforms, furthering prior research in developing and
transition economies. Our findings suggest that institutional trust can be investigated not as a
country phenomenon but as a regional phenomenon extending prior research towards
understanding the institutional trust — productive entrepreneurship research domain at the city
entrepreneurial ecosystem level.

Originality/value

We apply the institutional trust perspective to the entrepreneurial ecosystems in cities in
order to examine how institutional trust affects productive entrepreneurship in challenging
institutional environments. We contribute to the literature on institutions and entrepreneurship
by using a mixed-method analysis to examine the relationship between formal institutions and
institutional trust in the context of EESs in transition economies.

Keywords: Institutional Trust; Productive Entrepreneurship; Entrepreneurial

Ecosystems; Transition Economies

1. Introduction

An extensive body of research has investigated the link between entrepreneurial
ecosystem (EE) and trust (Anderson and Jack, 2002; Thornton, Ribeiro-Soriano, and Urbano,
2011; Kwon and Sohn, 2021; Welter, 2012, 2021; Belitski, Grigore, and Bratu, 2021; Muldoon,
Bauman, and Lucy, 2018; Audretsch and Belitski, 2017) to promote productive and innovation-

oriented entrepreneurship and valuable outcomes for the society (Urbano et al., 2020; Aparicio,



Audretsch, and Urbano, 2021a). The EE refers to a set of interconnected entrepreneurial actors,
availability of resources, industry structure, entrepreneurship culture, and infrastructure
(Audretsch and Belitski, 2017; Mason and Brown, 2014; Brown and Mason, 2017). Drawing
on Baumol (1996, 30), we define productive entrepreneurship as “any entrepreneurial activity
that contributes directly or indirectly to the net output of the economy or to the capacity to
produce additional output”.

A plethora of prior studies has confirmed that the EE context positively impacts
productive entrepreneurship (Content, Frenken, and Jordaan, 2019; Wurth, Stam, and Spigel,
2021) with a crucial role of trust for entrepreneurs (Welter, 2021; Kwon and Sohn, 2021). In
this study, we distinguish institutional trust as a part of informal institutions and a more complex
form of trust and define it as business relationships that are governed by the norms, values, and
codes of conduct inherent within a society (HOohmann and Malieva, 2005; Welter, 2012).
Informal institutions encompass societal norms, beliefs, and values that create perceptions and
notions of social context as well as provide some insights regarding the ways to support
economic activity (North, 1990; Webb, Ireland, and Ketchen, 2014). Prior research highlighted
that institutional trust is vital for social and economic activity (Korosteleva, Mickiewicz, and
Stepien-Baig, 2020; Guiso, Sapienza, and Zingales, 2010; Efendic, Mickiewicz, and Rebmann,
2015). It plays a crucial role in supporting entrepreneurship and business growth (Welter, 2012),
especially in weak institutional environments. However, the limitation of the prior empirical
studies is in focusing on personal trust and country-associated data (Welter, 2021; Boudreaux
and Nikolaev, 2019; Kwon and Sohn, 2021). This study extends the prior discussion on the role
of institutions for entrepreneurship (Urbano, Aparicio, and Audretsch, 2019b; Aparicio,
Urbano, and Stenholm, 2021Db) by investigating the regional aspects of bridging the institutional

trust and EEs for productive entrepreneurship (Bosma, Sanders, and Stam, 2018).



Prior studies also pointed out that context matters for entrepreneurial activity (Turro,
Alvarez, and Urbano, 2016; Urbano et al., 2019b; Foss, Klein, and Bjgrnskov, 2019; Jones et
al., 2019; Webb et al., 2014; Welter and Smallbone, 2011), in particular Malecki (2018), Szerb
et al. (2019), Spigel (2017), Webb et al. (2014) extensively examined the context of developed
economies. This stream of research could be extended in terms of further understanding of the
context for productive entrepreneurship in transition economies, despite all the progress made
in the recent entrepreneurship literature (Guerrero and Urbano, 2020; Kansheba and Wald,
2020; Cao and Shi, 2021; De Brito and Leitdo, 2021; Welter and Smallbone, 2011; Efendic et
al., 2015).

In this paper, we define institutional context as the rules that guide the behaviour of
individuals and provide the structure of incentives to the agents (North, 1990; Urbano and
Alvarez, 2014). A number of studies have found that the institutional context associated with
developing and transition economies (Escandén-Barbosa et al., 2019; Bruton, Ahlstrom, and
Li, 2010; Eijdenberg et al., 2018; Welter and Smallbone, 2011) is weak and less conducive to
productive entrepreneurship (Urbano et al., 2019a; Aidis, Estrin, and Mickiewicz, 2008, 2012;
Estrin and Mickiewicz, 2011). In addition, transition economies are characterised as low-trust
societies because of their communist legacy (Estrin and Mickiewicz, 2011; Fukuyama, 1995;
Raiser, 1999; Efendic et al., 2015). Such context can create some constraints in terms of social
outcomes of entrepreneurship, entrepreneurial intentions, and entrepreneurs’ decision-making
(Cuervo-Cazurra, Mudambi, and Pedersen, 2019). It is, therefore, important to understand the
impact of institutional trust on productive entrepreneurship in weak institutional contexts, such
as transition economies.

We formulate our research question as follows: What role does institutional trust play
in the relationship between formal institutions and productive entrepreneurship in the

entrepreneurial ecosystems of transition economies?



In order to answer this question, we empirically test the interplay of institutional trust
and formal institutions for productive entrepreneurship using the context of the transition
economies in Eastern Europe (Ukraine), Caucasus (Georgia), and Central Asia (Kazakhstan).
Our dataset includes 243 respondents (ecosystem stakeholders) from Kyiv and Lviv (cities in
Ukraine), 202 respondents from Thilisi and Batumi (cities in Georgia), and 212 respondents
from Nur-Sultan (former Astana) and Almaty (cities in Kazakhstan). In addition to quantitative
analysis, we performed 51 semi-structured interviews with EE representative stakeholders
across six cities in order to examine the validity of our findings.

By answering our research question, we make the following contributions. Firstly, we
apply the institutional trust perspective (Welter, 2012; Mickiewicz and Rebmann, 2020;
Fredstrom, Peltonen, and Wincent, 2020) to the entrepreneurial ecosystems in cities in order to
examine how institutional trust affects productive entrepreneurship (Aparicio et al., 2021b;
Urbano et al., 2020) in challenging institutional environments (Welter and Smallbone, 2011).
We use an example of six cities in transition economies. Secondly, we contribute to the
literature on institutions and entrepreneurship (Urbano, Aparicio, and Audretsch, 2019c; Bruton
et al., 2010; De Clercq, Lim, and Oh, 2013; Urbano and Alvarez, 2014) by using a mixed-
method analysis to examine the relationship between formal institutions and institutional trust
in the context of EEs in transition economies.

While prior research (e.g., De Clercq et al., 2013; Fuentelsaz, Gonzalez, and Maicas,
2019) has theorized the role of institutions and trust on new business start-ups, our study is a
relevant addition to a discourse on the role of the institutional context for entrepreneurship.
More specifically, we extend De Clerq et al. (2013), who demonstrated the moderating role of
formal and informal institutions in the relationship between access to resources and new
businesses and that this relationship increases with the higher levels of trust. In addressing the

calls in entrepreneurship context literature (Webb et al., 2014; Turro et al., 2016; Urbano et al.,



2019b; Welter and Smallbone, 2011) and reflecting on De Clerqg et al. (2013), this study
introduces the interplay between institutional trust and formal institutions for productive
entrepreneurship in the context of transition economies. Transition economies are characterised
by a high level of uncertainty, weak institutions, and low-trust society. Therefore, we position
institutional trust and formal institutions as two boundary conditions for productive
entrepreneurship within an ecosystem.

This paper is organized as follows. The next section outlines the theoretical framework
and formulates research hypotheses. Section 3 introduces data and methodology, while Section
4 presents the results of the study. Section 5 discusses our findings, and Section 6 concludes.

2. Theoretical Framework

2.1. Spatial aspects of entrepreneurial ecosystems

The entrepreneurship literature has generally focused on analysing individuals and
firms. However, the emergence of the EE concept (Isenberg, 2011) has shifted the literature’s
focus towards regions (Szerb et al., 2019; Kansheba and Wald, 2020; Stam and Van de Ven,
2021; Kraus et al., 2021) and cities (Mack and Mayer, 2016; Spigel, 2017; Belitski and
Buytkbalci, 2020). Although the research on EEs has gone from focusing on a region’s start-
up rate, net entry, or total number of new ventures (Wurth et al., 2021) to a more specific type
of entrepreneurial activity - productive entrepreneurship and the interdependences of EE
attributes and how they interact with each other (Brown and Mason, 2017; Spigel, 2017;
Eijdenberg et al., 2018). A few studies have specifically drawn attention to place-based and
thus community-based institutional contexts (Audretsch and Belitski, 2017).

While prior research has demonstrated that cities and regions with a “healthy” EE have
a greater capacity to add value and create well-being (Stam, 2018), there is limited evidence
regarding how the formal and informal context of the EE relates to its outcomes and facilitates

productive entrepreneurship (Urbano et al., 2019a; Wurth et al., 2021). The context influences



the pace of entrepreneurial development, entrepreneurial intentions, quality, and the nature of
entrepreneurship (Wellter and Smallbone, 2011; Chowdhury, Audretsch, and Belitski, 2019).
In order to enter the market, entrepreneurs need to examine both the formal (e.g., property
rights, government size) and informal institutions (e.g., trust, corruption, culture) (Fuentelsaz
etal., 2019; Urbano et al., 2019c) as well as the potential interdependences between them (Peng
et al., 2009).

Formal institutions, mainly regulations, are required for entrepreneurs to reduce the risk
of doing business, as well as create incentives and protection for entrepreneurial aspirations and
starting a business. The role of formal institutions for entrepreneurship has been particularly
examined at regional and national levels (Eijdenberg et al., 2018; Urbano et al., 2019b;
Bjarnskov and Foss, 2013). The formal institutional context provides boundary conditions for
entrepreneurship (North, 1990,) while the informal institutional context encompasses trust and
culture within the EE and influences its outcomes indirectly, for example, via access to resource
and other formal institutions (De Clercq et al., 2013). While formal institutional contexts
directly affect decisions to start and develop businesses (Estrin, Mickiewicz, and Stephan, 2013;
Stenholm, Acs, and Wuebker, 2013), the informal institutional context has a significant impact
on EE stakeholders’ choices regarding how and with whom they should or should not cooperate
(Hechavarria and Reynolds, 2009). Transparent and unbiased formal institutions could reduce
transaction problems and facilitate good practice of economic, political, and social interactions
between economic agents under one important condition — the formal institutions should be
both established and enforced upon economic agents. Formal institutions conducive to
entrepreneurs may create incentives for entrepreneurs to identify and exploit market
opportunities only the under condition that they can be enforced, and agents accept and comply

with the regulation.



Prior research of formal institutions considered the role of the institutional context for
entrepreneurship in developed countries (Urbano and Alvarez, 2014; Urbano et al., 2020;
Aparicio, Urbano, and Audretsch, 2016), with a little evidence of how formal institutions are
introduced and respected in developing and transition economies, such as Russia (Aidis et al.,
2008, 2012). Countries with strong formal institutions are often listed in the high positions in
the World Bank Doing Business ranking. Despite this high-ranking recognition, transition
economies face severe challenges in providing a robust enforcement mechanism for these
formal institutions. For example, in the World Bank Doing Business ranking Russia has jumped
from 124th place in 2010 to 28th in 2020 (Doing Business, 2020), while entrepreneurial activity
has been continuously decreasing (Zemtsov, Komarov, Barinova, 2022). In addition,
entrepreneurial activities in transition economies are driven by informal institutions (e.g., local
culture, norms, etc.), enabling entrepreneurs to avoid regulations for the benefit of their
businesses by using connections to politicians (Belitski et al., 2021). The situation is similar in
other transition economies, such as Belarus and Kazakhstan, where policymakers have formally
declared support for small businesses (World Bank, 2019). However, this did not lead to
changes in informal institutions and entrepreneurial culture. We argue that the enforcement
mechanism of formal institutions is a necessary condition for productive entrepreneurship.
Therefore, we hypothesise:

H1: The development of formal institutions is not associated with productive

entrepreneurship in the context of transition economies.

2.2. The role of institutional trust in the institutional context for entrepreneurial
activity
Ecosystem stakeholders are influenced socially by the context in which they conduct

business (Letaifa and Goglio-Primard, 2016; Granovetter, 1985). The context allows



entrepreneurs to be exposed to the local culture, values and be engaged in networks that
facilitate entrepreneurial processes (Drakopoulou and Anderson, 2007). Prior research argued
that informal institutions (e.g., local networks, trust, connections with government officials)
(Peng, 2003; Peng and Luo, 2000) might help carry on and advance entrepreneurial activity.
Prior studies have analysed entrepreneurship from a social network and cluster perspective
(Scott, Hughes, and Kraus, 2019), with a particular focus on the role of institutional trust for
new venture creation (Liao and Welsch, 2005; Zahra, Sapienza, and Davidsson, 2006). For
instance, Scott, Hughes, and Ribeiro-Soriano (2022) pointed out that from an EE network
perspective, entrepreneurial stakeholders can benefit from accessing finance, knowledge
spillovers, and easing institutional barriers. Networks can help foster entrepreneurial
ecosystems’ development by creating and transmitting ideas, enhancing innovation, learning,
and productive entrepreneurship (Kraus et al., 2021). Anderson and Jack (2002) argued that
trust is a part of social networks and that it serves as the “glue and lubricant” for developing
networks while facilitating the success of new businesses (Welter and Smallbone, 2006). Trust
is crucial for entrepreneurial activity because it reduces uncertainty and risk for entrepreneurs
(Kwon and Sohn, 2021; Knight, 1921; Mayer, Davis, and Schoorman, 1995), enabling them to
work in ambiguous market conditions (Mickiewicz and Rebmann, 2020).

Prior studies (e.g., Efendic et al., 2015; Welter, 2012; Kwon and Sohn, 2021,
Mickiewicz and Rebmann, 2020) distinguish two main forms of trust: generalised trust (trust
in unknown individuals) and institutional trust (trust in institutions). Institutional trust is
essential for entrepreneurial activity (Kwon and Sohn, 2021) and embraces political, legal,
economic frameworks, and informal rules. The high levels of institutional trust facilitate a
conducive environment for more trusting interpersonal relationships between economic agents
(Maguire and Phillips, 2008), which increases their willingness to engage in business activities,

and take risks in new business creation (Slemrod and Katus¢ak, 2005).



From a business behaviour perspective, trust is based on a perception of the probability
that other agents will behave in a way that is expected by society (Welter and Smallbone, 2006,
465). The social aspect of trust in the field of entrepreneurship refers to the extent to which
entrepreneurs can trust their partners, employees, and collaborators to deliver on their promises
(Mickiewicz and Rebmann, 2020).

Formal institutions provide “the framework of trust that the entrepreneur needs when
starting up a business” (Fuentelsaz et al., 2019, 7). They facilitate the perception of market
opportunities and affect entrepreneurial judgment (Foss et al., 2019) regarding whether or not
to enter the market (De Clercq et al., 2013). However, if the institutional environment is
characterised as low-trust, the entrepreneurial activity can be suppressed because entrepreneurs
have to rely on personal trust using social networks and contacts, which increases the
transaction costs (H6hmann and Welter, 2002). We argue that this may create additional
challenges and risks for conducting entrepreneurial activity in such environments. In addition,
the link between institutional trust and formal institutions (Boettke and Coyne, 2009;
Boudreaux and Nikolaev, 2019) also affects the proportion of formally-registered businesses.
As a consequence, it has been empirically found that high levels of trust positively affect new
business formation in city EE (Audretsch and Belitski, 2017). On the contrary, low levels of
trust discourage entrepreneurs from engaging in any commercial transactions (Kwon and Sohn,
2021) with EE stakeholders, which inhibits productive entrepreneurship.

We argue that the interplay between formal institutions and institutional trust as a
system of social values may increase stakeholders’ cooperation and support, leading to
productive entrepreneurship in the following ways. Firstly, strong formal institutions and
institutional trust will encourage entrepreneurs to formally register their businesses, pay taxes
and create jobs (Krasnigi and Desai, 2016). Secondly, higher levels of institutional trust imply

that entrepreneurs are making a positive judgment regarding the development of formal



institutions, such as the protection of property rights, law enforcement and court justice, leading
to stronger entrepreneurial intentions and motivating entrepreneurs to focus on productive and
growth-oriented business activities (Stam, 2018; Urbano et al., 2019a). Therefore, we
hypothesise:

H2: The higher the level of institutional trust, the stronger the positive relationship

between formal institutions and productive entrepreneurship.

3. Data and method

3.1. The institutional context of transition economies: Georgia, Kazakhstan and
Ukraine

The institutional context of transition economies originates in the Soviet Union system
(1922-1991), with the features of rent-seeking behaviour and bureaucracy. The rent-seeking
model has been characterised by the intentions of a market-oriented economy, bribes,
corruption, and promoting nepotism, which causes unfair competition (Krueger, 1974).
According to Anderson and Boettke (1997, 38), “the mature Soviet system was a market
economy heavily encrusted with central government regulation and restrictions.”

Transition economies have different institutional challenges (weak regulation, property
rights protection, limited contract enforcement, high levels of institutionalized corruption) and
high volatility in formal institutions (Cuervo-Cazurra, 2006; Estrin and Mickiewicz, 2011),
making them a natural experimental space for testing institutional theories (Mickiewicz,
Rebmann, and Sauka, 2019). EEs in transition economies are heterogeneous and characterised
by low levels of institutional trust, which may affect the growth aspirations of entrepreneurs
and their incentives to establish new firms (Aidis et al., 2008).

As transition economies are associated with a weak institutional environment and low-

trust societies (Efendic et al., 2015; Estrin and Mickiewicz, 2011), informal institutions can be
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highly interconnected with formal institutions and affect the development of entrepreneurship.
Although transition economies have gone through many institutional transformations (Estrin et
al., 2006; Mickiewicz et al., 2019), it is important to emphasize that it also implies social
changes that have occurred at different levels (Smallbone and Welter, 2001; Aparicio et al.,
2021b) and for different groups of entrepreneurs (Gimenez-Jimenez, Calabro, and Urbano,
2020). While informal institutions do not change overnight (Fritsch, Greve, and Wyrwich,
2022), the level of institutional trust may vary from region to region within a country. We,
therefore, argue that institutional trust is not a country-associated phenomenon (Boudreaux and
Nikolaev, 2019; Kwon and Sohn, 2021) and could have different outcomes for productive
entrepreneurship in different regions within a single country.

The countries analysed in this paper—Georgia, Kazakhstan, and Ukraine—that
emerged following the collapse of the Soviet Union adopted a range of different formal
institutional models to support their transition to a market economy (Hoff and Stiglitz, 2004;
Svejnar, 2002). Regarding the selection of cities, we focused on each country’s capital city
(Kyiv for Ukraine, Nur-Sultan (former Astana) for Kazakhstan, Thilisi for Georgia), and
second-largest city (Lviv for Ukraine, Almaty for Kazakhstan, Batumi for Georgia).

Ukraine has become a rent-seeking state with the elements of a rescue state, implying
the development of a business-government cooperation model where the government does not
systematically control the business environment (Aslund, 2002; lvy, 2013; Ivy and Perényi,
2020). The governments of rescue states become more active and enforce regulation only in
crises that cannot be resolved without government intervention (lwasaki, 2003). Georgia and
Kazakhstan have adopted the rescue state strategy (Ivy, 2013), which is also characterized by
an insufficiently-developed economic system of regulations and relationships, vague and
unequal governmental support, corruption, bribes, and political entrepreneurship (McCaffrey

and Salerno, 2011; Ivy and Perényi, 2020).
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Georgia has experienced rapid changes in its market economy. Its transformation has
been remarkable, including increased openness and the implementation of an ambitious set of
new reforms since 2008 to boost economic resilience, jobs, and living standards (IMF, 2019).
The reforms have focused on fighting corruption, adopting the rule of law, and property rights
protection. Kazakhstan has developed state control and a clan mentality (Baldakhov and Heim,
2020; Kalyuzhnova, 2016) with high levels of corruption, resulting in a revolution in 2022.

Unequal distribution of state resources led Ukrainian formal institutions to become
highly corrupt (Ivy, 2013; Iwasaki, 2003). Reforms have been inconsistent in Ukraine, resulting
in two revolutions (in 2004 and 2014) over 10 years. The population has little faith in formal
institutions, and the rise of oligarchical clans who ignore the law resulted in a substantial
institutional void and a lack of trust in institutions. Finally, recent social and political conflicts
in these countries have significantly undermined the trust in institutions among populations.

3.2. Mixed-method approach to studying entrepreneurial ecosystems

In this paper, a mixed-method approach was used to analyse a multi-layer structure of
the institutional context in transition economies (Molina-Azorin et al., 2012). Firstly, we used
regression analysis in order to measure the extent to which changes in institutional trust and
stakeholders’ perceptions about the efficiency of formal institutions in an ecosystem lead to an
increase (reduction) in productive entrepreneurship. We also used a qualitative approach
(Gartner and Birley, 2002) to investigate why and how institutional trust and formal institutions
are interconnected and the extent to which their interconnectedness affects productive
entrepreneurship in cities.

Based on John Stuart Mill’s joint method of agreement and difference (Copi and Cohen,
2001), six cities in Ukraine, Kazakhstan, and Georgia were selected. This method implies that
the cases for study should be similar in many aspects, so we chose countries with similar culture,

language, and corruption levels, as well as a shared history as part of the Soviet Union (Belitski
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etal., 2021). However, at the same time, the cases must also demonstrate the difference in some
aspects. In this case, the cities we chose, therefore, differ in terms of pathways and EE
embeddedness in different institutional contexts following the collapse of the Soviet Union, as
well as “the nature of the institutional environment” (Ivy and Perényi 2020, 711).

We then drew on prior research on the role of stakeholders in the ecosystem (Autio and
Levie, 2017; Brown and Mason, 2017; Belitski and Biiyiikbalci, 2020) to collect data on at least
eight types of representative EE stakeholders. These included university professors, not-for-
profits, governments, creative sector representatives, entrepreneurs, technopark or incubator
managers, venture investors, bank or trust representatives, and multinational company C-level
managers). This information was analysed using quantitative techniques.

3.3. Quantitative approach

In this study, we collected survey and interview data from economic agents in six cities
during the year 2019, covering Georgia (Thilisi and Batumi), Kazakhstan (Nur-Sultan (former
Astana) and Almaty), and Ukraine (Kyiv and Lviv). The survey questions were designed to
investigate the role of institutional environments in entrepreneurial ecosystem outcomes.

The data-collection process was started by constructing a representative cross-city
sample of randomly-selected entrepreneurial ecosystem stakeholders. The data-collection
process was started by constructing a representative cross-city sample of randomly-selected
entrepreneurial ecosystem stakeholders. We analysed the availability of companies,
universities, research, and business facilities (techno parks, incubators, co-working spaces, VC,
etc), and government representatives in each city. We approached the respondents first via
administration staff or directors by sending emails about our research and asking to disseminate
the questionnaire among employees. In addition, we used a script to trawl the web pages of the
organizations where the respondents worked. This was accomplished with the help of the

Python program, using keywords related to our ecosystem stakeholders (e.g., policymaker,
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entrepreneur, lawyer, loan advisor — for banks, journalists, and so on). We also attended
specialised events (conferences, entrepreneurship forums, other business events) in each city to
establish contacts with different types of ecosystem stakeholders representatives and encourage
them to complete the survey (Harima, Harima, and Freiling, 2021). Thus, we collected email
addresses and telephone numbers (where available) and personally approached 147 individuals
in Kyiv, 96 individuals in Lviv, 62 individuals in Batumi, and 140 individuals in Thilisi, as well
as 104 individuals in Nur-Sultan (former Astana) and 108 individuals in Almaty. The main
industries in our sample include education (10.1%), creative industries (14.5%), other services
(32.1%), retail trade (24.4%), research and consultancy (19.78%), and public and government
services (11.5%).

Variables, descriptions, data sources, and descriptive statistics for the study variables
are summarized in Table 1 for the six cities. The data for our survey items was collected via
different survey techniques, including online surveys and telephone interviews. This approach

allowed us to avoid common method bias (Bosma and Levie, 2010).

Dependent Variable

Drawing on Baumol (1993), Urbano et al. (2019b), and Stam (2018), we measured
productive entrepreneurship by asking the following question via the online survey: "There is
a strong focus on growth-oriented and productive entrepreneurship activity in my region (city)
(1 - very weak to 7 — very strong)". The average value of EE quality varied from 4.13 in Thilisi,
Georgia, to 5.85 in Nur-Sultan (former Astana), Kazakhstan.

Independent Variables

Our first independent variable is formal institutions (Peng et al., 2009; Estrin et al.,
2013; Fuentelsaz et al., 2019), measured as the respondent's perception of the efficiency of

formal institutions and regulations in supporting entrepreneurship. It is measured on the Likert
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scale from 1 - very weak efficiency of formal institutions and regulation to 7 - very strong
efficiency. Formal institutions also include the respondent’s perception of collaboration
between entrepreneurs and regional government, Chambers of Commerce, and Triple-Helix
partnerships (Martinez-Sanchis et al., 2021).

Our second independent variable is institutional trust. We proxy institutional trust by an
inverse of political entrepreneurship in a region (city) (lvy, 2013; McCaffrey and Salerno,
2011). Political entrepreneurship represents the unethical behaviour of authorities related to
lobbying and promoting institutionalized corruption and politically related enterprises (Belitski
et al., 2021), and it undermines institutional trust (Mickiewicz et al., 2019; Mickiewicz and
Rebmann, 2020).

We use the following survey question to measure political entrepreneurship (Belitski et
al., 2021): "There is an economic activity of entrepreneurs via formal and informal cooperation
with the local (national) government to access resources in a privileged way compared to other
entrepreneurs whose access to resources could be limited or restricted measured on the Likert
scale from 1 — very weak to 7 — very strong”. The inverse of political entrepreneurship is
measured on the 7-point Likert scale, where (-7) represents a lack of institutional trust while (-
1) represents a high level of institutional trust and, accordingly a low level of political
entrepreneurship. The average value of institutional trust varies, from a low of -5.03 in Kyiv
(Ukraine) to a high of -4.05 in Thilisi (Georgia). Overall, the levels of institutional trust in these
cities are low, which supports the World Bank Enterprise Survey data published in 2019 on the
level of corruption in the developing economies and the fairness of the court system (World
Bank Enterprise Survey, 2019).

Control Variables

Following Stam (2015, 2018) and Stam and Van de Ven (2021), our control variables

are related to framework conditions and systemic conditions. The framework conditions include
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social capital, regional culture, and other informal and formal institutions (e.g., human capital,
regulatory environment, infrastructure), while systemic conditions include networks of
entrepreneurs, finance, leadership, talent, knowledge, and support services (Stam, 2015;
Audretsch and Belitski, 2017). We include the variables of government support for
entrepreneurship (Audretsch and Link, 2019), social ties (Aidis et al., 2008; Bordeaux and
Nikolaev, 2019), and entrepreneurial culture (Stenholm et al., 2013; Brown and Mason, 2017).

In addition, we also included variables such as access to financial resources (debt and
venture capital, alternative financing) (Cumming and Vismara, 2017; Cumming, Meoli, and
Vismara, 2021), talent, knowledge, and various support services (Stam, 2018). We also
included civil society, proxied by the number of nationally- and internationally recognized not-
for-profit organizations in a city (Goldsmith, 2010).

We included the variable that measures the level of media attention paid to
entrepreneurs; for example, whether an entrepreneur is a local role model of leadership
(Stenholm et al., 2013; Bordeaux and Nikolaev, 2019). Individual-level controls include the
respondent’s occupation as a set of binary variables, along with gender, human capital
(university degree or above), and age range (Reynolds and Curtin, 2011). The descriptions of

the variables and summary statistics can be seen in Table 2.

Econometric Model

To test our hypotheses, we estimate two models for each city, using ordinary least square
(OLS) estimation with standard errors, which are robust for heteroscedasticity in all
specifications. We follow Baltagi (2008), who used the regression model to capture the effects
within the cross-sectional data given by (1). Inclusion of city and country fixed effects was not

possible due to the cross-sectional nature of the data. The following model was estimated:

Vi = Bo + Bixi + Bz + u; (1)
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where y; is productive entrepreneurship in city i. (3; are parameters to be estimated, x;is
a vector of independent explanatory variables in city i related to testing our hypothesis; z; is a
vector of control variables representing framework and systemic conditions for ecosystems and
individual characteristics of respondents in city i. To address the concern of multicollinearity,
we used variance inflation factor (VIF) across six models with VIF<3.

3.4. Qualitative approach

We conducted a series of interviews in each city in order to obtain an entrepreneur-
centered view of the local ecosystems (Strauss and Corbin, 1994; Ivy and Perényi, 2020). The
purpose of the interviews was to validate our empirical findings by collecting detailed
information about the role that institutional trust plays (why, how, when) in facilitating
productive entrepreneurship (Fuentelsaz et al., 2019).

We conducted 51 semi-structured interviews with at least one representative of each
stakeholder in the EEs (Brown and Mason, 2017) (Appendix 1). We used a snowballing
sampling strategy to approach interviewees as well as simultaneously seeking different types
of stakeholders to achieve the “multiple realities” (Schuetz, 1945). We had had no previous
contact with any stakeholders in these ecosystems (Harima et al., 2021), so we collected
information about the interviewees via local sources (newspapers, articles, websites, CVs, and
so on). We then approached the interviewees via either email, social media, or telephone.

The respondents were selected based on their expertise, experience, occupation, and
knowledge about EEs. The interviewees had to have at least five years of working experience
in business, public service, or academia. In order to avoid a bias toward the founders of larger
and more successful start-ups, we restricted entrepreneurs to a maximum of 7 years since
establishment and a maximum of 250 employees.

In creating the interview questions, we drew on the approach to understanding the

framework and systemic conditions of the ecosystem suggested by Wurth et al. (2021). The
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interview outline consisted of 25 open questions. The outline focused on the analysis of
attitudes to formal institutions, mechanisms of cooperation with formal and/or informal
institutions, and the level of institutional trust with supporting examples or a detailed
explanation of the interviewee’s views (Scheidgen, 2021; Harima et al., 2021; Ivy and Perényi,
2020; lvy, 2013). The data was collected between 2018-2019, and fieldwork included travelling
to the selected cities where the targeted participants were located. The interviews were
conducted in either English, Russian, or Ukrainian. They were recorded face-to-face and lasted
about an hour on average.

Upon completing at least eight interviews, we moved towards the additional interviews
if we determined that any of the stakeholders were underrepresented and that more information
was thus required. We followed Corbin and Strauss (2014) in that once we reached a theoretical
saturation (a situation whereby new codes no longer emerged), we then stopped conducting
further interviews. Based on the qualitative method, we subjected the interviews to four stages
of analysis (Miles and Huberman, 1994). In order to create codes categorised in a four-order
model, we organised and sorted the results of the interviews using the NVIVO 12 software
package (Corbin and Strauss, 2014). The four-order model is presented in Figure 1.

FIGURE 1 ABOUT HERE

The first-order codes are intended to investigate the patterns in a city's entrepreneurial
environment. The second-order codes referred to the research topic by investigating the patterns
between entrepreneurial activity and formal and informal institutions. The third- and fourth-
order codes are related to the role of both types of institutions in the EE, as well as institutional
trust issues.

4. Results

4.1. Regression results
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Table 2 presents the results of estimation (1) across six cities using interaction analysis
of institutional trust and formal institutions (columns 2, 4, 6, 8, 10, 12). We start our analysis
by looking at the significance of the interaction coefficients between formal institutions and
trust. For Almaty (Kazakhstan) we find the direct negative effect of formal institutions on
productive entrepreneurship (=-0.74, p<0.05), not supporting H1. We also find the negative
interaction effect with trust (f=-0.12, p<0.01), not supporting H2. The negative coefficient
means that an increase in the efficiency of formal institutions reduces productive
entrepreneurship in Almaty, and the reduction is greater as institutional trust increases,
changing the result from 0.74 to 0.86 (f=-0.12-0.74, p<0.01) (column 12, Table 2).

This contrasts with the findings for Nur-Sultan (former Astana), where the negative
direct effect of informal institutions on productive entrepreneurship disappears after controlling
for trust (column 10, Table 2), not supporting H1. The result for Almaty demonstrates that EEs
should be deregulated if policy-makers are aiming for high-growth and productive
entrepreneurship, as formal institutions in regions with poor quality of other institutions and
high corruption prevent productive entrepreneurship (Dove, 2020; Audretsch et al., 2021).
Social networks are the only institutional factor that could explain the increase in productive
entrepreneurship in Almaty.

Formal institutions facilitate productive entrepreneurship in Thilisi (Georgia),
supporting H1 (B=0.55, p<0.05) (column 6, Table 2). The interaction of formal institutions and
institutional trust is positive and significant for Tbilisi (3=0.063, p<0.05) (column 6, Table 2).
This finding supports H2, which states that an increase in institutional trust enhances the
relationship between formal institutions and productive entrepreneurship. In addition, Tbilisi’s
entrepreneurial culture and the availability of venture capital facilitate the high-growth
orientation of its entrepreneurial ecosystem. We do not find support for our hypotheses for other

cities, as the interaction coefficients are insignificant. Interestingly, the positive direct effect of
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formal institutions in Lviv (Ukraine) (f=0.18, p<0.05) (column 3, Table 2) supports H1,;
however, the effect disappears once we control for the level of institutional trust (column 4,
Table 2). This means that while formal institutions are perceived as efficient, the lack of
institutional trust prevents productive entrepreneurship. For Kyiv, Batumi, and Nur-Sultan
(former Astana), both the direct and indirect effects of formal institutions and trust are
insignificant for productive entrepreneurship. For Lviv, we found that government support and
entrepreneurial culture facilitate productive entrepreneurship, while the availability of venture
capital was a driver of productive entrepreneurship in Kyiv.

4.2. Interview results

The interview results enabled us to articulate six categories of descriptors supported by
prior literature (lvy, 2013; Ivy and Perényi, 2020; Webb, Khoury, and Hitt, 2020; Puffer,
McCarthy, and Boisot, 2010). These are formal institutional voids; support provided by the
informal institutions; strong formal institutions’ identity; perceiving institutional trust as a
positive phenomenon; the reasons causing negative attitudes towards institutional trust; and
institutional trust — formal institutions — culture relationships (Table 3).

TABLE 3 ABOUT HERE

The ‘formal institutional voids’ category refers to the failure of existing institutions to
support effective market transactions (Webb et al., 2020, 504) and is widely discussed in the
prior literature (Puffer et al., 2010; Webb et al., 2020; Pinkham and Peng, 2017). The
descriptors that Kyiv (Ukraine) interviewees used within this category demonstrate that formal
institutions in Kyiv are “insufficiently developed” (Q6) to support productive entrepreneurship,
resulting in a “low level of formal institutions and institutional trust” (Q1). The local
entrepreneurs “do not cooperate with the government” (Q3), and “the role of formal institutions
in the EE is very low” (Q8). Kyiv has an uncertain and high-risk business environment, where

EE stakeholders do not trust formal institutions and choose informal support and social ties

20



when starting businesses. This corresponds to the second category, “support provided by the
informal institutions”. In this case, the informal network (Ivy, 2013) acts as a substitute for
formal networks and highly uncertain regulatory norms (Webb et al., 2020). The descriptors
are “the informal networks and social ties are critical for supporting Kyiv’s EE” (Q3), “the role
of informal networks in supporting entrepreneurship is high because in-person contacts drive
business in Kyiv”’ (Q5), and “networking plays an important role in knowledge- and experience-
sharing” (Ivy and Perényi, 2020).

In Thilisi (Georgia), both formal and informal institutions are highly important and
interconnected. This is because they are diversified mechanisms to support high-growth
productive entrepreneurship (Fuentelsaz et al., 2019) and include “banks, government grants,
VCs, private investors, etc.” (Q33). The informal network support complements the
government’s active participation in the EE, and interviewees recognise that “formal and
informal networks play a huge role in supporting the EE”, while most entrepreneurs “trust
government and believe the regulation is efficient” (Q34). While “informal networks are vital
in everything” (Q35), and “informal networks in the region are strong and efficient” (Q40), it
was emphasized that in Tbilisi “the task of the informal networks is to support formal
institutions and norms to develop start-up communities and disseminate knowledge about
entrepreneurship and success stories” (Q36).

The category ‘strong formal institutions’ identity’ refers to entrepreneurs who actively
collaborate with formal institutions (e.g., law-making, forums, Triple-Helix Model), which
supports productive entrepreneurship. The region’s formal institutions are open to
collaboration, able to set up financial support for entrepreneurs (Cumming and Zhang, 2016).
They can facilitate knowledge transfers between public and private organisations. In Lviv
(Ukraine), entrepreneurs “take an active part in the EE development and have created networks

to support opportunity entrepreneurship” (Q12) through “centres for entrepreneurship,
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business incubators, open entrepreneurship courses, and access to finance (e.g., incentives,
grants, bank financing)” (Q11). However, “a lack of trust in local and national government
prevents many from relying on formal rules and laws to start and grow businesses” (Q12).
Having access to and actively using the local government’s support mechanisms in Lviv, the
interviewees emphasized that “entrepreneurs rely on government financial support and
assistance” (Q9), while there are “still issues [regarding] whether this support is based on
private contacts and is fair to everyone” (Q10).

In Batumi (Georgia), formal institutions and regulations were able to create a friendly
environment for doing business (North, 1990). The formal institutions have influenced
economic policies, defined strategies, and shared knowledge. It is likely that the ecosystem is
still too small to reach critical mass and that productive entrepreneurship activity in Batumi is
small-scale and does not require substantial government support. “For scaling up,
entrepreneurs move to Thilisi” (Q51).

Nur-Sultan (former Astana) (Kazakhstan) has demonstrated strong compliance with the
rules/regulations. “The government agencies and offices are located in Nur-Sultan, which
allows entrepreneurs to do business more efficiently as the infrastructure is provided” (Q16).
Having equal access to tax benefits, business networks, and international collaboration, the
interviewee mentioned that “Nur-Sultan is a vibrant political and business capital city with lots
of formal networks and motivated young entrepreneurs, so we just use the provided
infrastructure and resources to develop business whatever they are” (Q16). The formal
institutions are widely recognised; however, “without relatives and local authorities supporting
your business it is hard to enter the market” (Q20). The examples of the descriptors — “the
local authorities make a lot of effort to support entrepreneurship” (Q19) and “if you know
someone in the government you are very likely to get privileged support” (Q21) —demonstrated

some trust issues, however, the EE stakeholders are still willing to do business even if the level
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of institutional trust can be not that high as expected. Based on the interview results in Nur-
Sultan, we conclude that start-ups that have or do not have institutional trust in local authorities
are still driven by the opportunity to start and develop a business.

Almaty (Kazakhstan) demonstrated that EE stakeholders trust formal institutions less
than in Nur-Sultan (former Astana) (Kazakhstan). Almaty’s entrepreneurs are characterised as
self-motivated and self-sufficient. They have used their own resources to grow and develop
their ventures and believe that “the formal institutions can support the “right” projects” (Q27).
Friends and family ties (Huggins and Thompson, 2016) also play an important role in
establishing new businesses in Almaty, where people have been building strong family ties for
a long time. Old friends and family are considered to be more reliable and trustworthy than the
“unfamiliar informal networks (VC, angel investors, accelerators, etc.)” (Q29). Kazakhstan’s
clan mentality is more visible in Almaty. The descriptors of this phenomenon are “we cooperate
only with people we know personally, and we do not need government support” (Q28), and
“there is a high social barrier and hierarchy that could be a challenge when cooperating with
new people or organisations for the first time, we only trust people we know personally and for
a long time” (Q24). There is thus a strong link between entrepreneurship and culture (Hayton,
George, and Zahra, 2002; Freytag and Thurik, 2007; Huggins and Thompson, 2015), which
affects attitudes to entrepreneurship, formal institutions, and institutional trust in Almaty.

5.Discussion and Conclusions

The main objective of this study is to examine the relationship between formal
institutions and the level of productive entrepreneurship, with institutional trust moderating the
relationship in the context of a) urban ecosystems and b) transition economies. In order to
achieve this objective, this study draws on the institutional context for entrepreneurship
literature (Urbano et al., 2019a, 2019c) and applies it to a city EE (Wurth et al., 2021). We also

extend prior research on the role of institutions in entrepreneurship (Welter and Smallbone,
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2006; Dove, 2020; Aparicio et al., 2021b) by performing a joint test of institutional trust and
formal institutions in a context of city EEs in transition economies. Our results suggest that the
development of formal institutions is not enough to enhance productive entrepreneurship rather
than informal institutions, such as institutional trust, may complement formal institutions in
their effect on productive entrepreneurship (Bosma et al., 2018; Estrin et al., 2019).

To answer our research question, we have focused on the regional perspective of EES
and understanding why, how, and under what conditions institutional trust can facilitate the
formal institution - productive entrepreneurship nexus (lvy and Perényi, 2020; Liu, 2011,
Narooz and Child, 2017; Martinez-Sanchis et al., 2021). By addressing the research question
using a mixed-method approach, we provide an in-depth understanding of the complementarity
between institutional trust and formal institutions for productive entrepreneurship in transition
economies. In addition, the mixed-method approach has validated our argument that
institutional trust is not a country-associated phenomenon, adding to what we know about the
institutional context of regional EEs (Urbano et al., 2019b).

This study moves the discussion of EEs from being predominantly focused on the role
of entrepreneurs and other stakeholders (Brown and Mason, 2017) to emphasizing the primary
role of institutional trust within an institutional perspective for productive entrepreneurship
(Estrin et al., 2019; Aparicio et al., 2021a). We extend prior research (Patel, Goh, and Bagchi,
2021) demonstrating that formal institutional constraints negatively affect the development and
allocation of EE resources driven by low levels of institutional trust. Our findings suggest that
institutional trust in many cities has been negatively affected by different social challenges
(Brieger, and De Clercq, 2018; Barkemeyer, Preuss, and Ohana, 2018), such as institutionalized
corruption, briberies, and continuous non-efficient partial reforms, extending prior research in
developing economies (Cuervo-Cazurra, 2006; Aidis et al., 2008; Estrin and Mickiewicz, 2011,

Gwartney, Lawson, and Hall, 2016). We argue that informal networks and corruption are a part
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of the business culture in transition economies. Regulations in these cases are either not
enforced or could be challenged informally by economic agents (Baranov et al., 2015; Belitski
etal., 2021). Prior research suggested that growth-oriented entrepreneurs should follow existing
formal institutions to obtain resources and legitimacy (Su, Zhai, and Karlsson, 2017), while it
may be challenging in the highly informal institutional environment of transition economies
(Aidis et al., 2008; Audretsch et al., 2021).

We argue that productive entrepreneurship activity in cities is highly heterogeneous and
will not always respond positively to an increase in the quality of formal institutions and
institutional trust. The institutional trust-entrepreneurship nexus is insignificant in four of the
six cities we studied. Our results for Lviv (Ukraine) demonstrate that the positive effect of
formal institutions on productive entrepreneurship disappears once we control for the level of
institutional trust. The same happens for Nur-Sultan (former Astana) (Kazakhstan), where the
negative effect of formal institutions on productive entrepreneurship also disappears once
institutional trust is controlled for. This area requires further investigation, in particular the size
of the effect of trust on entrepreneurship in cities where formal institutions have both positive
and negative effects. We, therefore, argue that productive entrepreneurs in transition economies
are especially motivated to start high-growth entrepreneurship activity by informal institutions,
such as institutional trust, in addition to other financial forms of motivation such as venture
capital. The findings also confirm our hypotheses that urban boundaries are a good
approximation of the EE, furthering Turro et al. (2016).

Transition economies are characterized by overly complicated regulations and existence
of institutional loopholes that could be used by entrepreneurs to negotiate business conditions
with policymakers (Belitski et al., 2016). Based on our findings, we contend that formal

institutions are not an essential condition for EE in transition economies to enhance productive
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entrepreneurship. This could be explained by the limited ability to create incentives for
entrepreneurs in specific regions and countries where enforcement of the regulation is remitted.

Furthermore, this study focuses on institutional trust as a regional and not country
phenomenon, as debated in prior research (Welter, 2021; Boudreaux and Nikolaev, 2019; Kwon
and Sohn, 2021). We extend prior research towards understanding the regional aspects of
institutional trust — productive entrepreneurship (Welter, 2021). Our qualitative analysis
validates the results from the regression model by demonstrating that the relationship between
formal institutions and productive entrepreneurship is conditional on an informal institutional
setting (Estrin et al., 2013, 2019; lvy and Perényi, 2020; Gimenez-Jimenez et al., 2020; Wurth
et al., 2021). Particularly, in entrepreneurial ecosystems, an increase in institutional trust is not
associated with productive entrepreneurship relying on formal institutions. This relationship is
likely to be affected by uncertainty avoidance and cultural differences (Fuentelsaz et al., 2019).
For example, our qualitative findings demonstrate that the levels of institutional trust are
different in the EEs of Kyiv and Lviv (Ukraine) and Nur-Sultan (former Astana) and Almaty
(Kazakhstan) within the same national institutional setting, which affects entrepreneurial
activity in these distinct cities. We also found a moderating effect of the culture and traditions.
This could also affect the level of institutional trust of EE stakeholders in two different cities
within the same country (.e.g, Nur-Sultan and Almaty (Kazakhstan). In Almaty city
(Kazakhstan), entrepreneurs rely on social ties and networks to grow businesses with people
they trust personally and whom they have known for a long time.

These findings contrast with those observed in Lviv and Kyiv cities (Ukraine), where
there is an overall low level of institutional trust, albeit with a higher level of institutional trust
in Lviv. Given the overall low levels of institutional trust in the six cities EE in our study, we
conclude that any positive changes in business regulation and government support will not be

converted into productive entrepreneurship. The EE stakeholders are convinced that
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government support is focused on supporting firms that are politically connected (McCaffrey
and Salerno, 2011; Belitski et al., 2021) instead of enforcing fair competition. Institutional trust
and confidence in formal institutions are essential to support productive entrepreneurship.

Policy Implications

Our study has relevant implications for policymakers. Despite the growing interest in
improving regulation and supporting innovation and entrepreneurship in transition economies,
it is important to consider that not all city EE stakeholders will respond equally to changes in
formal institutions. As our study mainly represents EE stakeholders from the education sector,
creative industries, retail trade, research and consultancy, and public and government services,
our policy recommendations will focus on these sectors.

Since Sobel (2008), Fuentelsaz et al. (2019), and Urbano’s et al. (2019a) seminal works,
we know that improvements to formal institutions require public financing, but this may not
translate into value creation or support the high-growth orientation of entrepreneurs (Estrin et
al., 2013; Stam, 2018). For this reason, local policymakers should essentially focus on engaging
broader stakeholders in reforms and concentrate on long-term objectives and outcomes rather
than the inputs and resources. This is because focusing on inputs and short-term outcomes have
been found to produce political entrepreneurship and corruption in transition economies
(Belitski et al., 2021).

Another implication is the importance of strengthening formal institutions at the
regional level. In such locations, the availability of resources is limited, and local entrepreneurs
may have strong emotional attachments to a place and be more willing to become productive
entrepreneurs. Policymakers may use this to facilitate productive entrepreneurship driven by
institutional trust. Policymakers who wish to foster regional development by increasing the

attractiveness of entrepreneurial ecosystems (Roundy, 2019) need to understand the interplay
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between the changes in formal institutions and the role of institutional trust and how this may
affect entrepreneurial behaviour (Welter, 2012; Foss et al., 2019).

Finally, the mixed-method approach enabled us to move beyond the focus on either the
formal or informal institutional perspective and the limits of quantitative or qualitative
approaches to research EEs. Controlling for other regional factors driving productive
entrepreneurship, such as social ties, entrepreneurial culture, debt, and equity capital that could
further contribute to understanding the role of systemic factors for EE research, we unpacked
how they interact with institutional trust more broadly.

Our interview results confirmed that institutional trust is perceived differently by EE
stakeholders in the examined cities because of their social ties, past experiences, and local
culture. While EE stakeholders may build strong social ties and trust (Boudreaux and Nikolaev,
2019) to create legitimacy and provide access to much-needed financial and knowledge
resources, our findings demonstrate that this does not mean that formal institutions can be
substituted or replaced by networks and social ties. At the same time, social ties as a form of
the informal institution can influence the identity, personal preferences, goals, and strategies of
entrepreneurs (Qin and Estrin, 2015), and may motivate them to take risks and start businesses
when formal institutions are weak.

Limitations and Future Research

First, limitations related to method and data. Our quantitative part of the study is based
on cross-sectional data, which is unable to enforce causality. While interviews with leading EE
agents were helpful in completing the gaps in econometric modelling, further research will
focus on using longitudinal data. Our mixed-method analysis certainly contributed to a more
detailed and causal understanding of the relationship between institutional trust, formal
institutions, and entrepreneurship, and helped provide further validity and reliability to

guantitative analysis using single-item measures. While we relied on both regression analysis
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and the retrospective views of our interviewees, their judgement may be biased and subjective,
as well as limited within a short time period (e.g., their residence in a city). Other methods of
data collection could be used in addition to a snowballing strategy.

Second, limitations related to the heterogeneous nature of informal institutions. This
study provides important evidence of the heterogeneous nature of informal institutions across
regions in a single country. Further research may want to unpack the cultural-cognitive
dimension of the regional institutional context for productive entrepreneurship (Urbano and
Alvarez, 2014) and for transition and middle-income economies. Informal institutions,
including entrepreneurial culture and norms constitute the lens for entrepreneur through which
they perceive and interpret individual information (Estrin et al., 2013) and responds with market
entry. There are significant differences in what informal institutions and society guide
productive entrepreneurs to do (norms and values), and what productive entrepreneurs actually
do (cultural practices and behavior) (Autio, Pathak, and Wennberg, 2013). Future research will
study the complementarities between informal institutions, such as cultural behaviour and
practices, norms, and values in a combination with formal institutions (Stenholm et al., 2013),
such as regulation.

Third, limitations related to mechanisms of entrepreneurial support. Along with
institutional trust, further research could focus on the attempt to fine-tune the public-private
mechanisms of entrepreneurship support in transition economies. These mechanisms, such as
Triple and Quadruple helix, could bring together entrepreneurs, industry, universities, and
government, increasing the scope and scale of innovation, increasing trust between private and
public agents, increasing transparency as use these mechanisms as best practices to learn for
other regions. The most obvious challenge is that financing of such programs by public bodies
is limited, and private solutions need to be involved. Subsequent research will evaluate the

returns to public-private partnerships for productive entrepreneurship and how applied support
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mechanisms (e.g., government incentives, programmes, grants, training, networks) (OECD,
2019) could help increase the level of institutional trust and, consequently productive
entrepreneurship.

Future research should investigate how institutional trust and other informal institutions
may interact and help policymakers to develop means of developing, maintaining, and restoring
institutional trust in authorities in EEs in transition economies. This study calls for further
investigation of the public and private mechanisms in building institutional trust with
policymakers and entrepreneurs and further understanding of the complexity of institutional
trust (e.g., non-linear effects) across different EE stakeholders.
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Table 1: Descriptive statistics

City name

Kiev

Lviv

Thilisi

Batumi

Nur-Sultan
(formerAstana)

Almaty

Variables

Variables description

Mean SD

Mean

SD

Mean

SD

Mean

SD

Mean SD

Mean SD

Productive
entrepreneurship

Do you agree with the statement: There is a strong focus on growth-oriented
and productive entrepreneurship activity in my region (city) (1 - very weak, 7
- very strong)

501 | 1.34

4.88

1.28

4.13

1.23

4.60

1.19

5.85 1.15

538 | 1.18

Government
support

Do you agree with the statement: There is a number of government
entrepreneurship support programs in my region (city) (1- very weak, 7 -
very strong)

3.95 | 143

3.88

1.28

3.98

1.54

3.74

1.46

3.93 1.44

360 | 145

Culture

Do you agree with the statement: There is a strong entrepreneurship culture
and orientation in my region (city) and I personally know entrepreneur who
started a business in the previous years (1- very weak, 7 - very strong)

420 | 1.60

4.54

1.50

3.82

1.50

4.93

1.50

4.62 1.17

454 | 151

Social ties

Do you agree with the statement: There is a well-developed informal
network to entrepreneurship in my region (city) (1- very weak, 7 - very
strong) (e.g. knowing angel investors personally, informal business meetings,
membership in business clubs, entrepreneur’s families, friends, colleagues
and relations with other actors)

445 | 142

4.58

1.39

3.92

1.39

4.52

151

5.16 2.02

5.72 1.20

Venture capital

Do you agree with the statement: There is a well-developed private equity
capital (business angels, venture capital, crowdfunding) in my region (city)
to support entrepreneurship (1- very weak, 7 - very strong)

4.03 | 1.59

3.63

1.43

2.90

1.53

2.60

1.37

3.77 1.25

3.53 1.41

Debt capital

Do you agree with the statement: There is a well-developed debt capital
(bank and other debt capital providers, financial associations, peer-to-peer
lending, business-to-business lending, invoice factoring, etc.) in my region

(city) to support entrepreneurship (1- very weak, 7 - very strong)

4.65 | 1.70

4.48

1.79

4.08

1.58

5.05

1.48

5.69 1.34

5.61 1.13

Civil society

Number of nationally and internationally recognized non-for-profit
organizations in my city (region) focused on changing human behaviour
related to inequality, democracy, civil rights, health and environmental
protection, labour market regulation, home abuse)

18.00 | 0.00

20.00

0.00

16.00

0.00

12.00

0.00

19.00 | 0.00

7.00 | 0.00

Media support

Do you agree with the statement: There is a high status of entrepreneur in my
region (city) as well as support of independent mass media to
entrepreneurship in my region (city) (1- very weak, 7 - very strong)

425 | 149

3.78

1.56

3.75

1.47

3.48

1.42

3.72 131

3.63 1.38

Formal
institutions

Do you agree with the statement: There are well-developed formal
institutions and regulations to support entrepreneurship EE in my region
(city) (1- very weak, 7 - very strong) (government support to universities,
Chambers of Commerce to start a new business and in a form of government
grants, Triple-Helix partnerships as well as legal bundle of rules conducive to
entrepreneurship and specific institutional settings and regulation that enable
disruptive entrepreneurship)

3.96 | 1.37

3.82

147

3.46

1.39

3.87

1.37

3.49 1.22

3.62 | 1.27
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Trust

Do you agree with the statement: "There is an economic activity of
entrepreneurs via formal and informal cooperation with the local government
to access resources in a privileged way compared to other entrepreneurs
whose access to resources could be limited or restricted measured on the
Likert scale from 1 — very weak to 7 — very strong. We calculated an inverse
of this indicator as a measure of institutional trust. That means that on the
Likert scale (-7) — is the lack of institutional trust, while (-1) — represents

high level of trust to formal institutions and local authorities.

-5.03 | 1.42

-4.76 | 1.58 | -4.05

142 | -466 | 1.48

-4.44

097 | -4.92

1.14

Entrepreneur

Avrea of activity (entrepreneur = 1, otherwise =0)

0.12 | 0.33

024 | 043 | 024

0.43 026 | 0.44

0.89

0.31 0.72

0.45

Gender

Gender (male=1, female=0)

0.45 | 0.50

057 | 050 | 0.61

0.49 | 058 | 0.50

0.40

0.49 | 0.39

0.49

University degree

Have you got a university degree or higher? (1 - yes; 0 - no)

0.88 | 0.32

098 | 0.14 | 0.92

0.27 | 0.97 | 0.18

0.96

0.19 | 0.96

0.19

Age range

Age group (less than 29 years old = 1; 30-39 = 2; 40-49 = 3; 50-59 = 4; 60-

69 = 5; more than 70 = 6)

238 | 1.23

234 | 084 | 2.00

092 | 216 | 0.76

1.67

0.76 1.94

0.75

Source: Authors calculations using entrepreneurship ecosystem data

Table 2: Regression results using the OLS estimation. Dependent variable: Productive entrepreneurship

Nur-Sultan (former

City Kyiv, Ukraine Lviv, Ukraine Thilisi, Georgia Batumi, Georgia Astana), Kazakhstan Almaty, Kazakhstan
Specification (1) (2) (3) (4) (5) (6) @) (8) 9) (10) (11) (12)
Entrepreneur -0.530* -0.267 0.226 0.226 -0.252 -0.245 -0.439 -0.426 0.726*** 0.586** 0.361 0.472*

(0.32) (0.29) (0.27) (0.28) (0.17) (0.17) (0.32) (0.33) (0.24) (0.28) (0.28) (0.28)
Gender 0.319* 0.203 0.233 0.235 0.497*** 0.530*** 0.184 0.198 0.054 0.088 -0.062 -0.041
(0.19) (0.20) (0.21) (0.21) (0.16) (0.16) (0.30) (0.32) (0.22) (0.22) (0.22) (0.21)
University degree 1.112%** 1.264*** 1.031 0.985 0.704* 0.737* -1.002 -0.889 0.345 0.361 0.926* 0.926*
(0.31) (0.31) (0.90) (0.93) (0.38) (0.43) (0.66) (0.68) (0.31) (0.30) (0.51) (0.50)
Age range -0.135 -0.119 0.158 0.184 0.081 0.069 0.085 0.075 0.231* 0.238* 0.075 -0.010
(0.09) (0.09) (0.11) (0.12) (0.10) (0.10) (0.17) (0.17) (0.12) (0.12) (0.14) (0.17)
Government support 0.142 0.044 0.242** 0.239** 0.150** -0.006 0.077 0.338 0.249%** 0.243** 0.121 0.142
(0.10) (0.10) (0.11) (0.11) (0.07) (0.32) (0.11) (0.27) (0.09) (0.10) (0.10) (0.10)
Culture 0.010 -0.007 0.278*** 0.278*** 0.247*** 0.241*** 0.281*** 0.314*** 0.128 0.140 0.149 0.135
(0.08) (0.09) (0.09) (0.10) (0.08) (0.08) (0.10) (0.11) (0.11) (0.11) (0.15) (0.15)
Social ties 0.088 -0.006 0.117 0.139 -0.071 0.069 -0.034 -0.289 0.073 0.075 0.169* 0.145
(0.10) (0.11) (0.11) (0.11) (0.08) (0.31) (0.10) (0.25) (0.06) (0.07) (0.09) (0.10)
Venture capital 0.215** 0.265*** 0.022 0.032 0.172** 0.177** 0.188 0.179 -0.016 -0.011 0.299* 0.314**
(0.09) (0.09) (0.08) (0.09) (0.07) (0.07) (0.12) (0.11) (0.11) (0.12) (0.15) (0.15)
Debt capital 0.048 0.072 0.052 0.051 -0.028 -0.009 0.211** 0.210** 0.248** 0.259** 0.036 0.055
(0.08) (0.08) (0.07) (0.07) (0.07) (0.06) (0.10) (0.10) (0.10) (0.10) (0.12) (0.12)
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Media suoport 0.072 0.093 -0.081 -0.082 -0.020 -0.033 0.072 0.098 0.084 0.090 -0.222* -0.263**
PP (0.09) (0.09) (0.10) (0.10) (0.06) (0.06) (0.11) (0.12) (0.09) (0.09) (0.12) (0.12)
Formal institutions 0.0948 0.0472 0.183* 0.187 0.286*** 0.550** 0.101 0.262 -0.268** -0.111 -0.0836 -0.739*
(0.12) (0.31) (0.10) (0.22) (0.09) (0.23) (0.14) (0.31) (0.12) (0.39) (0.11) (0.38)
Trust -0.135 0.033 -0.056 -0.452 -0.008 0.282
(0.22) (0.20) (0.39) (0.36) (0.32) (0.35)
Formal institutions x -0.015 0.004 0.063** 0.041 0.031 -0.12**
Trust (0.05) (0.05) (0.03) (0.06) (0.08) (0.05)
Constant 1.424** 0.973 -0.136 -0.048 0.471 0.209 1.659 -0.464 1.808*** 1.662 1.861** 3.595*
(0.57) (1.25) (1.04) (1.37) (0.54) (1.86) (1.41) (2.45) (0.59) (1.56) (0.92) (1.92)
Number of obs. 147 147 96 96 140 140 62 62 104 104 108 108
R2 42 .40 .49 49 .54 .55 .52 .53 .33 .34 .28 .32
RMSE 1.06 1.03 .96 .97 .87 .87 .92 .93 97 .97 1.05 1.04
F statistics 9.16 6.53 6.85 5.98 16.21 13.62 10.45 8.62 11.11 9.27 3.89 4.82
Log-loglikelihood -196.27 -166.64 -126.34 -126.05 -159.73 -158.78 -73.61 -72.84 -135.38 -134.97 -150.03 -145.77

Note: *0.05, **0.01, ***0.001 significance level.
Source: Authors calculations using entrepreneurship ecosystem data

40




Table 3. Emerged categories from the interviews and their characteristics

Emerged Characteristics of the category City References
category
Formal Insufficiently developed formal institutional Kyiv Formal institutional voids and
institutional support; High risks; Low level of trust to the entrepreneurship
voids institutions; Non-transparent activity; Lack of (Puffer et al. 2010; Wehbb et al., 2020;

incentives to promote and support Webb et al., 2009

entrepreneurship
Support Knowledge and experience sharing within Kyiv; Thilisi Network support
provided by the | informal networks; developed informal (North, 1990; Ivy, 2013; lvy and Perényi,
informal institutional infrastructure; low barriers to 2020)
institutions enter informal networks; Network-based trust;

Business connections
Strong formal Easy access to government support; Thilisi;
institutions’ Transparent funding procedures; Availability Batumi; Lviv; | Chowdhury et al.,2019; Smallbone and
identity of debt capital marker; Formal institutions Nur-Sultan Welter, 2012;

participate in informal networking and share (former

knowledge; Reputation among EE Astana)

stakeholders
Perceiving Predictable institutional environment; Thilisi, Institutional trust for productive
institutional Cooperation with the government; Positive Batumi, Lviv | entrepreneurship (Hohmann and Welter,
trust as a reputation; Formal institutions support 2005; Welter, 2012; Mickiewicz and
positive entrepreneurship and entrepreneurial Rebmann, 2020)
phenomenon infrastructure
The reasons, Corruption; Bribes; Negative past experience; | Kyiv,Almaty | Factors of low level of institutional trust
causing Social injustice; Mentality; internal regional (Smallbone & Welter, 2001; Puffer,
negative conflicts; Biases; Formal institutions are McCarthy, and Boisot, 2010; Chowdhury
attitude towards | associated with theft from the community et al., 2019; Welter. 2012; Korosteleva et
institutional al., 2020;)
trust
Institutional Social ties; Hierarchy; Low level of personal Nur-Sultan The role of culture in entrepreneurship
trust — formal trust; Active government participation in EE (former and trust (North, 1990; Freytag and
institutions — evolvement; Past experience Astana), Thurik, 2007; Welter and Alex, 2015;
culture Almaty Kaasa and Andriani, 2021)

relationships

Source: Authors
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Figure 1. The four-order model for analysing the role of trust and formal institutions for productive
entrepreneurship.
Source: Authors

Appendix 1. Key characteristics of the interview participants

Ne | Sex | Age | Roleinthe EE City and Country Industry

1 F 33 Expert of Economic Programmes Kyiv, Ukraine Business Analytics, Economics

2 F 31 Lawyer Kyiv, Ukraine Law, education

Investment Adviser, Business . . .

3 F 50 Development Specialist, VC Kyiv, Ukraine Finance, Startup tech sector

4 F 48 Professor Kyiv, Ukraine Education

5 M 55 TTO Manager Kyiv, Ukraine Medicine

6 M 30 Owner of the company Kyiv, Ukraine Creative sector

7 M 34 Director of the company Kyiv, Ukraine Investment

8 M 47 Science Park Director Kyiv, Ukraine Education

9 M 43 Economic Development Official Lviv, Ukraine Public sector

10 | M 47 Investor Lviv, Ukraine Creative Sector

11 | M |44 Lawyer Lviv, Ukraine Law, education

12 | F 51 Professor Lviv, Ukraine Education

13 | M 36 | TTO Manager Lviv, Ukraine Education, Services

14 | F 42 Company Director Lviv, Ukraine Creative Sector

15 | M 30 Business Incubator Manager Lviv, Ukraine Education, Services
Nur-Sultan (former . .

16 | F 36 CEO Astana), Kazakhstan Consulting, Green Tech, Finance
Nur-Sultan (former .

17 | M 33 Broker Astana), Kazakhstan Services, Research, Sales
Nur-Sultan (former .

18 | F 32 Entrepreneur Astana), Kazakhstan Creative sector
Nur-Sultan (former . -

19 | F 56 Entrepreneur Astana), Kazakhstan Services, Medicine
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Nur-Sultan (former

20 | M 29 Manager Astana), Kazakhstan Education, Consulting
21 30 CEO ,':gt;r?ellj)l,t??a(zf;(rr?; (tegn Research, Consulting
Nur-Sultan (former .
22 | F 32 Entrepreneur Astana), Ka(zakhstan Creative Sector
. Nur-Sultan (former . .
23 | M 58 Director of the Department Astana), Ka(zakhstan Retail, Services
24 | M 33 CEO Almaty, Kazakhstan Creative Sector
25 | F 62 Board Member of the NGO Almaty, Kazakhstan Public Sector, Research
26 | F 52 Commercial Director Almaty, Kazakhstan Construction
27 | F 33 CEO Almaty, Kazakhstan Creative Sector
28 | F 33 Deputy Director Almaty, Kazakhstan Manufacturing, Sales
29 | F 45 Manager Almaty, Kazakhstan Research, Services
30 | M 59 Sales Manager Almaty, Kazakhstan Sales, Manufacturing
31 | M 31 Director Almaty, Kazakhstan Logistics
32 | M 32 Entrepreneur Thilisi, Georgia Sales, Retail
33 | M 39 Manager of the Strategy Department Thilisi, Georgia Finance, Banking
34 | M 42 Investor Thilisi, Georgia Investment, Services
35 | M 28 Entrepreneur, executive manager Thilisi, Georgia Manufacturing
36 | F 30 Entrepreneur Thilisi, Georgia Creative Sector
37 | M 25 Manager at the Business Accelerator Thilisi, Georgia Services, Investment, Education
38 | F 40 Lecturer, Trainer, and entrepreneur Thilisi, Georgia Education
39 | M | 48 | Managerin TTO at university Thilisi, Georgia Services, Research, Education
40 | M 40 Investor & CEO Thilisi, Georgia Sales, International Trade
41 | M 31 Manager Thilisi, Georgia Creative Sector
42 | M 34 Entrepreneur Batumi, Georgia Creative Sector
43 | F 45 Senior specialist Batumi, Georgia Education
44 | F 49 ggggr?;sgfnomlc Development Batumi, Georgia Public Sector, Finance
45 | F 39 Entrepreneur, executive manager Batumi, Georgia Tourism
46 | F 26 Business Consultant Batumi, Georgia Services, Medicine
47 | F 29 Entrepreneur, Director / executive Batumi, Georgia Creative sector
manager
48 | F 36 D|rector_/ executive manager, Batumi, Georgia Public Sector
economic development official
49 | M 48 Investor Batumi, Georgia Finance, Investment
50 | M 40 Entrepreneur Batumi, Georgia Logistics
51 | M 56 Deputy Chairman Batumi, Georgia Public Sector, Industry
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