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Economic Freedom, Secular Ideologies, and the Prevalence oRPHQ -V 2SSRUWXQL W\
Necessity Entrepreneurship

Abstract

:H HISORUH WKH UHODWLRQVKLS EHWZHHQ HFRQRPLF IUHHGF
opportunity and necessity entrepreneurship with data from 98 countries between 2006 and 2018 using
fixed-effects panel regression. Specifically, we examine how eb@saloio (i.ethe consistencyf o

policiesacrosyarious countriewardsvoluntary exchangeDQG VHFXODULVP L H WKHFH



UHOLJLRXV LGHRORJLHV ORVH WKH HQFRPSDVVLQJ DQG LPSR
participation in opportunity and necessity entrepreneurship across countries. After dontrolling
multiplemacrolevel factorsZH ILQG D VLJQLILFDQW SRVLWLYH HIIHFW RQ
opportunity entrepreneurship crasdturally. We also find evidence that the influence of economic
IUHHGRP RQ ZRPHQ:V RSSRUWXQLW\ HQWUHS UddaHUV KLS LV
Results do not show sificant evidence that the economic freedom or secularism affects necessity









a business (Elam et al., 2029 XW ZK\ LV WKLV WKH FDVH" :H VXUPLVH WKI
WKH JDPHu LQ WHUPV RI HFRQRPLF IUHHGRP FRXOG H[SODLQ

7R HI[DPLQH WKH LQIOXHQFH RI HFRQRPLF IUHHGRP DFUR

(FRQRPLF )UHHGRP ,QGH[ ZKLFK PHDVXUHV KRZ ZHOO D
ZLWK WKLV SURWHFWLYH IXQFWLR@mMakg theit 6 deciighX D@V - HFRC
index comprises five major areas: 1) size of government, (2) legal system and property rights, (3)
sound money, (4) freedom to trade internationally, and (5) regulation of credit, labor, and business.
Taken togetherthe EFROOHFWLYHO\ LGHQWLILHVY WKH GHJUHH WR ZK
reflect a limited government ideal, where government focuses on protecting property rights and
providing essential public goods like national defense and sound money addtidémal functions.

Size of Government

This economic freedom aspect captures the degree of government intervention and includes
measures of government consumption spending, the amount of subsidies and transfers, government
enterprises and investment, and top marginal tax rates. Increasganmegbvgpending coincide
with increased taxation and governmgentrolled institutions. Taken together, greater levels of
government decisiemaking substitute for individual choice, which reduces economic freedom. A
large public sector may decreasedbpe of the market available for both female opportunity and
necessity entrepreneurs. Under these circumstances, a generous social security system might also de
incentivize entrepreneurship (Henrekson 2005). Correspondingly, smaller governments without
generous social security systems create uncertainty among people about future wealth accumulation,
enabling entrepreneurship.

Legal system and property rights

The legal aspect of the economic freedom captures enforcement of contractual and property
rights because rightfully owned property is a central component of economic freedom (and civil
society), and is arguably the most critical function of governmahtat&ygs include impartiality of
the courts, judicial independence, and the safeguarding of intellectual property. A substantial body of
empirical research highlights economic freedom, particularly with regard to private property rights, as
a crucial dvier of wealth creation (Berggren & Karlson, 2005). It follows that institutions related to
legal quality can be expected to play an important role in fostering entrepreneurship. In a study
focused specifically on entrepreneurship, Davidsson and Hen28k)meport a positive
correlation between the institutional environment, particularly ownership rights, and the establishment
and expansion of Swedish businesses.

Sound money

This economic freedom index component emphasizes the importance of sound money
defined as a stable monetary environnmeptotecting property rights. This index includes various
measures such as the growth of the money supply, inflation variabilitynfiation rates, and the
freedom to own foreign currency and bank accounts both domestically and abroad. Financial stability
is particularly relevant to entrepreneurs, who are commonly perceiveadkassisk/hile some
entrepreneurs may be categdri2 DVORYWMNY p DV QRWHG E\ %MjUQVNRY DC
true for all. Empirical evidence on the relationship between sound money and entrepreneurship is
FXUUHQWO\ OLPLWHG +RZHYHU %MjUQVNRY DaQoB betveevi-V
access to sound money and entrepreneurship.






term secularization to refer to a decline in church attendance, or development of a secular society or
religious transformations or a reduction in individual piety (Halman & Draulans, 2006). We focus on
secular ideologies, that is, the idea that ethifcsiaded on rationality, logic, or ethical intuition
rather than on purported divine revelation or guidance from organized religion (Inglehart & Welzel
2005; Mahmood 2009), because it is strongly linked to opportunity and necessity entrepreneurship
(Hechaarria and Reynolds, 2009). In essence, when individuals are not primarily focused on physical
safety and material security, their values tend to center around materialistic ambitions (Hechavarria
2016). The prevalence of secular ideologies in certais fedito significant advancements in
science and technology, which are commonly linked to high levels of wealth and economic
development (Hechavarria 2016). Moreover, as secular ideologies become more widespread in
societies, shared beliefs among merob#érese societies tend to place greater emphasis on
individualism and autonomy (Inglehart & Oyserman 2004), two essential factors at the heart of
entrepreneurial activity (Lumpkin et al. 2009; Rauch et al. 2009). Hence, the benefits of economic
freedom orentrepreneurship for women might depend on cultural ideologies of secularism:
JUDPLQJ TXHVWLRQ +RZ GR VHFXODU LGHRORJLHV LPSLEL

Methods

We construct our sample by matching data from the following ety HO VRXUFHV *(
Adult Population Survey$36 ),V (FRQRPLF JUHHGRP ,QGH[ (), WKH :9¢
DQG :% 2XU PDLQ GDWD VRXUFH LV WKH *(0 $&6e poplilaidcdWH G C
before aggregation to the country level (see Reynolds et al. 2005). Our sargiéslibyes
limitations in the periods for which the data were collected as well as missing data for some countries.
We consider the inclusion of a larger sample of developing countries an importdf tatnaistil|
achieve a sample large enough foert@rical analysis. We match codetrgl data with additional
country level indicators from EFI, WVS, and WB. The GEM data fron2Q08&overs 110
countries and comprises 729 observations. Our final sample consists of 628 and 91 countries. Table 1
lists all countries and the number of years in our analysis.

Measures
Dependent variables

Entrepreneurial activity motivations are measured by two dependent \maiablesof female
opportunityiven total nascent arstagelgntrepreneamsipercent of female nddgssitiptal nascent and
earhgtage entrepreneairshgpcountry level. Opportunity entrepreneurship tends to involve job
creation and innovative attempts to exploit new market niches, while necessity entrepreneurship is
more consistent with imitative ventures, guided bgeeking. This operationaliaatis lased on
over one million GEM interviews from the overall GEM APS, which partitions activity for
respondents (1) who claim to be driveagportunag opposed to finding no other option for work,
and (2) indicate that the main driver for involvement in this opportunity is (a) independence or
increasing their income, rather than simply maintaining their income (Singer et al., 2014, p. 24); or (b)
who FODLP WR EH GULYHQ E\ QHFHVVLW\ KDYLQJ QR EHWWHU |

Independent variables

To capture regulatory institutional changes in the macroeconomic environment for economic
IUHHGRP ZH XVH WKH )UDVHU ,QVW L WekrWhdastrdsiire@éyree 6f ) UH H C
economic freedom present in five major areas: (1) size of government, (2) legal system and property
rights, (3) sound money, (4) freedom to trade internationally, and (5) regulation of credit, labor, and






Results

Table 2orovides descriptive statistics, dablle Iontains Pearson correlations. We perform
a VIF analysis on the variables included in the regressions. The highest VIF of 2.03 indicates
multicollinearity is not a concern. Figuéehighlights variatioin economic freedom and secularism
across the years in our sample, illustrating heterogeneity across years among countries.

Table 4oresents our primary fixeffects model estimates for our variables of interest on the
Percent of Female Total Nascent-siad)&&pportehityen Entrepreneuidbigel 1 includes controls,
and indicates that th& Female UnemployneRtG H & »0.0924p=0.095) negatively affects the
dependent variable, witeSees Opporturtyr G H @ 8.0487p%0.001), anéo Startip Skills

0 R G H @ »0.0569p=0.026) positively affect the dependent variable. Model 2 of Table 2 includes

RXU LQGHSHQGHQW YDULDEOHV DQG VKRZV D VLIJQLILFDQW ¢
International Tr&deedom0 R G H @ »0.599p=0.038), and a significant positive relationship for
6HFXODULYVP=1@W® $49.063) o4 the dependent variable. For interaction effects, there is a
significant positive relationship E@gal System and PropertgrRig§etularigiodel 4:
¢= 8.407px%0.001) (Figure 25ound MoraydSecularisn® R G H 85.688p=0.001) (Figure 3),
International Trade Freetit®ecularisn® R G H @ 4.658p%0.074) (Figure 4), afegulatiamd






Sunny, 2021; Dencker, Bacq, Gruber, & Haas, 2019) argues that the necessity of entrepreneurship is
linked to tebasic needs (i.e., physiological and safety) and the opportunitydevegheeds
(belonging, esteem, and-selualization) (Maslow, 1954/hen secular ideologies dominate, women
entrepreneurs will perceive their efforts as opportunitiesaatsellize because such behavior is
legitimated. Under such circumstances, economic freedom intensifies such opportunities to venture by
reduces miet uncertainty.

2XU UHVHDUFK FRQWULEXWHYV WR ZRPHQ:-V HQWUHSUHQH
DQVZHU FDOOV WR EHWWHUV XQGHUVWDQG WKH YDULDWLRQ
2013; Marlow 2020) instead of comparing women to men irofesntsepreneurial activity. Second,
RXU VWXG\ VKHGYVY OLJKW RQ KRZ VRFLHWLHYV VKDSH WKH DOC
through their institutional arrangements, particularly in regard to policy (Estrin & Michiewicz 2011,
Dencker, Bacq, @ber, & Haas 2021). We find strong empirical evidence that secularism is cross
FXOWXUDOO\ OLQNHG WR ZRPHQ:V RSSRUWXQLW\ HQWUHSUH(
pronounced among efficiency and innovation economies. Furthermore, wenfinehsiricical
HYLGHQFH WKDW WKH HIITHFWV RI HFRQRPLF IUHHGRP IRU ZRF
be dependent on secularism. That is, according to the external enabler framework, the sociocultural
enabler of secularism shapes the relatiodnstwgen macroeconomic enablers of economic freedom
(i.e., legal systems and property rights, sound money and redntativetjonal Trade Fresdoen
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Table 1. Study Variables

Variable

Data Source

Measurement

GDP (Current)/100K

% GDP Growth

Female Population/100K
% Female Unemployment
% Female Labor Force

% Equal Living Standard

World Bank

World Bank

World Bank
World Bank
World Bank

GEM APS

The sum of gross value added by all resident producers in tt
economy plus any product taxes and minus any subsidies nt
included in th@alue of the products.

The percent change in real GDP, which corrects the nominal
GDP figure for inflation. Real GDP is therefore also referred
inflationadjusted GDP or GDP in constant prices.
Femalgopulation is the percentage of the population that is
female.

Femalainemployment is the percentage of the female popul:
active in the labor force that is unemployed.

Femaldabor forces is the percentage of the female populatio
active in the labor force.

SHUFHQWDJH RI WKH RI FRXQWU\-V ¢
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Table 2. Descriptive Statistics

Variable Obs Mean Std. Dev. Min Max
GDP (Current)/100K 628 1022389¢ 2432004z 16670 2.061e+08
% GDP Growth 628 2.83 3.507 -14.3 25.176
Female Population/100K 628 418.167 1151.167 1.471 6828.54¢&
% Female Unemployment 628 9.158 6.593 .239 35.844
% Female Labor Force 628 50.463 12.258 12.929 83.783
% Equal Living Standard 628 63.28 12.054 23.207 92.038
% Starting Business Good 628 64.982 13.389 22.808 96.156

% High Status to Success 628
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Table 4.Fixed-effects linear regression model for female opportunity entrepreneurship

@ (2 3 (C)] ®) (6) @
Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7
GDP (Current)/100K -2.08e09 -1.08e08 -1.35e08 -1.28e08 -1.40e
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Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1

Figure 1External Enabler Framework and Study Findings

External Enablers
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Figure 2Legal System + Property Rights and Secularism Interaction
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Figure 3. Sound Money and Secularism Interaction
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Figure 4. International Trade Freedom and Secularism Interaction
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Figure 5. Regulation and Secularism Interaction
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