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ABSTRACT

We use data from the World  Values Survey, the  Global Entrepreneurship 
Monitor and the  Economic Freedom of the World  Annual Report  to  em-
pirically  examine the  impact  that  societal approval of entrepreneurs  and 
economic freedom have on rates of early stage entrepreneurship.  We 
find  that  both  social approval and economic freedom,  specifically  free -
dom from big government,  increase rates of entrepreneurship  in  a cross 
section of 21 countries.
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I. Introduction

Entrepreneurs play a crucial  role  in promoting  economic development.  They drive  new 
innovation  (Schumpeter 1934) and they  also drive the  marketÕs process towards 
equilibration (Kirzner  1973). However, the  wide variation  in  efficiency  and growth  in 
countries around the world  illustrates that  entrepreneurship  isnÕt universally produc-
tive. 

Baumol (1990) argued that  entrepreneurs  are omnipresent  but  vary in how productive 
they are based on their  institutional  environment.  When profits  can be made through 
lobbying or other  participation  in the political  arena entrepreneurs  will  be attracted 
to  unproductive  or destructive  activities.  When profits  are more readily  available  by 
serving consumers through enhancing efficiency  or creating  new products entrepre -
neurship will  be more productive.  Sobel (2008) finds support for  BaumolÕs argument 
by examining the United  States. He finds that  as economic freedom increases meas-
ures of productive  entrepreneurship  increase but  as economic freedom decreases 
measures of unproductive  entrepreneurship  increase. Most studies citing  Baumol, like 
Sobel, point  to  the role  that  profit  opportunities  play in  directing  entrepreneurial  ac-
tivity . This is surely an important  part  of the  story but  culture  also matters  in Bau-
molÕs account. Ancient Romans had profit  opportunities  available  to  them in  both the 
market  place and the political  arena but  a social stigma accompanied engaging in en-
trepreneurial  commerce. As Baumol explains, ÒFirst, it  may be noted  that  they had no 
reservations about the desirability  of wealth  or about  its pursuit.  As Long as it  did  not 
involve  participation  in industry or commerce, there  was nothing degrading about the 
wealth  acquisition  process. Persons of honorable status had three  primary  and ac-
ceptable sources of income: landholdingÉ  Ôusury,Õ and what  may be described as Ôpo-
litical  paymentsÕ" (emphasis original p. 899). Baumol concludes his discussion of an-
cient  Rome by writing,  ÒThe bottom line,  for  our purposes, is that  the Roman reward 
system, although it  offered  wealth  to  those who engaged in commerce and industry, 
offset  this gain through the  attendant  loss in prestigeÓ (p. 901). So for  Baumol both 
the formal  rules of the  game that  reward entrepreneurs  with  profits,  and informal 
culture  that  rewards or  punishes entrepreneurs  with  social status will  affect  the 
prevalence of productive entrepreneurship.

BaumolÕs claims are consistent with  a Misesian understanding of human action  in the 
market  process (1949). Mises emphasized the  role  Òpsychic profitsÓ play in  encourag-
ing action, 

Profit,  in  a broader  sense, is the gain derived  from action;  it  is the  in-
crease in satisfaction  brought about; it  is the  difference  between  the 
higher value attached  to  the  result  attained  and the lower  value at-
tached to  the sacrifices made for  its  attainmentÉ  Profit  and loss in this 
original  sense are psychic phenomenaÉ It  is possible to  ascertain  in 
terms of money how much an individual  has profited  or lost.  However 
this  is not a statement  about this  individualÕs psychic profit  or lossÉ 
every individual  derives a psychic profit  from his actions,  or else he 
would not act at all (pp. 286-287).

Baumol is not  alone in arguing that  the social status of entrepreneurs  increases their 



Òpsychic profitÓ and can lead to  higher rates of entrepreneurship.  Moyker (1996) ar-
gues that  the  social status of entrepreneurs  played a role  in the industrial  revolution. 
More recently  McClowsky (forthcoming)  argues that  the  main cause of the  industrial 
revolution  was an increase in Kirznerian  alertness brought about  by what she calls a 
ÒBourgeois Revaluation.Ó Specifically  it  was a change in  cultural  values that  gave dig-
nity  and social standing to  entrepreneurs,  coupled with  liberty  that  led to  the  indus-
trial revolution. 

We build  on this  literature  by empirically  examining both  parts of BaumolÕs and 
McClowskyÕs arguments in a cross-country setting.  We use questions from the World 
Values Survey (WVS) and the  Global Entrepreneurship Monitor (GEM) to  approximate 
the social status societies attach  to  entrepreneurs  and we use the  Economic Freedom 
of the World  Annual Report  (EFW) to  measure the quality  of the  formal  institutions 
that  reward  entrepreneurs  with  monetary profits.  We use these measures, along with 
other  controls,  to  explain  the cross-country variation  in rates of private  entrepreneur -
ship as measured by the GEM. 

The following  section relates our research to  existing work on the  role  of culture  in 
explaining entrepreneurship  and the role  of economic freedom in explaining entre -
preneurship.  The third  section describes our data and methodology. The penultimate 
section contains our results and discussion. The final section concludes. 

II. Culture, Economic Freedom, and Entrepreneurship Literature

Our research merges two  important  strands of literature  on the  causes of entrepre -
neurship. The first  strand examines the  impact  of ÒcultureÓ on entrepreneurship.  The 
second examines the impact  of economic freedom on entrepreneurship.  Baumol and 
McClowsky both claim that  formal  institutions  that  provide  entrepreneurs  with  liberty 
and reward them with  profits  and culture  are important  for  fostering productive  en-
trepreneurship.  This paper is the  first  to  empirically  examine the  relative  importance 
of each of these factors together in contributing to productive entrepreneurship. 1

Culture and Entrepreneurship

Much of the  literature  on the  importance  of culture  in fostering  entrepreneurship  ex-
amines cultural  values that  have little  to  do with  societiesÕ moral praise for  entrepre -
neurs. One major  exception  is Etzioni (1987). He argues that  ÒlegitimationÓ is a major 
factor  determining  the  level of entrepreneurship  within  one society compared to  oth-
ers and in different  periods within  the  same society. He claims there  will  be a greater 
demand for, and supply of,  entrepreneurs  the  greater  the  extent  that  entrepreneur -
ship is viewed as legitimate  in  society. Individual preferences for  being an entrepre -
neur will  increase as respect from others for  entrepreneurial  activity  increases indi -
vidualÕs Òpsychic rewardsÓ from entrepreneurship.  Our argument is consistent with 
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1 Johnson and Lenartowicz  (1998) examine the relationship  between economic freedom,  culture,  and 
growth,  but  they do not consider  the impact  on entrepreneurship.  They find  a positive relationship 
between economic freedom and growth and a positive relationship  between cultural  values of  Òuncer-
tainty  avoidance,Ó Òautonomy,Ó with  economic freedom as well as a negative relationship  between 
ÒConservatism and HierarchyÓ and economic freedom.



Etzioni and attempts to quantify his claims with empirical evidence. 

Our study relates to  a few  empirical  studies on the  effect  of culture  on entrepreneur -
ship. Some of these studies measure culture in ways similar  to  Òmoral praiseÓ, Òsocial 
status,Ó or ÒlegitimationÓ of entrepreneurs,Ó although  none control  for  the  other  half 
of Baumol and McClowskyÕs arguments Ð economic  institutions.  Hindle and Klyver 
(2007) examine the  relationship  between media coverage and rates of entrepreneur -
ship using GEM data.  They find  a positive  relationship  between  the  volume of entre -
preneurship media coverage and the volume of people running a young business. Al-
though not the  main object  of their  study they also include  controls for  the  percent -
age of the adult  population  who think  that  most people in their  country  should have 
similar  living  standards and the  percentage of the adult  population  who think  that 
those starting  a successful new business in their  country  have a high level of status 
and respect.  The first  of these is weakly significant  in a few  of their  specifications  and 
the second never is. 

In contrast,  Tominc  and Rebernik (2007) also study these same two  questions in post-
socialist  countries and find  that  they do influence  entrepreneurial  growth  aspirations. 
Unfortunately  there  study is limited  to  only Slovenia, Hungary, and Croatia. Our study 
more comprehensively tests these indicators  using a wider  cross-section of countries 
than  Tominc  and Rebernik and uses WVS data to  measure culture  while  controlling  for 
economic institutions  and macroeconomic conditions  which  are left  out  of Hindle  and 
KlyverÕs study.2 

HofstedeÕs (1980) study measuring differences  across countries  in work related  values 
has been used in a number of studies on the  effect  of culture  on entrepreneurship. 
His measure of ÒindividualismÓ is most relevant  to our study. Presumably, more indi -
vidualistic  cultures  will  be more approving (or at  least not as shunning) of entrepre -
neurial success. Mueller and Thomas (2000) use HofstedeÕs measure and find  that  in-
dividualistic  cultures  are more likely  to  have internal  locus of control  orientations, 
which contribute  to  a countryÕs entrepreneurial  potential. 3 Lee and PetersonÕs (2000) 
brief  survey of the  United States, Japan, China, Mexico and the  former  Soviet coun-
tries  also supports the  idea that  more individualistic  countries  have a more entrepre -
neurial orientation.  In contrast,  Singh, DeNoble, and Ehrlich (2004) use HofstedÕs 
measure of individualism and find  no direct  relationship  to  total  entrepreneurial  ac-
tivity  as measured by the  GEM. Although we are sympathetic  to  the  idea that  culture 
evolves more slowly than economic  activity  an obvious limitation  of using HofstedeÕs 
measures of culture  is that  they were measured in the 1970s and are being used to 
explain  entrepreneurial  activity  30 years later. Clearly cultural  evolution  is possible 
over such a long time frame. 

 Like this study, Uhlaner and Thurik (2007) use the  WVS to  measure culture  and the 
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2 Tominc and Rebernik (2007) raise doubts about the appropriateness of  the questions used to measure 
culture  in these two studies because the survey didnÕt ask the respondentÕs opinion but instead asked 
what the respondent thought the opinion of the majority of the people in their country was. 

3 Harper  (1998) argues that  internal  locus of control beliefs  strengthen the link  between Kirznerian 
alertness and self-efficacy , which leads to more entrepreneurship.



GEM to  measure rates of entrepreneurship.  However, they  focus on ÒpostmaterialistÓ 
values rather  than moral praise for  the  entrepreneur, so they selected different  ques-
tions from the  WVS than  this study. They find  mixed results depending on their  speci-
fication  and control  variables but  in general find  that  the  more ÒpostmaterialistÓ a 
culture  the  lower  the  rate  of entrepreneurial  activity . As explicitly  suggested in  Uh-
laner  and ThurikÕs paper this  study attempts to  quantify the significance of other  cul-
tural values and economic policies in determining rates of entrepreneurship. 4

Economic Freedom and Entrepreneurship

The empirical  literature  on the  role  of the  institutions  of economic freedom in pro-
moting entrepreneurship  is relatively  new although economists have long theorized 
that  they could play an important  role.  Kirzner  (1985) argued that  itÕs the  opportunity 
for  profit  that  increases entrepreneurial  alertness. He argues that  government inter -
ventions that  hamper the  informational  signaling process of the market  can lower  en-
trepreneurial  alertness. However, until  very recently  little  work had been done to  ex-
amine the relationship empirically .

Stel, Storey, and Thurik (2007) examine the relationship  between  the  institutional  en-
vironment  and rates of entrepreneurship  using the  World  BankÕs ÒDoing BusinessÓ re-
port  and the  GEM. They find  that  minimum capital  requirements  and labor market 
regulations lower  entrepreneurship  rates across countries  but  find  that  regulations in-
creasing the time,  cost, and number of procedures necessary to  start  a business are 
unrelated  to  rates of entrepreneurship.  They speculate that  the  lack of relationship 
between  entry  regulations and rates of entrepreneurship  is due to  the  fact  that  entry 
regulations influence  the  distribution  of entrepreneurial  activity  between  the formal 
and informal economy rather than the total amount of activity . 

Freytag and Thurik (2007) examine the  relationship  between economic freedom and 
preferences for, and actual,  self-employment  in the 25 member states of the E.U. plus 
the United States. Their  regressions are unable to  explain  actual rates of self-
employment  but  they  find  that  economic  freedom from regulation  is significant  in ex-
plaining preferences for self-employment, as is the overall economic freedom index. 

Nystrom (2008) examines the relationship  between economic freedom and entrepre -
neurship using panel data for  23 OECD countries from 1972-2002 using self-
employment  as her measure of entrepreneurship.  She finds that  a smaller size of gov-
ernment,  better  legal structure  and security  of property  rights,  and less regulation  of 
credit labor and business, all increase rates of entrepreneurship. 

Our studyÕs empirical  methodology is most closely related to  Sobel, Clark, and Lee 
(2007) and Bjornskov and Foss (2008). Their studies and ours are cross-sectional and 
use data from the  GEM to  measure entrepreneurship,  and data from the  Economic 
Freedom of the World Annual Report. 

Sobel, Clark, and Lee (2007) examine how tariff  rates, internal  barriers  to  trade 
through administrative  burdens for  start-ups,  and economic freedom impact  the  rate 
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other measures of cultureÕs impact on entrepreneurship.



of total  entrepreneurship  as measured by the  GEM for  a cross-section of OECD coun-
tries.  Even before  controlling  for  other  factors  they find  that  economic freedom is 
highly significant  for  determining  a countryÕs rate  of entrepreneurship.  Greater eco-
nomic freedom leads to  higher rates of entrepreneurship.  Their  multivariate  results 
with  controls  for  economic and demographic factors  show that  higher tariffs  and in-
ternal  barriers negatively  impact  rates of entrepreneurship  and higher levels of eco-
nomic freedom positively  impact  levels of entrepreneurship. 5 The size of government 
and regulation  are the  two  individual  areas of economic freedom that  they find  are 
most important for determining rates of entrepreneurship.

Bjornskov and Foss (2008) examine cross-sectional data on total  entrepreneurial  activ -
ity  as well  as opportunity  driven and necessity driven  entrepreneurial  activity  as de-
pendent  variables across 29 countries.  They use each of the  individual  five  areas of 
economic freedom,  government size, legal quality, sound money, international  trade, 
and regulatory  quality, as measures of institutional  quality. They consistently  find  that 
a smaller  size of government  and higher scores for  sound money positively  impact 
each measure of entrepreneurship.  Although they donÕt report  the  coefficients  they 
note  that  they include regional dummy variables that  are not individually  significant  
but are jointly  significant.  These dummy variables are likely  picking up the  impact  of 
differences  in culture,  including differences  in social status for  entrepreneurs,  that  
this paper explicitly studies. 

Bjornskov and Foss conclude by mentioning  that  their  analysis Òcannot tell  us whether 
government size mainly affects  the context  in which potential  entrepreneurs  work 
and their  incentives to  unfold  their  entrepreneurial  abilities,  or whether  systems with 
large governments instead mainly limit  entrepreneurship  by transforming  norms and 
privately  held beliefs about societyÓ (2008: 326). It  is these privately  held beliefs, 
specifically, how individuals  in different  societies give moral sanction and praise to 
entrepreneurs,  that  this  study adds to  the  literature.  Our twofold  contribution  is to 
create  a new measure specifically  focused on moral praise for  the  entrepreneur  to 
study the impact  of this aspect of culture  on entrepreneurship.  Secondly we merge 
the literature  on the  importance  of culture  with  the literature  on the  importance  of 
institutions,  specifically  economic freedom,  on rates of entrepreneurship.  Our paper 
thus examines both  parts of BaumolÕs and McClowskyÕs hypotheses simultaneously. We 
expect  that  both formal  institutions  of economic freedom,  as well  as societal status 
for entrepreneurs will encourage higher rates of entrepreneurship.

III. Data and Culture Index

The Global Entrepreneurship Monitor  (2008), World  Values Survey (2005), and Eco-
nomic Freedom of the  World  Annual Report  (2009) are our main sources of data. Be-
low we explain each of these measures. 

Our dependent  variable measuring entrepreneurial  activity  is the GEMÕs measure of 
ÒEarly Stage Entrepreneurial  Activity .Ó The GEM surveys a representative  sample of at 
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least 2,000 adults in each country covered on wide  range of activities  related  to en-
trepreneurship.  Their early stage entrepreneurial  activity  measure is the  summation 
of the percentage of the  adult  population  who are actively  involved in  setting up a 
business that  is less than 3 months old and the  percentage of the  adult  population 
who owns a business that  is between  3 and 42 months old. We feel  this measure is 
most appropriate  because new entrepreneurs  are likely  to  be most effected  by the 
social status society gives to  entrepreneurs  and the  most affected  by economic free -
dom. If cultural  values turn  against entrepreneurship  this cost may simply be sunk for 
many established entrepreneurs.  Also, many established businesses are more effective 
at securing special privileges for  themselves that  circumvent  harmful  overall  de-
creases in economic freedom.  An obvious limitation  of this study is that  we measure 
only new acts of entrepreneurship  but  entrepreneurial  acts clearly  take  place in  es-
tablished  firms as well.  However, we feel this measure is most appropriate  for  the 
phenomenon weÕre trying to study.

We also use data on the  percent  of the  population  that  thinks starting  a business is a 
desirable career choice as an alternative  measure of culture  for  a robustness check. 
Most GEM survey data was collected  before  the  global financial  crisis so should be un-
affected by the recent macro economic downturn. 

Our main measure of the  societal status of entrepreneurs is derived from the  World 
Values Survey. The 2005 round of the  survey is the  most recent  date  that  data is avail-
able. Because culture  evolves slowly over time  this  is a suitable  measure to  predict 
rates of entrepreneurship  in 2008.6 Unfortunately  the  WVS doesnÕt have a question 
that  directly  measures the  social standing, moral approval,  or legitimation,  of entre -
preneurs so we have constructed an index based on the following questions:

How would you place your  views on this scale? 1 means you agree completely  with  the 
statement  on the left;  10 means you agree completely  with  the statement  on the right; 
and if your views fall somewhere in between, you can choose any number in between.

We inverted  questions V.117 and V. 119 so that  scores closer to  10 indicate  views that 
are more likely  to  coincide  with  societies who give legitimation  to  entrepreneurs and 
calculated  a simple average based on the  responses to  the  five  questions. Although no 
individual  question perfectly  maps into  social status or legitimation  for  entrepreneurs, 
collectively these questions provide the best measure currently available. 

We use the  well-known  Economic Freedom of the World  Annual Report  by Gwartney 
and Lawson as our measure of economic freedom.  Following the methodology of prior 
studies who have found different  areas of economic freedom have different  impacts 
on rates of entrepreneurship  we use each of the  five  main areas of the  index individu -
ally in our regression analysis. 

Finally, we control  for  the  log of GDP per  capita in PPP from the  World  Development 
Indicators.

We have data on entrepreneurship,  legitimation,  and economic freedom,  and GDP per 
capita for  21 countries. Although the  sample is small, it  is quite  diverse and includes 
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countries from all  inhabited  continents. 7 We keep our main regressions as parsimoni-
ous as possible due to our limited sample size. 

IV. Results and Discussion

Simple scatter  plots show correlations  between  early stage entrepreneurial  activity 
and two  main variables of interest,  our constructed  culture  index and the  overall  EFW 
score. There is a clear positive  relationship  between entrepreneurship  and cultural 
approval as seen in  Figure 1. The second scatter  plot  in Figure 2 does not  show a clear 
positive relationship  between  entrepreneurship  and economic freedom,  which is con-
trary  to  our intuition.  However, Bjornskov and Foss (2006) have shown that  only cer-
tain  components of the  EFW freedom index explain  the  variance in entrepreneurship, 
which likely  explains this  initial  result.  Following their  methodology, our main regres-
sions use each area of economic freedom individually  rather  than the  single index 
score.
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The dependent variable  in our main regression is the  prevalence rate  of early  stage 
entrepreneurial  activity . Independent variables include  our cultural  index of moral 
approval for  entrepreneurship,  log of GDP per capita,  and the five  main components 
of the  Economic Freedom Index: the  size of government,  access to  sound money, the 
overall rule  of law, regulation  on international  trade  and the  regulation  of credit,  la-
bor and business. Two important  independent  variables of interest  are both  statisti -
cally and economically  significant  (See Table 1). The coefficient  on the  culture  index, 
which is based on a scale from 1 to  10, suggests that  a one-point  increase in cultural 
approval of entrepreneurship  leads to  a 5.89 percentage point  increase in  early stage 
entrepreneurial  activity . According to the  sample, this  would be akin to  a change in 
entrepreneurship  from a level found in Germany, a country  with  a prevalence rate  of 
3.8, to  that  found in  the  United  States where the  prevalence rate  is 10.8. Consistent 
with  the  findings of Bjornskov and Foss (2008), freedom from big government is also 
important  for  encouraging entrepreneurship.  A one-point  increase in freedom from big 
government,  also based on a scale from 1 to  10, suggests a 4.31 percentage point  in-
crease in the rate  of early stage entrepreneurial  activity . It  is somewhat perplexing 
that  economic freedom from regulation  is weakly significant  with  a negative  coeffi -
cient,  i.e.  more regulation  is correlated  with  more entrepreneurship.  However, Stel, 
Storey, and Thurik (2007) found no relationship  between  the  World  BankÕs ÒDoing 
BusinessÓ measures of business regulation and entrepreneurship  and other  studies 
employing GEM data havenÕt found a relationship  with  the  EFWÕs measure of regula-
tion  except Nystrom (2008) who uses self-employment  as her measure of entrepre -
neurship and finds freedom from regulation  increases entrepreneurship.  NystromÕs 
measure only picks up self-employment  in  the formal  sector while  GEM data measures 
entrepreneurship  in both  the  formal  and informal  sector. Like Stel, Storey, and Thurik, 
we believe that  regulation  in  the  formal  sector may cause necessity entrepreneurship 
in the  informal  sector and that  this  is likely  the  cause of our perverse empirical  re-
sult. In robustness checks regulation loses its significance. 
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Robustness

We test  the  robustness of our results by using alternate  measures of cultural  approval 
and varying how economic freedom is measured. The OLS regression results found in 
Table 2 include five different specifications. 

The results in the first  two  columns use the  GEM measure of the  percentage of the 
population  that  considers entrepreneurship  a good career  choice as the  culture  vari-
able measuring the social approval of entrepreneurs.  Clearly things other  than social 
approval of entrepreneurs,  such as perceived  profit  opportunities,  are contained  in 
this  measure. So we do not  consider it  as good of a measure as our WVS index. How-
ever, one factor  influencing  whether  people think  entrepreneurship  is a good career 
choice is likely  their  expected social standing so the  measure is useful to  examine. 
The specification  in column one is very simple where early stage entrepreneurship  is 
regressed on log GDP, the GEM culture  variable  and the overall  Economic Freedom In-
dex. The GEM culture  variable  is significant  at  the  5% level and suggests that  a one 
percentage point  increase in cultural  approval leads to a modest 0.24 percentage 
point  increase in  early stage entrepreneurial  activity . The second specification  mirrors 
our main regression where the Economic Freedom Index is broken down into  its five 
components. In that  regression the  GEM culture  variable  is no longer significant,  but 
the size of government is significant  at  the  10% level and implies  that  a one point  in-
crease on the  EFW scale increases early stage entrepreneurship  by 3.69 percentage 
points.  The fragility  of the  impact  of culture  in these regressions might reflect  the 
fact  that  the  GEM question is not  as good of a proxy for  cultural  values as our WVS 
data. 

The third  and fourth  columns of Table 2 display the  results from using an alternative 
culture  measure similar  to  that  in  the  main regression. The original culture  index was 
constructed  using five  questions from the WVS that  address income distribution,  pri -
vate ownership, the  role  of government, market  competition  and profits. 8 This new 
measure drops the question of whether  private  or government ownership of business 
should be increased. In results not shown here where early  stage entrepreneurship 
was regressed on each of the  WVS questions separately, the coefficient  on private 
ownership was consistently below zero contrary  to  intuition,  though it  was not  statis-
tically  significant.  Our intuition  was that  a greater  percentage of people supporting 
more private  ownership of business would be positively  correlated  with  social status 
for  entrepreneurs.  However, it  is possible that  countries with  a high score on this par-
ticular  question are those countries where there  is a dearth  of private  ownership and 
thus little  opportunity  for  private  entrepreneurship.  WeÕve dropped this question be-
cause of these competing interpretations of what answers could mean.

In both  specifications,  the revised culture  measure is highly significant  and to  a larger 
degree than  in  the main regression. The overall Economic Freedom Index is not  sig-
nificant  in  the  third  specification,  but  once again, when it  is broken into  its five  com-
ponents, smaller government increases entrepreneurial activity .

Finally, the  specification  in the  last  column of Table 2 is similar  to  the  main regression 
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in Table 1 except only two  components of the  Economic Freedom Index are included: 
the size of government and the  access to  sound money. These variables were the  only 
variables found significant  in the previous paper by Bjornskov and Foss (2008). The 
coefficient  estimate  on the culture  index is similar  in significance and magnitude to 
that  in the  main regression. While the  access to  sound money is not  significant,  free -
dom from big government shows a positive  impact  on entrepreneurship  that  is compa-
rable in magnitude to the results in the other specifications.

V. Conclusion

We have found evidence that  both cultural  approval of entrepreneurs and liberty , spe-
cifically  freedom from big government, encourage early stage entrepreneurship.  This 
is consistent with  our intuition  and arguments put  forth  by Baumol, McClowsky, and 
others. However, some important limitations should be kept in mind.

First,  entrepreneurial  actions consist of more than just  starting  a business. Entrepre-
neurial acts take  place within  existing businesses as well.  Our measure of entrepre -
neurship only examines the  rate  of new business formation.  We believe that  this type 
of entrepreneurship  is most likely  to  be effected  by societal approval of entrepre -
neurs and is also important for economic growth.

The limited  country coverage should be kept  in  mind as well.  Our regressions were as 
parsimonious as possible because there  are only 21 countries that  WVS and GEM data 
were available  for. As the  GEM and WVS grow to  cover more countries  further  empiri -
cal exercises should be conducted.  Future studies should also vary the  measure of en-
trepreneurship  to  capture  differences  between formal  and informal  sector entrepre -
neurship and differences  between  ÒnecessityÓ and ÒopportunityÓ entrepreneurship. 
This second limitationÕs impact  is limited  in this study because we control  for  GDP per 
capita which is a strong predictor of necessity entrepreneurship. 

Despite limitations  we find  important  empirical  evidence in support of BaumolÕs ar-
gument that  both  the  quality  of institutions  and the  social approval of entrepreneurs 
will  impact  the  prevalence of productive  entrepreneurship.  McClowsky has claimed 
that  Òthree centuries ago in places like  Holland and England the  talk  and thought  
about the  middle  class began to  alter. Ordinary conversation about innovation  and 
markets became more approvingÉ dignity  to  take  ones place [as a middle  class entre -
preneur]  and the  liberty  to  venture  made the  modern worldÓ (forthcoming  pp. 7-8). 
Our results indicate  that  this  could be an important  lesson for  less developed coun-
tries  today. If they encourage both  liberty  and social status for  entrepreneurs they are 
more likely  to  have higher rates of entrepreneurship  that  could lead to  long-term 
growth.
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V.116 Incomes should be more 
equal

We need larger income 
di!erences as incentives 
for individual e!ort

V.117 Private ownership of 
business and industry 
should be increased

Government ownership of  
business and industry 
should be increased

V118 The government should 
take more responsibility 
to ensure that everyone is  
provided for

People should take more 
responsibility to provide 
for themselves

V.119 Competition is good. It 
stimulates people to work  
hard and develop new 
ideas

Competition is harmful. It  
brings out the worst in 
people

V.121 People can only get rich 
at the expense of others

Wealth can grow so 
thereÕs enough for every -
one
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Appendix 1

Argentina

Brazil

Chile

Egypt

Finland

Germany

India

Italy

Japan

Mexico

Norway

Peru

Romania

Serbia

Slovenia

South Africa

South Korea

Spain

Turkey

United States

Uruguay
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