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Abstract

This paper explores differences in the proportion of export-oriented early-stage
entrepreneurial activity in twelve Asian countries. Drawing on varieties of capitalism
theory, we find that Asian countries with high quality institutions are more likely to have
higher proportions of young export-oriented firms. However, analysis on a 52 country
data set indicates that Asian countries have significantly fewer young export-oriented
firms than do non-Asian countries. Furthermore, the multi-country study reveals that
countries with higher proportions of export-oriented entrepreneurial activity tend to have
flexible industrial relations, high quality vocational training, and confrontational labor-
employer relations, however the proportion of export-oriented new ventures is not related
to the quality of corporate governance and inter-firm relations.
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Introduction

Entrepreneurship, the “creation of new organizations” (Gartner, 1988:26), is a major
engine of economic growth in developed and developing economies (Acs & Audretsch,
2000; Schumpeter, 1934), including in Asia (Dana, 2007; Hawkins, 1993). Entrepreneurs
introduce innovations which are valued in their home countries and abroad. Around the
world, local, regional and national governments have taken steps to stimulate the
establishment of new firms and the growth of existing firms (Storey & Tether, 1998;
OECD, 2003). In particular, governments are interested in facilitating the development of
locally-based firms that will export overseas. Exports aid the growth of both firms (Lu &
Beamish, 2001) and their home countries’ economies by improving a nation’s foreign
exchange reserves, developing national industry and creating employment (Girma,
Greenaway & Kneller, 2004). Traditionally, most exporting was undertaken by large
multinational enterprises; however an increasing number of early-stage firms achieve
foreign market sales (Rugman & Wright, 1999). Asia is often noted for its strong potential
(Economist, 2006; Knowledge@Wharton, 2007), but disappointing progress (Carney &

Gedajlovic, 2000; Economist, 2006).

The emerging academic literature focuses on firm or founder-level explanations for
international new venture activity and has mostly overlooked the role of institutions
(Yeung, 2002). The composition and quality of institutions impact entrepreneurial activity

(Reynolds, Bygrave & Autio, 2004), including the growth expectations of new ventures



(Autio & Acs, 2008; Bowen & De Clercq, 2008) and the availability of informal venture

capital (Szerb, Terjesen & Rappai, 2007).!

The present exploratory study is guided by the following research question: How are
institutional structures related to the proportion of export-oriented, early-stage
entrepreneurial activity in twelve Asian countries? In particular, we are interested in the
role of five institutional spheres identified by Hall and Soskice (2001): industrial relations,
vocational training and education, corporate governance, inter-firm relations and
employee relations. Our research makes several contributions. First, we answer calls for
comparative, theory-based research in international entrepreneurship (Baker et al, 2005)
and the integration of political economy perspectives (Carney, 2004; Whitley, 1999) by
developing a varieties of capitalism approach to investigate the relationship between
national-level institutions and export-oriented entrepreneurial activity. The VOC
perspective assumes that national governments shape institutions which in turn structure
economic activity, set behavioral norms, expectations and strategies (Hall & Soskice,
2001: 9), including internationalization (Whitley, 1998). Also, as extant VOC research
focuses on established firms operating in developed economies in North America and
Europe (e.g. Whitley, 1999; Hall & Soskice, 2001), our study answers calls for the
extension of VOC to developed and developing countries in Asia (Haggard, 2004).
Furthermore, we make a comparative study of institutional structures in 51 countries,

including twelve Asian countries and offer implications for theory, practice and policy.

! For example, Autio and Acs (2008) find that country level variables, such as IPR protection, moderate the
extent to which individuals will exploit human capital and financial capital in new ventures.



There are several motivations for using Asia as a field for examining the relationship
between institutions and international entrepreneurship. First, Asian countries are
characterized by great heterogeneity across institutional structures (Hamilton and Biggart,
1988; Lim, 1996) which play a major role in shaping the region’s business systems and
economic growth (e.g. Carney, 2004; Haggard, 2004). Asian institutional structures are
closely intertwined and mutually reinforcing (Kuruvilla, 1998), but changing rapidly
(Clarke, Lee & Li, 2004). For example, following independence, former colonies such as
India and Malaysia established trade unions and arbitrating bodies to eliminate wage
competition, promote labor cooperation and promote economic development (Frenkel &
Kuruvilla, 2002). Furthermore, the role of institutions in enabling the growth of new firms
in Asia is increasingly acknowledged. For example, some South Asian economies
established NASDAQ-inspired stock exchange markets to support new and small growth-
oriented ventures (Carney & Gedajlovic, 2000). The Asian region’s ability to generate
fast-growing, globally-oriented, often technology-intensive firms is critical to its
performance on the world stage and continued economic development. Furthermore, many
Asian countries are “emerging” economies which offer a natural experiment for research
(Peng, 2003) and where export-oriented entrepreneurship significantly contributes to

economic growth (Hessels & van Stel, 2007).

Theoretical Background

Varieties of Capitalism Theory

Varieties of Capitalism (VOC) theory examines the role of institutions in shaping firm
behavior. We follow Hall and Soskice (2001:9) and North (1990:3) in defining institutions

as “a set of rules, formal or informal, that actors generally follow, whether for normative,



cognitive, or material reasons” and organizations as ‘“durable entities with formally
recognized members, whose rules also contribute to the institutions of the political
economy.” Bridging business policy and strategy and political economy approaches, the
VOC approach assumes that the nation-state shapes the most critical institutions and
national-level differences in these institutions affect the structure of firms®. Institutions
enable the exchange of information, monitoring of behavior and sanction non-cooperative
behavior and as such, set norms or attitudes about proper behavior (e.g. ‘rules of the
game’) and provide actors with resources and strategic capacities that they otherwise
would not have attained. Institutions can be mutually reinforcing and there are sets of

institutional complementarities.

A key assumption of the VOC approach is that national economies organize themselves
differently, but can result in similar levels of economic performance or firm behavior.
Thus, within the VOC approach, one system is not necessarily regarded as better than
another. Each economy develops specific capacities for coordination which condition the

actions that its firms and governments will undertake.’

2 Other scholars have advanced VOC perspectives including Whitley (1999) and Streeck and Yamamura
(2001), however we focus on the framework laid out in Hall and Soskice (2001). Bowen and De Clercq
(2008) test Whitley’s national business systems theory on high growth entrepreneurship.

* VOC perspectives frequently examine political economies in terms of their spectrum from liberal market
economies (LMEs) to coordinated market economies (CMEs). Firms in LMEs tend to coordinate their
activities in hierarchies or through competitive market arrangements. Asian LMEs include Australia and
New Zealand. In contrast, firms operating in CMEs rely upon non-market relations that generally include
relational or incomplete contracting. CMEs include Japan and Korea. The distinction between CME and
LME modes confers particular institutional advantages, for example leading to radical innovations in LMEs
and incremental innovations in CMEs (Hall and Soskice, 2001). The LME-CME strand of analysis is
criticized for its binary assessment of the nature of capitalism (Whitley, 1999) and for its inability to predict
technological innovation (Taylor, 2004) which is associated with export-oriented entrepreneurial activity
(Autio, 2007). Furthermore, the VOC approach has been criticized for not having enough variety (Allen,
2004) and not considering changes in institutions (Hall and Thelen, 2005). Many developing Asian
economies have yet to adapt one system or the other and may develop unique hybrid approaches (Ritchie,



Furthermore, the structure of the business environment does not result directly from the
formal institutions. Rather, VOC views the political economy as populated by a variety of
actors who seek to advance their interests in interactions with others (Hall & Soskice,
2001). Firms are at the centre of the analysis of corporate capitalism and VOC examines
firms’ relationships with internal and external stakeholders. There are multiple sets of
equilibria that could exist and the structure depends on the iterative actions of actors in the
environment. Extant VOC theory describes the impact of institutions on ‘the firm’ which
is generally considered by large and well-established. Furthermore, the only economies
classified in most accounts of VOC are OECD nations with time-honoured multinational
firms. National economies around the world are, however, populated by a mixture of firms
of all sizes and ages which interact. For example, new ventures will often use established
multinational firms’ supply chains to diffuse their innovations (Acs & Terjesen, 2007). In
this paper, we extend VOC theory to explore how national institutions might structure
export-oriented entrepreneurial activity among early stage firms. This approach requires
revisiting some of the central assumptions of VOC theory which were directed to large,

established firms and examining these in the context of new (and often small) ventures.

Institutional influences on export-oriented entrepreneurial activity
Institutional theory is concerned with the process by which structures become established
as authoritative guidelines for social behaviour and, at the macro level, how these

environments affect organizational forms and processes. Institutional theory has been

2007). Our study does not consider the classification of countries by LME or CME, although we do speak to
the extent of coordination in markets.



interpreted and applied in a range of fields, from sociology (here a tendency to focus on
normative elements) to economics (regulative elements) (Scott, 2004). As articulated
above, the present study is based on Hall and Soskice’s (2001) VOC approach to

institutional theory.

A growing body of entrepreneurship literature explores the role of formal and informal
institutions in facilitating entrepreneurship, often focusing on how institutions enable
varying degrees of capital accumulation which promote investment and growth in
entrepreneurial activities. In one of the seminal works, Baumol (1990) highlights how the
presence of innovation and corruption result in different levels of productive,
unproductive and destructive entrepreneurship. Subsequent scholars have shown that
entrepreneurial activity rates are impacted by national government differences in taxation,
registration and incorporation rates, financial and educational capital (Autio & Acs, 2008;
Bowen & De Clercq, 2008) and informal or “soft” institutions such as culture (Davidsson,
1995; Elam & Terjesen, 2007). In the introduction of The Architecture of Markets,
Fligstein (2002: 3-4) summarizes the role of internal organization and external

environment relationships in facilitating entrepreneurial entry,

“Opportunistic entrepreneurs find a new market for some good or service. This
new market often results from a technological breakthrough. Then, others see the
opportunity to enter the same market. This creates competition that forces
producers to make products more efficiently and at lower cost... the story is
partial at best... Moreover, firms operate against an extensive backdrop of

common understandings, rules and laws. These are most often supplied by



governments. One cannot overestimate the importance of governments to modern
markets. Without stable, more or less non-rent-seeking states, modern production
markets would not exist... Competition and technological change are themselves
defined by market actors and govermments over time. These forces are not

’

exogenous to market society, but endogenous to these social relations.’

Taken together, extant research indicates institutions impact entrepreneurship but this
impact varies with the many measures of institutions and of entrepreneurial activity. For
example, McMullen et al (2008) report that opportunity-motivated entrepreneurial activity
is associated with property rights and necessity-motivated entrepreneurial activity is
related to fiscal and monetary freedoms. The lack of consistent definitions and measures
of institutions and entrepreneurship, coupled with a lack of theory and a multitude of
countries under study, suggest the need for a more careful and theoretical approach to

examining linkages.

Building on VOC, we argue that there are multiple ways in which institutions impact
entrepreneurial firms’ export orientation. In general, the differing structures of national
institutions are reflected in two components: (1) the quantity and quality of export-
oriented entrepreneurial opportunities present in the environment and, if such

opportunities exist, (2) the ability of local entrepreneurs to take advantage of these.*

* Institutional theory is relevant in explaining entrepreneurs’ decisions of whether or not to export (Hessels
& Terjesen, 2009).



New firms are particularly susceptible to institutional environments and adopt practices
which reflect their environments (Carney & Gedajlovic, 2003). In order to export their
new goods and services, new ventures rely on a resource advantage such as the possession
of specific know-how, a proprietary technology or specific management capabilities
(Autio, Sapienza & Almeida, 2000). While many of these resources may be embedded in
the entrepreneur or firm, new ventures rely strongly on input from other economic actors
in order to acquire and retain such a specific advantage. Compared to established firms,
new ventures are more likely to have knowledge provided by external actors as an
important element in the knowledge production function (Acs & Audretsch, 2000). Based
on the approach outlined above, we believe that national institutions play an important
facilitating role in providing new ventures with certain capacities that increase their
likelihood of exporting. Furthermore, for new ventures, export activity entails high levels
of risk due to liabilities of smallness, newness and foreignness. Thus entrepreneurs must
be willing and prepared to take such risks, and certain sets of institutions may diminish or

increase these risks.

Asian Context: Entrepreneurial Activity, Economic Growth & Export Orientation

In studies of management and firm behavior, it is important to consider context (Johns,
2006), including national environments such as those found in Asia (Meyer, 2006; Yang
& Terjesen, 2007). Asia is a heterogeneous region, with countries varying widely in their
levels of entrepreneurial activity, economic growth and export orientation. For example,
as measured by Gross Domestic Product (GDP) per capita, Japan, Singapore, and

Australia are quite wealthy while India, Indonesia, and the Philippines are comparatively



poor. (See Dana, 2007, for an historical overview of the sociocultural and political

economic context of entrepreneurship in Asia.)

There are, however, several common denominators among Asian countries. First, since
the 1960s, Asian countries have experienced rapid, mostly government-led
industrialization. Second, from mid-1997, Asian countries encountered varying degrees of
an economic crisis, including the contracting of export markets and the devaluation of
currency (Carney & Gedajlovic, 2000). The crisis prompted calls for Asian governments
to increase investments in human capital and technology and to build structures which
support the pursuit of high-growth entrepreneurial opportunities; however much of the
region is still characterized by under-developed institutions (Carney & Gedajlovic, 2000).
Furthermore, the Asian region has deeply-embedded strategic and structural persistence,
employing the same strategies in the same industries since initial industrialization. Asian
countries are also characterized by low levels of cooperation and trust among government
bureaucrats and entrepreneurs and high numbers of small firms (Dana, 2007) and familial
capitalism (Steier, 2008/9). Established Asian firms, particularly family business groups,
are burdened by extensive administrative heritage and are not always able to seize new
opportunities in the post-Cold War and post-colonial eras (Carney & Gedajlovic, 2003;
Ahlstrom et al., 2004). In contrast, new firms may be able to take advantage of these
opportunities, including the possibility to sell to customers offshore. An increasing
number of Asians acquire university education and business experience overseas before
returning home to establish export-oriented businesses (Ahlstrom et al., 2004). For
example, Asian employees gain experience domestically, in the local offices of foreign

MNEs and then leave to establish their own firms which engage in business overseas

10



(Terjesen, O’Gorman & Acs, 2008). Export-oriented entrepreneurial efforts are often
highly innovation-intensive and tend to have higher growth expectations (Autio, 2007)
which can further develop a nation’s economic environment, a relationship explored in the

next section.

Entrepreneurial Activity and Economic Growth

A major stream of entrepreneurship research concerns the relationship between
entrepreneurial activity levels and economic development. Several scholars suggest that
the relationship between entrepreneurship and economic development is U-shaped (e.g.
Wennekers & Thurik, 1999). That is, entrepreneurial activity levels tend to be higher in
countries with very high and very low levels of GDP per capita. Take, for example, the
Philippines or Indonesia, where rates of early-stage entrepreneurship (mostly driven by
necessity-based entrepreneurship) are among the highest in the world yet the GDP per
capita is less than $5,000. In contrast, Australia has one of the highest levels of both GDP
per capita ($32,000) and entrepreneurial activity (11.9%), which is largely opportunity-
based. In modeling this curve, Wennekers and Thurik (1999) assume that a modest
number of innovative entrepreneurs can be found among the self-employed and that this
number depends upon historical, institutional and structural factors. Relatedly, a core
assumption of the Comparative Discovery, Evaluation and Exploitation (CDEE)
international entrepreneurship framework (Baker et al., 2005) is that a country’s
institutional context influences the type of opportunities available and the individuals who
will discover, evaluate and exploit them. Figure 1 depicts the relationship between
entrepreneurial activity and economic development in 42 countries, including twelve

Asian countries.

11



* Insert Figure 1 about here *

As shown in Figure 1, low income countries such as the Philippines, Indonesia, China and
Thailand have some of the highest rates of entrepreneurial activity in the world.
Economists interpret the U-shaped curve to suggest that extensive entrepreneurial efforts
by indigenous populations in poor countries may not actually enhance those countries’
economic development (Autio, 2007). Rather, economic development gains can only be
realized from entrepreneurship which is innovative and spills over from the knowledge-
based assets of large firms. Indeed, over the last three decades, OECD countries have
gradually transitioned from ‘managed economies’ dominated by large companies with
mass production, differentiated products and massive economies of scale to
‘entrepreneurial economies’ characterized by smaller firms which rely heavily upon
knowledge, initiative and flexibility (Acs & Audretsch, 2000)°. Figure 2 depicts the
relationship between GDP per capita and export-oriented entrepreneurship in the same
countries. As seen in Figure 2, countries with higher levels of development are more likely

to have export-focused start-ups, although the direction of causality is not tested.

* Insert Figure 2 about here *

Export-oriented entrepreneurial activity in Asia

> For example, Ireland’s economic development is partly driven by new firms started from knowledge
spillovers from large multinational firms’ knowledge-intensive activities (Acs, O’Gorman, Szerb & Terjesen,
2007).

12



To compete in a global world, Asian countries must be able to develop and sustain locally-
created, innovation-intensive firms. As shown, countries with high levels of overall
entrepreneurial activity often do not have high levels of export-intensive activity. Note the
stark differences between Figures 1 and 2 in terms of the scope of all entrepreneurial
activity and that which is export-oriented. For example, Japan has 3% entrepreneurial
activity but about 68% export-oriented entrepreneurial activity. In our sample, the
relationship between export-oriented entrepreneurial activity and economic development
is quite linear. For example, New Zealand’s GDP is approximately $52,000 and 67% of
New Zealand early-stage entrepreneurial firms seek foreign markets while the Philippines
has a GDP of $5,000 (10% of New Zealand) and only 15% of early-stage entrepreneurs
have international markets (about 21% of New Zealand’s total). (See Figure 2.) Countries
with relatively high levels of GDP per capita are more likely than low income countries to

have early-stage firms with a focus on exports.

From a strategy perspective, firms are actors that seek to develop resources into distinctive
competencies and sustainable dynamic capabilities in order to produce and market goods
(and services) profitably. To be able to export, firms must engage in value-added
activities- that is be able to produce goods and services which are valued by foreign
customers and at a profitable margin. Thus, firms must possess an efficient internal
organization as well as a coordinated set of effective external relationships. For new firms,

the transaction costs of doing business overseas are greater than in domestic markets
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(Zacharakis, 1997)°. Another critical consideration is that firms with high expectations for
growth and exports are often started by entrepreneurs who had secure job prospects
elsewhere, but decided to pursue more risky entrepreneurial endeavors (Acs & Audretsch,
2000). We now explore the relationship between five sets of varieties of capitalism

institutions and export-oriented entrepreneurial activity.

Varieties of Capitalism: Institutions

Industrial relations

Firms must be able to recruit, organize and retain a labor force. Employees’ efforts are
compensated with salary and benefits. Wage compensation structures can vary along a
spectrum from set by the state (centralized bargaining process involving employer
federations and unions) or left flexible at the discretion of firm managers and employees.
The impact of wage compensation structures on the creation of new ventures is not clear,
however several possible directions can be entertained. This is because export-oriented
ventures frequently require a range of talent from low-skilled workers to highly-skilled
workers in top management team leadership who are all impacted by wage compensation

institutions.

In terms of unskilled labor, strong unions and collective wage bargaining in some regions,
especially in Europe, can raise the wages, especially of low-skilled labor, to levels which
firms may be unable to meet. This effect may be particularly strong for nascent

entrepreneurs and new ventures attempting to establish themselves. High unemployment

% In additional to exporting, other means of new and incumbent firms’ international entrepreneurship include
licensing, franchising and foreign direct investment (FDI), however these entry modes are outside the scope
of this study.
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rates, especially in Europe, are often attributed to wage compensation institutions. The
unemployed may seek other ways to enter the labor market, including entrepreneurship,
although their ventures may not necessarily be export-oriented. Collective bargaining is
prevalent in other regions, however these salaries may be kept lower, better enabling firms
to hire and retain a workforce. As export-oriented manufacturing sectors frequently rely
upon low wages and high levels of control, agreements that set wages at achievable rates

may lead to greater numbers of export-oriented ventures.

In contrast, countries can employ flexible wage compensation structures, enabling firms to
tie individual compensation to productivity. An extensive body of management and
economics research highlights this relationship: employees who are compensated for their
productivity have a higher incentive and are more likely to be productive. Thus firms can
reward and incentivize value-added activities by employees, including the creation of
goods and services for overseas markets. More importantly, when business owners have
more freedom to set wages, they can adjust wages according to different competitive
environments which may also be important for enabling exports. However, some
employees may not feel that they are properly compensated and may leave to establish
their own firms (Acs & Audretsch, 2000), which can vary in export orientation. Although
the relationship between industrial relations and entrepreneurial activity rates is not clear

cut, it is an important consideration, including for export-oriented new ventures.

Vocational training and education
A second major institutional sphere concerns the quality and quantity of vocational

education and training. Firms derive their firm-specific, knowledge-based resources from

15



the institutional environment and must be able to access a suitably-skilled work force.
Furthermore, a country’s structure of education shapes attitudes towards work (Whitley,

1999; Redding, 2005).

Some countries enjoy an abundance of certain skill sets which can provide a comparative
advantage for their national firms. For example, quality math and science skills facilitate
the development of engineering and innovation (McAteer, 2007). Higher levels of
education are reflected in greater quantities of knowledge capital and are likely to be
positively related to the propensity to create products and services which can be exported.
At the individual level, education is a key aspect of an entrepreneur’s human capital and
entrepreneurs who have higher levels of education are more likely to identify
opportunities (Davidsson & Honig, 2003) and have ambitions to grow their firms (Autio,

2007).

Other countries have very limited sets of human capital from which to draw from. Firms
in these environments are constrained by this pool in terms of the goods and services it is
possible to produce, including those for export. Firms that can access only limited

resources in their environment are more likely to stay local in scope (Carney, 1998).

Corporate governance
The third institutional sphere, corporate governance, captures the ability of firms to access
finance and of investors to capture returns on their investment (Hall & Soskice, 2001)

through the organization of corporate boards. Again, countries vary in the extent to which

16



corporate governance institutions are held accountable which can impact entrepreneurial

activity, including export orientation.

Highly efficacious corporate governance systems that consider the interests of various
shareholders and have a culture of openness and disclosure of business information are
more likely to attract potential investors. Firms with good corporate governance also yield
higher valuations and returns, grow faster and, again, attract more investors. The firm
managers can acquire knowledge from board members, stimulating a climate of openness
and learning from other actors. Good corporate governance generates investors’ goodwill
and confidence, including future financing for the venture’s international activities. Firms
seeking innovation-based growth must be able to access patient capital in order to acquire
strategic assets (Acs & Audretsch, 2000; Carney & Gedajlovic, 2000). Finance structures
for acquiring and developing intangible assets (often required for international activities)

are more complex, in part due to the limited collaterability of these assets.

In contrast, lower quality corporate governance systems can serve as a hindrance for firms.
For example, countries and firms with less accountable corporate governance systems may
be unable to attract capital at home or abroad. Corporate governance is particularly salient
to Asia as traditionally Asian countries were characterized by personalized and relational
corporate governance systems (La Porta, Lopez de Silanes & Shleifer, 1999) which did
not formalize accountability and responsibility. Corporate governance systems have been
held partly to blame for the financial crisis (Carney & Gedajlovic, 2000). Many Asian
entrepreneurs have resisted demands to include outsiders on their boards (Ahlstrom et al.,

2004). Furthermore, Asia has a large bank sector; however banks are often ill-equipped to

17



provide debt to new and small firms, particularly those pursuing high risk ventures

(Carney & Gedajlovic, 2000), as export-oriented ventures often are.

Inter-firm relations

Inter-firm relations constitute a fourth institutional sphere. New firms must be able to
develop networks in both professional (e.g. other entrepreneurs, managers at key suppliers
and buyers) and political (e.g. government officials) spheres. The ability to develop and
the quality of these networks depends, in part, on the level of corruption in a country.
Again, countries vary- some countries have transparent business systems which enable fair
bidding on contracts, limit bribery and corruption and protect property rights. Other
countries’ business systems are characterized by high levels of organized crime, corrupt

judiciary processes and other fraudulent systems.

Countries with high levels of corruption are generally associated with low levels of
productivity and innovation. This is due, in part, to entrepreneurs’ perceived inability to
appropriate returns from their hard work. New ventures are particularly susceptible to the
loss of intellectual property rights, especially when facing more established domestic
multinationals and the domestic offices of foreign firms. Entrepreneurs operating in highly
corrupt countries may decide not to start a venture due to these concerns and also that they

may feel that they have more alternatives to utilizing their capital.

In contrast, countries with more transparent business systems often provide entrepreneurs
with a range of achievable, merit-based business opportunities, including international

opportunities.
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Employee relations

A final institutional pillar concerns the coordination problems with a firm’s employees,
focusing on the cooperative nature of employee relations. Management structures and
processes are derived from the institutional environment (Hamilton & Biggart, 1988).
Employees with more freedom to access and implement new ideas are more likely to
exploit new opportunities (Acs & Audretsch, 2000). Cooperative employee relations
regimes may also stimulate export-oriented new ventures as a skilled and proactive

(entrepreneurial) labor force is more enabled to establish export-oriented firms.

Asian firms are characterized by strict control of decisions and information flow
(Ahlstrom et al., 2004) which may be due to the limited supply of skilled middle managers.
Such a structure inhibits creativity and may make it difficult for firm managers to work
with younger, highly educated foreigners. Strict hierarchical environments may also
inhibit the ability of entrepreneurs to innovate and to learn from other economic actors,

and consequently may hamper their export opportunities.

Taken together, these five institutional pillars are expected to influence the prevalence and

type of entrepreneurial activity.

Data and Methodology

Data

19



Data are derived from the 2006 and 2007 Global Entrepreneurship Monitor (GEM) survey
of entrepreneurial activity and the Global Competitiveness Report 2005-2006 (GCR) of

the World Economic Forum (WEF).

GEM was initiated in 1999 and has been expanded to over fifty national teams. The goals
of the project are to measure differences in levels of entrepreneurial activity among
countries, uncover factors that lead to appropriate entrepreneurship levels and suggest
policies to enhance entrepreneurship. Each year GEM surveys, by telephone or door-to-
door, representative population samples of between 1,000 and 42,000 individuals in each
of approximately 40 countries. The annual surveys are gathered between May and August,
and the data is weighted to reflect the population (by age, gender, education, etc.) and
harmonized with the other countries. GEM is widely acknowledged to be the best source
of comparative entrepreneurship data in the world (Shorrock, 2008) and has been utilized

in studies published in leading journals (e.g. Bowen & De Clercq, 2008).

The principle GEM measure is Total early-stage Entrepreneurial Activity (TEA). TEA
captures the percentage of the adult (aged 18-64) population that is actively involved in
entrepreneurship in two populations: nascent entrepreneurs and young business owners.
Nascent entrepreneurs are individuals who have, during the last past 12 months, taken
tangible action to start a new business, would personally own all or part of the new firm,
would actively participate in the day-to-day management of the new firm and has not yet
paid salaries for anyone for more than three months. Young business owners are defined
as individuals who are currently actively managing a new firm, personally own all or part

of the new firm and the firms in question is not more than 42 months old. In some cases,
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an individual may report both nascent and young business ownership activity, however
this individual will only be counted once towards the TEA percentage in the adult

population. TEA indices have high validity and reliability (Reynolds et al, 2005).

Within TEA, the present study is concerned with harmonized GEM measures for export
orientation and utilizes two measures. First, early stage export orientation is defined as the
percentage of entrepreneurs within TEA who report that at least 1% of their customers
lives overseas. Overall, according to the GEM measure, about half of the start-ups around
the world expect to export. In our full country sample, across all countries, an 46% of
TEA entrepreneurs are at least 1% export-oriented. Second, we incorporate a measure of
substantial export orientation which includes the percentage of entrepreneurs within TEA
who report that at least 26% of their customers live abroad. Substantial export is more rare,

averaging only 17% of TEA in our full sample.

We include data from the following countries: Argentina, Austria, Australia, Belgium,
Brazil, Canada, Chile, China, Colombia, Croatia, Czech Republic, Denmark, Dominican
Republic, Finland, France, Germany, Greece, Hong Kong, Hungary, Iceland, India,
Indonesia, Ireland, Israel, Italy, Jamaica, Japan, Kazakhstan, Latvia, Malaysia, Mexico,
Netherlands, Norway, Peru, Philippines, Portugal, Romania, Singapore, Slovenia, South
Africa, Spain, Sweden, Switzerland, Thailand, Turkey, United Arab Emirates, United
Kingdom, United States, Uruguay, Venezuela, and former Yugoslavia. (See Reynolds et al
(2005) for an extensive overview of GEM methodology and data and Levie and Autio

(2008) for a theoretical grounding and test of the GEM model.)
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As GEM measures are best used in combination with other data (e.g. Davidsson, 2004),
we incorporate data from the Global Competitiveness Report (GCR) of the World
Economic Forum (WEF) as independent variables and controls. As the economic
environment can impact entrepreneurial activity and new ventures export orientation
across countries (De Clercq, Hessels & van Stel, 2008; Wennekers & Thurik, 1999), we
include the following controls: GDP per capita, real exchange rate, inflation rate and
prevalence of trade barriers. Furthermore, given the impact of the technological
environment on entrepreneurship (Acs & Audretsch, 2000), we include controls for FDI
and technology transfer, prevalence of foreign technology licensing and firm-level
technology absorption. We include dummies to capture year and Asian country. Table 1
provides an overview of our dependent, independent (the five institutional spheres) and
control variables. Table 2 presents the levels of TEA and export-oriented TEA within the

twelve Asian countries.

* Insert Table 1 about here *

* Insert Table 2 about here *

Methodology

We employ two empirical exercises. First, as our study is comparative, we graphically

depict the relationship among the GEM substantial export rates and the five institutional

spheres for each of the twelve Asian countries using a spider plot.”

7 Graphical depiction of VOC is consistent with earlier work by Hall and Soskice (2001) and others.
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Our second test is a regression analysis with the dependent variables being GEM export
orientation data from all countries. As noted above, GEM “export rate” is the percentage
of early stage entrepreneurs who have indicated that at least one percent of their customers
live abroad. GEM “Substantial export rate” denotes the percentage of early-stage
entrepreneurs for whom more than a quarter of their customers live abroad. Since not all
countries participated in both 2006 and 2007, the dataset is an unbalanced panel

containing 83 observations.

Results

Asian Countries: Spider plot of five institutional spheres

Figure 3 shows the vast heterogeneity across countries in terms of substantial export
orientation and the five institutional spheres. The following four Asian countries’ unique

institutional environments are highlighted: Australia, Japan, Philippines, and Singapore.

* Insert Figure 3 about here *

Results: Regression on all Countries

Thus far, we employ simple descriptive statistics of the relationship among the five
institutional spheres and new venture exports. It is necessary to examine whether these
relationships will hold when incorporating other VOC variables. To do so, we carry out
regression analyses. Table 3 shows the correlations among variables in the regression
analyses for our 83 observations. As seen in Table 3, some relationships between
independent variables are correlated above .5, raising concerns about multicollinearity.

However, multicollinearity tests using variance inflation factors (VIFs) indicate that
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multicollinearity is not a concern in our regression models since VIFs are well below 10

(the highest VIF observed is 4.307).

* Insert Table 3 about here *

Hierarchical regression results are presented in Table 4. Model 1 reports results when
only control variables are included with export as the dependent variable and model 3
reports results when only controls are included with substantial export as the dependent
variable. Model 2 and model 4 report results with the inclusion of the VOC variables. The
results reveal that there is a substantial increase in model fit in model 2 (as compared to

model 1) and in model 4 (as compared to model 3) when the VOC variables are included.

* Insert Table 4 about here *

With respect to the control variables, model 1 of Table 4 reveals that a higher level of
GDP per capita is associated with higher proportions of early-stage ventures with an
export focus, whereas model 3 indicates that a lower prevalence of trade barriers is
significantly positively related to a substantial export orientation, but has no impact on the
general export rate (and this holds in model 4 when the VOC variables are included).
When all variables are included (in model 2 and model 4) then both GDP per capita and
the prevalence of foreign technology licensing relate positively to both export and

substantial export.
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The results in model 2 and model 4 also show a significant negative association between
the Asian country dummy and both dependent variables: export and substantial export
rates. This finding provides empirical support to the notion that compared to non-Asian
countries, Asian countries’ early-stage ventures are significantly less likely to export

(p<0.01).

With regard to our VOC institutions (see model 2 and model 4 of Table 4), we find the

following results:

First, surprisingly, cooperative employee relations are negatively related to export
orientation, although the relationship is non-significant in case of substantial export. When
we include an interaction term between the Asian country dummy and our variable for
employee relations, the result for Asian countries does not deviate from this overall

pattern. (We do not report this or other interactions in the paper.)

Second, flexible industrial relations are significantly positive related to export and to
substantial export orientation (p<0.01). When we include interaction terms of the Asian
country dummy with our indicators for industrial relations and for vocational education
and training, we find that this term is not significant, indicating that results for Asia are in

accordance with the pattern for all countries.

Third, and also in accordance with the spider plot for Asia (Figure 3), we find that quality

vocational education and training is also significantly positive, both for export orientation
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(p<0.01) and substantial export (p<<0.05) orientation. This is in line with the overall pattern

that we observe for Asian countries.

Fourth, the institution of quality corporate governance, as measured by efficacy of
corporate boards, is negatively associated with export though not significant. Thus, while
we would expect a positive relationship between the quality of corporate governance and
export based on the spider plot of the Asian countries, this pattern is not confirmed when
all VOC variables, controls and countries are included in the analysis. We also employed
an interaction term between the Asian country dummy and corporate governance to
investigate whether results for Asia deviate from those of other countries (not reported in

the table), but do not find any indication that this is the case.

Fifth, for the inter-firm (public) institutions index, we find no significant relationship with
our dependent variables. Thus, from the Asian countries’ spider plot, we expected a
positive relationship between the quality of public institutions and export orientation, but
this relationship does not hold when the other VOC variables, control variables and all
countries are included in the analysis. Again, we included an interaction term between the
Asian country dummy and the public institution index (not reported) to see whether the
pattern for Asian countries deviates from this general pattern, but we do not find any

evidence of this.

In sum, based on the regressions with the inclusion of several control variables and in
which we include all VOC variables simultaneously, we find that the new venture export

is significantly predicted by institutions related to quality industrial relations and
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vocational education and training, and by confrontational labor-employer relations (no
impact on substantial export). However, the proportion of new venture exporters is not
impacted by corporate governance and by the overall quality of inter-firm (public)

institutions.

Discussion

This study explores how institutional structures relate to new firm entrepreneurship and in
particular, to export orientation with a specific focus on Asia. Data from 51 countries
suggests that prevailing institutions play a role in inhibiting or facilitating export-oriented
entrepreneurship among young firms. Specifically, our findings suggest that countries
have higher proportions of export-oriented entrepreneurial activity when industrial
relations are more flexible, training institutions are of high quality, and labor-employer
relations are confrontational. However, the proportion of export-oriented new ventures is
not affected by the quality of corporate governance and inter-firm (public) institutions.
That export orientation is not affected by corporate governance may be because these
emerging export-oriented ventures may be founded and funded by close-knit groups, such

as family and ethnic minority business groups.

Differences in institutional environments generate differences in strategy across countries,
including export-orientation of business activities. Furthermore, Asian countries are less
likely than the other countries in our sample to have export-oriented entrepreneurs.
Nevertheless, there is clear variation also between Asian countries. As seen in Figure 2,
three Asian countries have the world’s lowest rates of export-oriented entrepreneurial

activity: Thailand, Kazakhstan and the Philippines. The tremendous variation is clear,
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though New Zealand and Australia (two of the LMEs), Japan (a classic CME) and
Singapore (a mixed market economy) deliver the highest shares of export-oriented
entrepreneurship. Why might this be the case? Indeed, it is worth commenting on the

unique endowments of these outliers.

The Japanese business environment is populated by keiretsus, families of companies with
dense connections, often with one major company (e.g. Toyota) at the epicentre. Inter-firm
cooperation and coordination takes place within the keiretsu. For example, a small parts
supplier for Toyota in Japan might follow Toyota to the United States, setting up
operations alongside an automobile manufacturing plant in Kentucky. At the individual
level, employees in Japanese firms are encouraged to develop skills that meet firm or
keiretsu needs. The long-standing employment contracts can result in focusing on venture-

related skills for firms in these keiretsu groups.

Modern Australia is considered a classic LME economy, characterized by hierarchical m-
form diversified firms, strong emphasis on competition and antitrust, decentralized wages
and highly competitive labor markets (Parker, 2002). Indeed, the Australian government
has, for over a decade, pursued small business policy to encourage entrepreneurship,
including export-oriented programs such as Export Market Development Grants (Parker,
2002; Austrade, 2008). Australia’s market relations approach to small business policy is
consistent with the institutions of competitive business systems (Parker, 2002) and has

resulted in dynamic business outcomes.
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As illustrated in most of the analyses, Singapore has sample-leading institutions in terms
of lack of corruption, highly flexible wages and cooperative employee relations, excellent
math/science and and efficacious corporate governance. Singapore has long-dominated the
region’s high end manufacturing and illustrates a path dependent trajectory, particularly in

the electronics industry.

Despite the country-variations in export-oriented entrepreneurial activity and institutional
structures, we do find some overall patterns across all countries for the impact of
institutions on both export orientation in general and on high export. For example, the
findings highlight the importance of high quality vocational education and training
systems for promoting export-oriented entrepreneurship. The Philippines score rather low
on the quality of vocational education and training, but Indonesia, Kazachstan, China and
Turkey also lag behind on this index. The results also confirm that wage compensation
structures can enable or constrain export-oriented entrepreneurship. In particular, when
countries have a system in which wages are set by individual companies - as opposed to
central bargaining - this benefits export-oriented entrepreneurship. The Philippines and
Indonesia stand out as countries with central bargaining systems. Above we outlined a
number of reasons for why flexible systems may favour export activity, i.e. that in such a
flexible system employees are likely to have a higher incentive to be productive (since
they can be rewarded in terms of higher wages) and that business owners have more
freedom to adjust wages to different competitive environments. Compared to central
bargaining environments, a new venture in a flexible wage system environment is likely to
be surrounded by productive, highly competitive firms and may need to be extremely

efficient, including export behaviour.
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Returning to the full picture of export-oriented entrepreneurial activity in Figure 2, what
might be suggested for countries like Thailand, Kazakhstan and the Philippines with some
of the lowest GDPPCs and export-oriented entrepreneurial activity rates in the world? It is
tempting to suggest the revision of particular institutions to those that are more conducive
to export-oriented entrepreneurship and also economic development. While public policy
is certainly an aspect of the five institutional VOC pillars, existing institutions also
constitute a limitation on policy as institutions are path dependent (Parker, 2002).
Government policies that are too ambitious and completely incompatible with the

institutional environment will not succeed.

We acknowledge several limitations of our study. First, we examine only a limited range
of data for each of the five national institutional factors and future studies could seek to
incorporate additional proxies for the institutional spheres of VOC. However, as much
VOC literature is limited to theorizing about possible impacts, we believe our cross-
country comparative study is a useful extension in that we gather and report actual
relationships in data from a large set of Asian and non-Asian countries. Although we
examine many institutions and included relevant controls in our regressions, there may be
other factors such as the extent of national security, military regimes, venture capital,
information-hoarding culture, fear of failure, family business, Confucianism and
information asymmetry which may be important for explaining export, particularly in Asia
(e.g. Ahlstrom et al., 2004; Begley & Tan, 2001; Carney & Gedajlovic, 2000; Chung,

Shepard & Dollinger, 1989; Haggard, 2004; Steier, 2008/9, Yeung, 2002).
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Conclusions and Implications

In conclusion, our study suggests that prevailing institutional structures influence the
proportion of export-oriented entrepreneurial activity in Asia and elsewhere in the world.
In accordance with VOC we find that national institutions affect firm behaviour and in
particular firm export. However, while VOC would predict that variety in national
institutional set-ups can result in similar outcomes for firm behaviour among nations, our
results suggests that a linear relationship exists between the quality of a country’s
institutions and new venture export (i.e. the relation is positive for industrial relations and
education and negative for labor-employer relations). We acknowledge the possibility of a
circuitous relationship here- that exports help build institutional environments.
Furthermore, institutions are highly embedded and there are interrelationships among
institutional structures. Export-oriented activities may be concentrated in certain sectors

such as electronics in Singapore and software development in India.

Firms and national institutional path dependencies shape Asian entrepreneurs’ abilities to
seize international market opportunities. As new ventures seek international markets, they
may grow into large multinationals. This transition is part of the ever-changing landscape

of institutional factors. Indeed, firms and institutional change are co-evolutionary.

Our study suggests a number of directions for future research. First, as shown in Figure 3,
there are heterogeneous sets of institutions that are related to export-oriented
entrepreneurial activity. Future research could explore the complementarity of sets of
institutions. A second strand of enquiry could examine other key, but oft-overlooked

institutions in Asia such as familial capitalism (Steier, 2008/9). Third, further research of a
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longitudinal nature could examine the change in varieties of capitalism and export-
oriented entrepreneurial activity over time. For example, it could be interesting to explore
the exact channels by which flexible wage structures might favour export-oriented
entrepreneurial activity. The eight ‘emerging’ countries in the present study may be
particularly susceptible to vast changes in the immediate future. Furthermore, as Peng
(2003) suggests, these changes may enhance new firms’ market-focused competitive
strategies and reduce incumbent firms’ ability to operate from traditionally relational
strategies. Fourth, there are obvious extensions to examine other Asian countries and
certain populations. One potential line of enquiry lies in the extent and organization of
ethnic Chinese populations in Asian countries. These minorities, while comprising a small
percentage of Asian countries’ populations outside China, nevertheless dominate the
private firm sector (Dana, 2007). Although most institutional structures operate at the
national level (Hall & Soskice, 2001), further studies could focus on city and regional
level institutions. For example, agglomerations may play a role; regions with high levels
of export-intensive industries are more likely to have higher endowments of resources
which early-stage firms can access. There may also be city or regional differences such as
special enterprise zones and science parks which are somewhat isolated from traditional
national institutional environments (Karlsson, 2005). Studies could also be framed using
the practice theory of entrepreneurship, considering individual and firm interpretations of
the institutional environment. Outliers could also be researched. For example, at the firm
level, there is anecdotal evidence from Hong Kong’s VTech that a high-growth, globally-
focused firm can succeed by creating structures not generally found in Asia (Ahlstrom et
al., 2004). Finally, extensions could be made to other types of entrepreneurial activity,

such as the provision of informal and formal venture capital.
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We also hope our findings are interpreted by public policy makers. We are not interested
in policy to promote entrepreneurial activity in general, but more specifically new entrants
with export potential. We believe that government policy must address a range of
institutional policies and be well-coordinated and compatible with existing environments
to be effective. Our findings suggest the importance of policy at multiple levels to
encourage individuals who have the ability to start high-growth export-oriented firms,
facilitate the growth of these firms, and create a supportive industry and national
environment. These levels include the individual (e.g. math and science education in
school), firm (flexible wages) and state (prevalence of foreign technology licensing, GDP
per capita). It is also important to distinguish quantity and quality in policy directives. As
shown in Table 2, in Asia, high levels of entrepreneurial activity are not correlated with
high levels of export-oriented entrepreneurial activity. Targeting quantity, rather than

quality, may be counterproductive (van Stel & Storey, 2004).
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Table 1: Institution Variables: Measurement and Source

\ Measurement Source (Year)
Dependent Variables
Export Oriented % of total population of entrepreneurs (TEA) who report that | GEM, 2005-7
Entr. Activity 1-100% of product/service is for overseas customer
Substantial Export | % of total population of entrepreneurs (TEA) who report that | GEM, 2005-6
Oriented 26-100% of product/service is for overseas customer

Entr. Activity

Independent Variables

Industrial Relations

“Wages in your country are 1=set by a centralized bargaining
process; 7=up to each individual company.”

EOS, WEF, GCR
2005-6

Vocational Training
& Education

“Math and science education in your country’s schools 1=lag
far behind most other countries; 7=are among the best in the
world”

EOS, WEF, GCR
2005-6

Corporate
Governance

“Corporate governance by investors and boards of directors
in your country is characterized by 1=management has little
accountability; 7=investors and boards exert strong
supervision of management decisions”

EOS, WEF, GCR
2005-6

Inter-firm Relations

Index of the following: Independence of the Judiciary, Fair
bidding on public contracts, impact of organized crime on
business; Perception of existence of bribery and corruption
within the economy

EOS, WEF, GCR
2005-6,

Employee Relations

“Cooperation in labor-employer relations in your country are
1=generally confrontational; 7=generally cooperative”

EOS, WEF, GCR
2005-6

Controls

GDP per capita

Cross Domestic Product per capita in US Dollars, measured
at Purchasing Power Parity 2004

WEF, GCR 2005-6

Real Exchange rate

Real effective exchange rate 2004 relative to the 1997-2003
average

WEF, GCR 2005-6

Inflation Percentage change in consumer price index, 2004 WEF, GCR 2005-6
Firm-level “Companies in your country are 1=not able to absorb new EOS of WEF,
technology technology, 7=aggressive in absorbing new technology” WCY 2005-6
absorption

Prevalence of trade
barriers

“In your country, tariff and nontariff barriers significantly
reduce the ability of imported goods to compete in the
domestic market (1=strongly agree, 7=strongly disagree)”

EOS, WEF, WCY
2005-6

FDI and technology
transfer

“Foreign direct investment (FDI) in your country 1=brings
little new technology, 7=an important source of new
technology”

EOS, WEF, WCY
2005-6

Prevalence of
foreign technology
licensing

“In your country, licensing foreign technology is
I=uncommon, 7=a common means of acquiring new
technology”

EOS, WEF, WCY
2005-6

Asia country
dummy

1= Asian country (Australia, China, Hong Kong, India,
Indonesia, Kazakhstan, Malaysia, Philippines, Singapore,
Thailand and Turkey); O=other

Year dummy

1=2007; O=other
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Table 2: Entrepreneurship in Asia: TEA and shares of Export Orientation

Total Export- Export- Substantial Substantial
Entrepreneuri oriented oriented Export- Export-oriented
al Activity Entrepreneurs | Entrepreneurs oriented Entrepreneursh
(TEA), % of | hip, % within hip, % of Entrepreneurs | ip, % of adult
adult TEA adult hip, % within population
population population TEA
Australia 11.9 48.3 5.7 13.0 1.6
China 16.2 39.8 6.4 5.2 .8
India 10.4 38.8 4.0 16.5 1.7
Indonesia 19.3 22.1 4.3 16.9 3.3
Japan 2.9 67.9 2.0 0 0
Kazakhstan 9.36 27.2 2.5 8.3 .8
Malaysia 11.1 42.4 4.7 9.2 1.0
New Zealand 17.6 61.9 10.9 10.5 1.8
Philippines 20.4 15.0 3.1 2.5 5
Singapore 4.9 77.5 3.8 34.8 1.7
Thailand 15.2 2.7 0.4 1.2 2
Turkey 6.1 38.8 2.4 17.4 1.1
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Table 4: Regression results

DV: Export DV: Substantial export
Model 1 Model 2 Model 3 Model 4
Constant 6.270 -3.591 -8.120 -12.134
(0.232) (-0.137) (-0.620) (-0.857)
GDP per capita 0.699* 1.127%* 0.236 0.429**
(2.149) (3.804) (1.493) (2.682)
Exchange rate 0.193 0.049 0.007 -0.056
(1.155) (0.345) (0.082) (-0.731)
Inflation rate 0.203 0.227 0.121 0.008
(0.531) (0.648) (0.624) (0.043)
Year dummy 2007 -2.025 -4.352 1.370 0.338
(-0.486) (-1.292) (0.678) (0.185)
Prevalence of trade 1.981 -0.310 3.840%* 3.886*
barriers (0.528) (-0.096) (2.108) (2.233)
FDI and technology -4.598 -6.226 -1.481 -2.081
transfer (-1.126) (-1.786) (-0.747) (-1.104)
Prevalence of foreign 7.224 13.954** 4.386 T.177**
technology licensing (1.233) (2.830) (1.542) (2.692)
Firm-level technology 1.271 4.083 -2.702 -1.588
absorption (0.268) (0.887) (-1.172) (-0.638)
Asian country dummy -6.741 -14.958** -1.339 -6.672%*
(-1.056) (-2.582) (-0.432) (-2.130)
VOC variables
Employee relations: -11.435%* -0.391
cooperative (-3.223) (-0.204)
Industrial relations: 8.833** 3.330%**
flexible wages (4.873) (3.398)
Vocational training & 6.661** 2.853*
education: math and (2.899) (2.297)
science
Corporate Governance: -10.171 -4.973
efficacious boards (-1.979) -1.790
Inter-firm relations: Fair 1.808 -3.283
bidding, transparency (0.509) (-1.709)
R2 (adjusted) 0.308 0.565 0.191 0.369
Obs 83 83 83 83

** Significant at p<0.01; * Significant at p<0.05;
t-values between parentheses.
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Figure 1: Total Entrepreneurial Activity and Economic Development
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Figure 2: Export-oriented Entrepreneurial Activity and Economic Development
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Figure 3: Export-Oriented Entrepreneurship and VOC Institutions
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