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 Our paper analyses the link between business regulations and entrepre-

neurship and investigates how certain areas of business regulation affect 

the dynamics of creating new firms. Moreover, we aim to identify which 

indicators of business regulation would be most relevant for supporting 

and promoting entrepreneurship. The study focuses on a sample of Euro-

pean countries, uses panel-data estimation techniques and targets a 

period of seventeen years (2003-2019). In our empirical analysis, the 

dependent variable is alternately represented by three indicators that 

measure the forms of early-stage entrepreneurship. Regarding the inde-

pendent variables included in the analysis, we use as proxies of business 

regulations different quantitative measures for six areas of business regu-

lation. In addition, to ensure accuracy of results, we include a set of con-

trol variables, such as GDP per capita, population growth, and the educa-

tional level. The results of our empirical investigation show that regula-

tions on starting a business, registering property, and enforcing contracts 

would be the most important predictors of setting up new firms in Europe-

an countries analysed. Through its content, the paper underlines the vital 

need for improving business regulations to encourage entrepreneurship 

and implicitly to improve the macroeconomic performance of countries. 

The findings of our research may be of interest to researchers, concerned 

with examining the determinants of entrepreneurship evolution, and to 

policymakers, who should give priority to identifying appropriate measures 

that target those areas of business regulation that would have the great-

est effect on the creation of new firms. 
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INTRODUCTION 

Identifying the factors that affect the creation and growth of new businesses is a topic of major inter-

est for both researchers and policy-makers because new businesses are considered vital for the growth 

and economic development of countries. Several studies (such as: Desai et al., 2005; Sobel, 2008; Ur-

bano & Alvarez, 2014; Chowdhury et al., 2015; Fuentelsaz et al., 2015) have argued that institutional 

factors, including regulations on the business environment would be a key factor that could explain the 

level of entrepreneurial activity, both within a country and across countries. One of the most significant 

contributions to highlighting the role of institutions in stimulating entrepreneurship and economic growth 

is the economist William Baumol (1990). His research has led to a growing interest in researchers to 

examine the role of the institutional environment in influencing entrepreneurship. 

An important component of the institutional environment that has a fundamental role in stimulating 

entrepreneurship and economic growth is business regulatory. Ensuring a sound and healthy business 

regulatory environment is widely considered to be crucial for the economic development of countries. 

Such a finding has led several institutions to develop specific indicators to measure different dimensions 

of regulations. Among the most popular indicators, which measure how regulations support or prevent 

starting and running a business in different countries, are the World Bank Group’s Doing Business Indi-

cators. They mainly assess the ease of doing business and cover ten dimensions of business regulation, 

namely: regulations on starting a business, dealing with construction permits, getting electricity, register-

ing property, getting credit, protecting minority investors, paying taxes, trading across borders, enforcing 

contracts, and resolving insolvency (World Bank, 2016, p. 20). Their usefulness is given by the fact that 

they allow governments to assess the health of the regulatory framework and provide them with bench-

marks for reform and better regulation. 

In this paper, we aim to investigate how certain areas of business regulation affect the dynamics of 

creating new firms in 22 European countries over the period 2003–2019. Moreover, we aim to identify 

which business regulation indicators would be most relevant for supporting and promoting early-stage 

entrepreneurs. Our study aims to contribute to the expansion of empirical knowledge on the impact of 

business regulation on entrepreneurship by providing empirical evidence on how some aspects of busi-

ness regulation influence the early-stage entrepreneurship including its forms. The remainder of this pa-

per is structured as follows: section 1 briefly reviews the literature on the relationship between business 

regulation and entrepreneurial activity; in section 2, we describe the data, the variables examined and 

the methodology used; section 3 discusses the main findings of our empirical study. Finally, our study 

highlights some relevant conclusions and future lines of research. 

 

 

1. LITERATURE REVIEW 

In this section, we briefly present the findings of previous research regarding the influence of some 

components of business regulation (included in our econometric model) on the dynamics of entrepre-

neurship in different countries. Although the literature on entrepreneurship and business regulation is 

relatively young, we find that an increasing number of researchers are concerned with analyzing the rela-

tionship between changes in business regulation and entrepreneurship. From the work of Djankov et al. 

(2002), several studies have analyzed and tested how changes in different dimensions of business regu-

lations affect entrepreneurship and especially the creation of new businesses. Based on a data set of 

start-up firms from 75 countries, Djankov et al. (2002) find that stricter regulation of new business crea-

tion would be associated with a higher level of corruption and a larger size of unofficial economy. Sobel 

(2008) points out that countries with strong institutions that provide high protection of property rights, an 

efficient judicial system, contract enforcement, and effective regulation of the tax system would have a 

higher level of productive entrepreneurship. 

A large body of literature analyzed the effect of entry requirements and the burden of complying with 

government regulations on entrepreneurship. Fonseca et al. (2001) showed, with reference to OECD 

countries, that few people choose to enter entrepreneurship given that the costs of starting a business 

are high. Similarly, Ardagna & Lusardi (2008) pointed out that in countries with burdensome regulations, 

people who do not work are less likely to become entrepreneurs. Using data for a sample of European 
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firms, Klapper et al. (2006) argue that excessive entry regulations deter the creation of new businesses. 

In addition, Klapper and Love (2010) find that business registration reforms can only lead to an increase 

in the number of newly created companies if the reforms are significant. Some authors (e.g. Dreher and 

Gassebner, 2013; Dutta and Sobel, 2016) have pointed out that stricter regulations regarding the entry 

of firms in the markets discourage the creation of new businesses, but this negative impact is mitigated 

in conditions where corruption is high. 

Paying taxes is another broad area of regulation investigated by more and more researchers, who 

have been concerned with examining how this type of regulation would influence the creation of new 

businesses. For instance, Chowdhury et al. (2015) found that higher taxes would strongly hinder the new 

business from entering the market. Bacher and Brülhart (2013) showed that high taxes and complicated 

tax codes would lead to lower firm birth rates while tax progressivity would promote the creation of new 

businesses. More recent research (Braunerhjelm et al., 2019) finds that the influence of tax administra-

tive burden would be different depending on the stages of the entrepreneurial life cycle. Thus, the au-

thors find that the strongest negative effects would be in the case of early-stage entrepreneurship. 

An essential role in promoting entrepreneurship, business environment development and economic 

growth is also played by efficient contract enforcement. According to some authors (e.g. Dam, 2006), 

economies that have an efficient judicial system would register a higher economic growth and an im-

provement of the business environment. Also, several studies (such as: Desai et al., 2005; Ardagna and 

Lusardi, 2008) have argued that the efficiency of the judicial system is associated with a person's deci-

sion to start a new business. Using data for a sample of firms from European countries, some research-

ers (Safavian and Sharma, 2007; Moro et al., 2018) have shown that in countries where the creditor 

protection is high and the judicial enforcement system is high quality, firms have easier access to bank 

financing, which would allow them to develop and grow. From the perspective of insolvency regulations, 

some studies (e.g. Lee et al., 2011) have argued that countries that have bankruptcy laws that are more 

friendly to entrepreneurs would have higher rates of starting new businesses. Our study adds to the exist-

ing literature on the relationship between business regulations and entrepreneurship by providing empir-

ical evidence on the influence of several indicators of business regulation on early-stage entrepreneur-

ship. 

 

 

2. DATA AND METHODOLOGY 

Our study analysis empiricaly the link between business regulations and the early-stage entrepreneur-

ship. Taking into account the availability of data on entreprenenruship, we have chosen a sample of 22 

European countries (namely: Belgium, Croatia, Denmark, Finland, France, Germany, Greece, Hungary, 

Ireland, Italy, Latvia, Netherlands, Norway, Poland, Portugal, Romania, Slovak Republic, Slovenia, Spain, 

Sweden, Switzerland, United Kingdom) and a period of analysis that covers seventeen years (2003-

2019). 

In our empirical analysis, the dependent variable is represented alternatively by three indicators that 

measure the forms of early-stage entrepreneurship, respectively: total early stage entrepreneurial activity 

rate (TEA), nascent entrepreneurship rate (NER) and new business ownership rate (NBO).  
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Figure 1. The dynamics of average TEA, NER and NBO, between 2003 and 2019 

 

Source: authors’ own calculations after Global Entrepreneurship Monitor (2020). 

 

 

The annual data for this indicators are obtained from the Global Entrepreneurship Monitor database 

(2020), and their evolution is exposed in Figure 1. Our focus on this type of entrepreneurship would be 

justified by the fact that it is of major importance for the economy of a country because the entrepre-

neurs involved in this phase of entrepreneurial activity are expected to create jobs and innovation. From 

Figure 1, we observe that new business creation decreased in the period of the recent financial crisis, 

2009 and 2010. Starting from 2011, the early entrepreneurship rates had an increasing trend, with a 

slightly decrease in 2013 and one decrease in 2018. At the end of the period analysed (in 2019), TEA 

has increased with 85% compared with the year 2003, while NER has increased with 89%, while NBO 

has increased with 77%. 

Regarding the independent variables included in the analysis, we use as proxies of business regula-

tions different quantitative measures for six areas of business regulation, namely: starting a business, 

registering property, getting credit, paying taxes, enforcing contracts, and resolving insolvency (see Table 

1). We focus on these components because previous studies have found that they would have an impact 

on the dynamics of setting up new firms and growing existing ones. In addition, they would be some of 

the most important regulatory constraints in different countries. For measuring the regulations of the 

business environment, we focus on the “Doing Business” project of the World Bank, wich takes into con-

sideration ten quantitative indicators (each with a set of sub-indicators) for evaluating the ease of doing 

business in a country. In our study, we considered, in particular, the forms of early stage entrepreneur-

ship so that for the case of regulations focused on starting a business, we have considered three main 

measures of these regulations, respectively number of procedures, time, and costs. Comparatively, for 

each of the other five types of regulations, we considered the value of the general index, which measures 

the quality of business regulations for those regulatory areas. 

Besides the explanatory variables, we include in our model some control variables that might influ-

ences the level of entrepreneurial activity from a country and which have been used in several empirical 

studies. We considered GDP per capita as it measures the degree of economic development of countries 

and has significant effects on entrepreneurship, as numerous studies in the field have shown (Van Stel 

et al., 2007; Dvouletý, 2017). We also included the population growth and the level of education, be-

cause they are important factors that influence entrepreneurship (Urbano and Alvarez, 2014; Dutta and 

Sobel, 2016). All the variables included in the econometric investigation are described in Table 1. 

The studies in the field (e.g. Fonseca et al., 2001; Van Steel et al., 2007; Klapper and Love, 2010) 

have shown the importance of business regulations for promoting the start of new firms, and pointed out 

that the start-up costs, time and procedures needed for starting a business affects the creation of new 

firms. Also, they pointed out that substantial business registration reforms can determine the increase in 

the number of newly created firms. Another important dimension of business regulations included in our 

study and which would facilitate entrepreneurship is property registration. With regard to this indicator, it 

should be noted that the simplification of administrative procedures for the registration of property and 
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the improvement of the quality of the land administration system would be positively associated with the 

creation of new businesses. In economies that have a good land administration system, property trans-

fers are faster and less expensive. In summary, we appreciate that the ease of registering property would 

have positive effects on early-stage entrepreneurship because it would improve access to credit for early-

stage entrepreneurs.  

 

Table 1. Description of the variables  

Variable Symbol Description 
Unit of meas-

urement 
Data sources 

Dependent 

Total early-stage 

entrepreneurial 

activity rate 

TEA 

The percentage of 18-64 population that are in the process 

of starting or who have just started a business. The TEA 

rate comprises nascent entrepreneurs and new business 

owners. 

% 
GEM Key indica-

tors 

Nascent entrepre-

neurship rate 
NER 

Percentage of 18-64 population who are currently a nas-

cent entrepreneur (i.e., actively involved in setting up a 

business they will own or co-own). 

% 
GEM Key indica-

tors 

New business 

ownership rate 
NBO 

Percentage of 18-64 population who are running new busi-

nesses that have been in operation between 3-42 months. 
% 

GEM Key indica-

tors 

Explanatory 

Start-up proce-

dures to register a 

business 

Proc 

Are those required to start a business, including interac-

tions to obtain necessary permits and licenses and to com-

plete all inscriptions, verifications, and notifications to start 

operations. 

number 
Doing Business 

database 

Time required to 

start a business 
Time 

The number of days needed to complete the procedures to 

legally operate a business. 

number of 

days 

Doing Business 

database 

Cost of business 

start-up procedures 
Cost 

Cost to register a business as a percentage of gross na-

tional income (GNI) per capita. 

 

% of GNI per 

capita 

Doing Business 

database 

Property registra-

tion index 
Propreg 

The score for registering property is the simple average of 

the scores for each of the component indicators: the proce-

dures, time, cost to transfer property between two local 

companies, as well as the quality of land administration 

system. 

0 - 100 
Doing Business 

database 

Getting credit index Getcred 

The score for getting credit benchmarks economies with 

respect to the regulatory best practice on the indicator set. 

The score is indicated on a scale from 0 to 100 (0-the worst 

regulatory performance; 100- the best regulatory perfor-

mance). 

0 - 100 
Doing Business 

database 

Paying taxes index Paytax 

The score for paying taxes is the simple average of the 

scores for each of the component indicators, respectively 

the payments, time and total tax and contribution rate for a 

firm to comply with all tax regulations. 

0 - 100 
Doing Business 

database 

Enforcing contracts 

index 
Encontr 

The score for enforcing contracts is the simple average of 

the scores for each of the component indicators: time and 

cost for resolving a commercial dispute as well as the quali-

ty of judicial processes. 

0 - 100 
Doing Business 

database 

Resolving insolven-

cy index 
Resinsolv 

The score for resolving insolvency is the simple average of 

the scores for each of the component indicators: the time, 

cost and outcome of insolvency proceedings  as well as  the 

strength of the legal framework for insolvency. 

0 - 100 
Doing Business 

database 

Control 

GDP per capita 

growth 
Gdpc 

Annual percentage growth rate of GDP per capita based on 

constant local currency. 
% 

World Bank Open 

data 

Population growth Pop 
Annual population growth rate for year t is the exponential 

rate of growth of midyear population from year t-1 to t. 
% 

World Bank Open 

data 

Educational level Educ 
The percentage of people aged 25-64 who have successful-

ly completed at least upper secondary education. 
% Eurostat 

Source: processed by the authors based on the information provided by the data sources. 
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The getting credit indicator quantifies the effectiveness of movable collateral laws and credit infor-

mation systems in facilitating lending. Higher values of this indicator indicate easier access to credit so 

that the expected influence on entrepreneurship is positive (Van Steel et al., 2007). In the case of the 

“Paying taxes” indicator, the expected impact on early-stage entrepreneurial activity would be negative 

because the high level of taxes and mandatory contributions, as well as the administrative burdens re-

lated to their payment, would discourage entrepreneurs. The enforcing contracts indicator expresses the 

efficiency of the judicial system in resolving a commercial dispute and the quality of judicial processes. 

Therefore, this indicator would positively influence the entrepreneurs in the conditions in which there is a 

reduction of time and cost for resolving commercial disputes, but also an increase in quality and efficien-

cy in the commercial court system. The analysis conducted by the World Bank (2016) shows that econo-

mies that have implemented more judicial good practices tend to have a quick and less expensive set-

tlement of commercial disputes. Under these conditions, it would ensure increased access to justice for 

businesses and individuals. 

An essential role for economic growth and entrepreneurship development is also played by solid in-

solvency regulations, which promote predictability for both creditors and entrepreneurs (World Bank, 

2014). This regulatory variable shows the efficiency of the insolvency system (expressed by recovery 

rate) and its quality (given the extent to which insolvency laws are in line with internationally recognized 

good practices). Considering the statements and the results obtained in the literature, we formulated the 

following hypothesis: 

Hypothesis 1: Higher administrative burdens regarding starting a business are related to lower levels 

of new business start-up. 

Hypothesis 2: Efficient and quality of business regulations have significant effects on early stage 

forms of entrepreneurship. 

 

For the data analysis, we apply panel data regression models on our sample of 22 European coun-

tries. We have three regression models where our dependent variable is, in turn, TEA, NER and NBO. The 

regression contains fixed effects because they are most suited for analysing the factors that influence 

entrepreneurship. The general equation of our models is presented below: 

𝑦𝑖𝑡 = Xit β1 + Zit β2 + i + u
𝑖𝑡 (1) 

where: i represents each one of 27 countries included in the analysis and t is time (2003…2019); 𝑦𝑖𝑡: is 

the dependent variable; X𝑖𝑡: the indicators measuring business regulations; Z𝑖𝑡: the control variables; β1 

and β2: represent the coefficients; i: expressed the unobserved time-invariant individual effect;  ui𝑡
: is the 

error term.  

 

 

 

Our three specific models are defined through the following equations: 

 

TEA𝑖𝑡 = Xit β1 + Zit β2 + i+ u
𝑖𝑡 (2) 

NER𝑖𝑡 = Xit β1 + Zit β2 + i+ u
𝑖𝑡 (3) 

NBO𝑖𝑡 = Xit β1 + Zit β2 + i+ u
𝑖𝑡 

(4) 

 

The empirical analysis presupposes the analysis of the descriptive statistics and of the correlation 

matrix, followed by the panel data regression analysis. 

 

 

3. RESULTS AND DISCUSSIONS 

The findings regarding the descriptive statistics of the variables included in the analysis are de-

scribed in Table 2. The results emphasize the existence of significant variations for several variables. The 
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variables measuring the business regulations vary significantly across countries and the period consid-

ered. Thus, from the regulations applied to starting a new business, the cost for register a business var-

ies most, between a minimum of zero in France (2004-2019), Greece (2013-2019), Ireland (2003-

2019), Italy (2014-2019), Latvia (2011-2019), Netherlands (2013-2019), Portugal (2011-2019) and 

United Kingdom (2003-2019); and a maximum of 247% of GNI in Poland, in 2004. The time needed for 

starting a new business varies between a minimum of 3.5 days in Denmark (2015-2019), France (2016-

2018) and Netherlands (2014-2019), and a maximum of 138 days in Spain, in 2003. The number of 

procedures required to open a new business varies less, compared to the first two variables, and takes 

values between 2 procedures needed in Slovenia (in 2010) and 15 procedures in Greece, between 2003 

and 2010. 

 

 
Table 2. Descriptive statistics of the variables 

   Mean  Median  Max.  Min.  Std. Dev.  Obs. 

TEA  6.728  6.311  15.430  1.629  2.457  310 

NER  4.016  3.747  10.500  0.891  1.646  309 

NBO  2.850  2.707  6.500  0.328  1.167  306 

Proc  6.224  6.000  15.000  2.000  2.613  374 

Lproc  1.744  1.791  2.708  0.693  0.414  374 

Time  17.875  12.500  138.000  3.500  17.573  373 

Ltime  2.554  2.525  4.927  1.252  0.783  373 

Cost  21.817  13.800  247.400  0.000  30.427  373 

Lcost  2.911  2.983  5.511 -0.916  1.056  284 

Propreg 71.938 74.500 94.400 33.900 14.955 330 

Getcred  65.783  68.800  100.000  25.000  16.717  330 

Paytax  78.437  79.550  95.300  44.700  11.000  308 

Encontr  66.308  67.850  83.400  34.500  9.844  352 

Resinsolv  70.570  75.950  93.900  36.400  14.449  352 

Gdpc  1.709  1.668  23.985 -12.810  3.482  352 

Pop  0.274  0.297  2.890 -2.081  0.669  352 

Educ  75.243  79.000  92.400  22.700  13.594  352 

Source: own calculations. 
 

 

The worst regulatory performance for the getting credit index was registered in Croatia (in 2005) and 

Slovenia (2009-2011). While the best regulatory performance was obtained in United Kingdom between 

2004 and 2015. For the property registration index, the regulatory performance varies between worst 

values of 33 in France (2007) and best values of 94 in Norway (2005-2007). Resolving insolvency index 

has the standard deviation value similar to that of the previous index, and records minimum values in 

Greece (2004) and maximum in Finland (2004 and 2017). Paying taxes and enforcing contracts indexes 

have smaller variations but still significant. Therefore, for the paying taxes index the worst regulatory 

performance was registered in Romania (44) while the best regulatory performance was obtained in Ire-

land (2006-2015, 95). Enforcing contracts index varied between 34 in Italia (2004-2006) and 83 in Lat-

via (2006-2009).  

All these results show the important differences that appear between the countries in the sample re-

garding the regulation of the business environment. Even between countries with close levels of econom-

ic development, there are significant differences in terms of business regulations. For this reason, we 

believe that identifying the impact of business regulations on entrepreneurship, and especially on the 

one in the early stages, is important. 
 

To normalize the variables explaining the procedure, time and cost, and to compare them with the 

other variables expressed as indexes, we calculated logarithm for these variables. As can be observed 

from Table 2 the logarithmic variables have smaller standard deviations. Before proceeding with the 

econometric analysis of the data we tested the variables to identify whether they are highly correlated. 
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Table 3. Correlation matrix of the variables considered in the analysis 

 TEA NER NBO LPROC LTIME LCOST PROPREG GETCRED PAYTAX ENCONTR RESINSOLV GDPC POP EDUC 

TEA  1.000              

NER  

0.899 

(0.000) 1.000     

 

       

NBO  

0.776 

(0.000) 

0.427 

(0.000) 1.000    

 

       

LPROC  

0.100 

(0.182) 

0.120 

(0.112) 

0.038 

(0.608) 1.000   

 

       

LTIME  

0.212 

(0.004) 

0.240 

(0.001) 

0.097 

(0.198) 

0.460 

(0.000) 1.000  

 

       

LCOST  

-0.172 

(0.021) 

-0.154 

(0.040) 

-0.138 

(0.006) 

0.057 

(0.449) 

0.032 

(0.670) 1.000 

 

       

PROPREG 

0.312 

(0.000) 

0.236 

(0.001) 

0.318 

(0.000) 

-0.233 

(0.001) 

0.003 

(0.963) 

-0.244 

(0.001) 

1.000 

       

GETCRED  

0.165 

(0.027) 

0.144 

(0.056) 

0.148 

(0.049) 

0.056 

(0.452) 

0.161 

(0.032) 

-0.356 

(0.000) 

0.490 

(0.000) 1.000       

PAYTAX  

0.012 

(0.866) 

-0.057 

(0.451) 

0.105 

(0.162) 

-0.309 

(0.000) 

-0.194 

(0.009) 

0.374 

(0.000) 

0.282 

(0.000) 

0.000 

(0.998) 1.000      

ENCONTR  

0.001 

(0.979) 

-0.023 

(0.759) 

0.047 

(0.531) 

-0.194 

(0.009) 

-0.224 

(0.002) 

-0.043 

(0.566) 

0.127 

(0.090) 

0.431 

(0.000) 

0.333 

(0.000) 1.000     

RESINSOLV  

-0.316 

(0.000) 

-0.348 

(0.000) 

-0.132 

(0.079) 

-0.291 

(0.000) 

-0.186 

(0.013) 

0.081 

(0.280) 

0.231 

(0.002) 

0.095 

(0.208) 

0.317 

(0.000) 

0.295 

(0.000) 1.000    

GDPC  

0.062 

(0.411) 

0.140 

(0.062) 

-0.067 

(0.370) 

-0.039 

(0.607) 

0.132 

(0.079) 

-0.005 

(0.944) 

0.074 

(0.326) 

0.038 

(0.608) 

-0.106 

(0.158) 

0.098 

(0.194) 

-0.038 

(0.615) 1.000   

POP  

-0.186 

(0.013) 

-0.240 

(0.001) 

-0.037 

(0.617) 

-0.171 

(0.022) 

-0.105 

(0.161) 

0.203 

(0.006) 

0.224 

(0.002) 

-0.096 

(0.204) 

0.346 

(0.000) 

-0.036 

(0.630) 

0.468 

(0.000) 

-0.155 

(0.039) 1.000  

EDUC  

0.310 

(0.000) 

0.386 

(0.000) 

0.094 

(0.214) 

-0.393 

(0.000) 

-0.028 

(0.704) 

0.052 

(0.485) 

0.287 

(0.000) 

0.285 

(0.000) 

0.323 

(0.000) 

0.333 

(0.000) 

-0.009 

(0.898) 

0.175 

(0.020) 

-0.112 

(0.137) 1.000 

Source: own calculations 

 

 
Table 4. Effects of business regulations on early-stage entrepreneurshipNote: *, ** and *** represents significant 

values at 10%, 5% respectively 1%. 

 

Source: own calculations. 
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From the results obtained in Table 3, we observe that only NER and NBO are highly correlated with 

TEA (coefficient of correlation higher than 0.70), which was expected given that the two are components 

of TEA. The other variables considered are not strongly correlated with each other, which allows us to 

move to the next step in econometric analysis, applying regression models. Because time, costs and 

number of procedures are components of the starting business index, we decided to apply different 

models for each of these variables. 

Table 4 presents the results of the link between business regulations and early-stage entrepreneur-

ship. 

For Model A, we find that all the three components of the starting a business index would influence 

negatively and statistically significant the total early stage entrepreneurship rate. Therefore, increased 

number of days, procedures and also increased costs will discourage the creation of new firms. These 

results are in accordance with our theoretical predictions and also with the findings of some empirical 

studies which have shown that reglementations regarding starting a business represents an important 

constraint for entreprenerus (Fonseca et al., 2001; Klapper et al., 2006; Van Steel et al., 2007; Klapper 

and Love, 2010; Dreher and Gassebner, 2013; Dvouletý, 2017). 

Model B has the dependent variable the nascent entrepreneurship rate. For this model only the pro-

cedures and time have a negative and statistically significant relation with starting a new business. This 

shows that an increased number of the procedures and days need to start a new business will have neg-

ative effects on starting new firms. 

Model C considers as the dependent variable the new business owners rate (NBO). In this case, only 

the cost of business start-up procedures would be a significant predictor of young business dynamics. 

The coefficient of the regulatory variable indicates a negative and significant association with NBO. Be-

cause this type of entrepreneurs has moved beyond the nascent stage, and they have already been ac-

tive for more than three months, in their case the procedures and the time required to set up a new 

business have been exceeded and they are not important, so they are only influenced by the level of 

costs involved. Therefore, increased costs will have negative effects on new business owners rate. 

Analyzing the impact of other regulatory variables on the dynamics of new business creation, our re-

sults show that only regulations on property registration and enforcing contracts could be significant pre-

dictors of the dynamics of entrepreneurship for all three models. The positive and significant relationship 

between property registration and early stage forms of entrepreneurship shows that transparent and 

clear property rights and also property security will encourage new entrepreneurs by raising their confi-

dence and will lead to improved access to credit (Estrin et al., 2013). Similar results were obtained by 

Chowdhury et al., (2015), Fuentelsaz et al. (2015). The data in Table 4 indicate, in particular, that a 10 

percentage point improvement in the property registration indicator is associated with an increase of 

0.71 percentage points an early stage entrepreneurship rate. At the same time, we find a statistically 

negative and significant association between the enforcing contracts indicator and all three types of en-

trepreneurs. Such a result would indicate that an increased number of days and higher costs for resolv-

ing a commercial dispute, but also a poor quality of judicial processes could deter people involved in 

starting a new business, including young entrepreneurs. The results support our hypotheses and are 

consistent with those of Ardagna and Lusardi (2008). Efficient and transparent courts encourage the 

creation of new business together with the development of new relationships because the entrepreneurs 

are thus insured that they can rely on the courts if a new customer fails to pay. The negative coefficient 

obtained for the enforcing contracts index points out the need of early-stage entrepreneurs to be offered 

a speed in resolving trade conflicts and an increased degree of transparency of the courts that resolve 

these conflicts. Under these conditions, the easiness in enforcing contracts would have a positive impact 

on the creation of new businesses and the growth of young ones. 

The other regulatory variables considered in our analysis have resulted to have no statistically signif-

icant influence on early-stage entrepreneurs. Under these conditions, the mentioned entrepreneurs may 

be motivated by necessity or opportunity. 

Regarding the control variables, we find first of all that the rate of population growth is positively and 

very strongly associated with the formation of new businesses, supporting the findings of some empirical 
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studies (such as: Sayed and Slimane, 2014). Such an impact would be explained by the fact that popula-

tion growth could offer new opportunities for the development of new businesses, as a result of the in-

creased demand for goods and services. We also find that the level of education has a positive and sig-

nificant impact on TEA and NER (consistent with Estrin et al., 2013), which would be explained by the 

fact that the knowledge gained by individuals in formal education would allow them to identify various 

business opportunities that would encourage them to create new firms. In the case of the GDP per capita 

control variable (GDPC), we notice a negative and significant association between GDPC and NBO. One 

possible explanation would be related to people who entered entrepreneurship for reasons of necessity 

and who in the absence of work alternatives will consider that the only solution for survival would be to 

run their own business (Fuentelsaz et al., 2015). On the other hand, we find that the GDPC variable 

would have a positive and significant influence on NER, in accordance with our expectations, but also 

with the results of some studies (Van Stel et al., 2007). Higher growth rates would reflect increased de-

mand for goods and services, which would create more opportunities for starting a new business. 

The values obtained for adjusted R-squared for model A took values between 57% and 65%, which 

indicates that about 60% of the TEA variation for the period considered is explained by the changes that 

took place during this period at the level of business regulations. For model B adjusted R-squared took 

values between 62% and 64%, showing that about 60% of the NER variation between 2003 and 2019 is 

explained by the changes business regulations. For model C we obtained slightly lower values, adjusted 

R-squared taking values between 36% and 52% and showing that around 40% of the variation in NBO in 

explained by the changes in business regulations.  

 

 

CONCLUSION 

Our study aimed to examine the impact of some dimensions of business regulation on the dynamics 

of creating new firms in 22 European countries over the period 2003-2019. 

Our empirical analysis shows that not all areas of business regulation would significantly affect the 

creation of new firms. Thus, the results indicate that the indicators starting a business, registering prop-

erty, and enforcing contracts would be the most important predictors of the dynamics of new business 

creation in the European countries included in the sample. Regarding the regulations regarding starting a 

business, our research shows that they would significantly influence TEA. But, when we analyse the two 

components of TEA, we obtain important differences depending on the stage in which the new business 

is. Based on these findings, we emphasize that as policy makers seek to improve TEA, they should be 

concerned that the regulations on starting a business to be more friendly to entrepreneurs. In the case of 

property registration and enforcing contracts, the magnitude of the coefficients would highlight the im-

portance of sound regulations to stimulate the formation of new businesses. 

Overall, our results show that given that it is easier and less costly to do business more people would 

be encouraged to start a new business and more of the existing firms would be encouraged to expand. 

Through its content, the paper may be of interest to decision makers, concerned with identifying ap-

propriate measures to target those areas of the business regulatory environment that would have the 

greatest effect on the creation of new firms. 

The limits of our investigation come from the relatively small number of European countries consid-

ered in the sample that are related to the availability of data on entrepreneurship. In order to extend the 

sample, in the future we should consider other indicators for measuring entrepreneurship whose data 

will be available for a larger number of countries. We also consider that it would be of interest to examine 

whether business regulations effects on entrepreneurship differ according to the level of economic de-

velopment of the countries, but also depending on the motivations for starting a new business. 
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