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Abstract. We compare and contrast the perceptions of the institutional environment for entrepreneurship
among university students in four transition economies in Central and Eastern Europe: Bulgaria, Hungary,
Latvia, and Russia, using a survey instrument developed by Busenitz et al. (2000) for industrialized coun-
tries and validated in the context of emerging markets by Manolova et al. (2008). Our results indicate that
the institutional environments are perceived as overall unfavorable in all of the four countries. However,
the underlying reasons vary, reflecting differences in regulatory regimes, cognitive structures, and norma-
tive traditions. Implications for future research, managerial practice, and public policy are discussed.
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1. Introduction

Since the late 1980’s, the Central and Eastern
European (CEE) countries have transitioned from
centrally-planned to market-based economic sys-
tems, committing (in varying degrees) to strength-
ening their market mechanisms through liberaliza-
tion, stabilization, and the encouragement of pri-
vate enterprise (Hoskisson et al. 2000). The esta-
blishment and growth of entrepreneurial private
enterprises has greatly accelerated the transition
from overwhelmingly government-run economies
to competitive markets (Zahra et al. 2000; Manev,
Manolova 2010). As elsewhere around the world,
entrepreneurship in transition economies is a ma-
jor engine of growth, innovation, and job creation
and is vital for their continued development.
Empirical studies demonstrate that aspiring
entrepreneurs are most likely to consider starting a
new venture between 25-34 years of age (Lé-
vesque, Minniti 2011), or right after completion of
college education. University graduates combine
the creativity and energy of the young generation
with high levels of education and mastery of tech-
nological know-how (LUthje, Franke 2003). They
are well prepared to establish innovative new
businesses and to create high-quality jobs, thus
facilitating the transition to an innovation-driven
economy. The encouragement of entrepreneurship
among university students in transition economies
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is, therefore, a matter of great managerial and pub-
lic policy interest.

Entrepreneurial intentions are shaped by mul-
tiple influences at the individual, family, and so-
cietal level (Lithje, Franke 2003; Linan et al.
2011). Precursors to entrepreneurship at different
levels, including personal endowments such as e-
ducation, experience, and social connections (Coo-
per et al. 1994; Davidsson, Honig 2003); family
support and role models (Carsrud et al. 1987); or
the country’s level of macroeconomic, technologi-
cal, and institutional development (Djankov et al.
2002; Bowen, DeClercg 2008; Wong et al. 2005)
have been extensively studied in prior theoretical
treatments and empirical work.

In this study, we contribute to the empirical
literature on the role of the institutional environ-
ment for the promotion of entrepreneurship. Our
contribution is two-fold. First, we compare and
contrast the perceived favorability of the three
dimensions of the institutional environment: regu-
latory, cognitive, and normative, across four CEE
countries: Bulgaria, Hungary, Latvia, and Russia.
Our premise is that unless the environment is per-
ceived as entrepreneur-friendly, the potential nas-
cent entrepreneur is not going to be very likely to
engage in the arduous and risky process of starting
a new venture. Second, we focus specifically on
the perceptions of university students, who, as
argued above, hold the strongest potential to estab-
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lish high-growth innovative new ventures, thus
contributing to the accelerated economic develop-
ment of the transition economies in Central and
Eastern Europe.

Our study is structured as follows. We start by
a brief theoretical overview and formulate the re-
search question guiding the study. Next, we report
the methodology and the results from statistical
testing. We conclude by discussing our findings
and their theoretical and public policy implica-
tions.

2. Theoretical development

Institutions are universally accepted systems of
practice, technologies and rules of social interac-
tion which are normatively recognized and estab-
lished in a society to the extent that behaviors con-
trary to such practices, technologies and rules of
social interaction are met with social disapproba-
tion and even costly sanctions (Lawrence et al.
2002). They represent fundamental political, social
and legal ground rules which establish the basis of
all economic activities. Organizations are expected
to conform to these rules in order to be accorded
legitimacy and support (North 1990). Scott (1995)
advanced a widely accepted typology of formal
and informal institutions, classifying them into
regulatory, normative, and cognitive categories.

Regulatory institutions refer to the system of
formally enacted laws of a society or nation. Less
formal but equally important are normative institu-
tions, established by professional and trade associ-
ations to regulate the conduct of their members.
Cognitive institutions refer to cultural beliefs and
values governing appropriate behavior in social
interaction, which are learned through living and
growing in a community. Despite some alterna-
tive conceptualizations (Hirsch, Lounsbury 1997),
the typology has been widely used in organiza-
tional and entrepreneurship research (Bruton et al.
2010).

The institutional environment determines
what is normatively feasible and, by shaping op-
portunity spaces, affects the speed and scope of
new firm formation (Aldrich 1990; Gnyawali,
Fogel 1994). The institutional environment also
determines what is socially acceptable, and thus
has a significant impact on the process of gaining
cognitive and political legitimacy which increases
new ventures’ chances of survival (Freeman et al.
1983). Notably, when aspiring entrepreneurs per-
ceive the institutional environment as hostile to
entrepreneurs and entrepreneurial activities, they
will be much less likely to engage in new venture
formation (Lim et al. 2010).
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The institutional environment in the transition
economies of Central and Eastern Europe is con-
sidered as overall unfavorable for entrepreneurship
development (Manolova et al. 2008). The regula-
tory dimension is still predominantly vertically-
oriented and state-centered; professing a primarily
low-growth and short-term oriented business out-
look (Scase 1997). The cognitive dimension is
characterized by high educational attainments but
relatively lower levels of entrepreneurial know-
ledge and skills (Smallbone, Welter 2006). Social
norms and attitudes are similarly equivocal be-
cause of the legacy of the socialist ideology which
traditionally associated entrepreneurship with
profiteering and exploitation (Aidis et al. 2008).

Yet, important differences do exist among
CEE countries across all three dimensions of the
institutional environment. The four countries that
constitute the sampling frame for this study repre-
sent some of these important differences. Thus, the
socialist regime in Russia and Latvia lasted con-
siderably longer than in Hungary or Bulgaria, re-
sulting in a much harsher suppression of private
business culture (Aidis 2003). Russia and Latvia
were part of the former Soviet Union, while Bul-
garia and Hungary retained their national sover-
eignty. On the other hand, the affinity with Euro-
pean countries has led to a more western-oriented
development in Latvia and Hungary compared to
Bulgaria or Russia (Aidis 2003; Manolova et al.
2008).

With respect to university students, the popu-
lation of interest to our study, some of these dif-
ferences in the institutional profiles of CEE transi-
tion economies may be more salient than others.
On the cognitive dimensions, university students
are more highly educated than the general popula-
tion. On the normative dimension, by virtue of
their young age, university students in the CEE
transition economies have had no personal memo-
ries or experiences of the socialist past and hence
may be relatively less influenced by the cultural
legacies and social stigma on entrepreneurship
inculcated by socialist ideology. On the regulatory
dimension, however, again by virtue of their
young age, university students have not yet had the
opportunity to accumulate human capital in the
form of professional experience or a safety cush-
ion of personal wealth, which renders them partic-
ularly vulnerable to obstructive institutional re-
gimes or government regulations. Hence the re-
search question addressed in this study: What are
the differences in university students’ perceptions
of the institutional environments for entrepreneur-
ship across the four CEE transition economies?
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3. Methods
3.1. Survey instrument

In this study, we used the survey instrument de-
veloped by Busenitz et al. (2000). These authors
followed the classification approach proposed by
Scott (1995) and designed an instrument to meas-
ure a country’s institutional profile for the devel-
opment of entrepreneurship, e.g. the regulatory,
cognitive, and normative dimensions of the institu-
tional environment. They adopted somewhat nar-
rower definitions than were originally intended by
Scott (1995). For instance, the cognitive dimension
was defined as “the knowledge and skills pos-
sessed by the people in a country pertaining to
establishing and operating a new business” while
the normative dimension measured “the degree to
which a country’s residents admire entrepreneurial
activity and value creative and innovative think-
ing” (Busenitz et al. 2000: 995). In the interest of
consistency and continuity in empirical work, we
decided to retain the scales as conceptualized and
operationalized by Busenitz et al. (2000). The in-
strument was validated in the context of emerging
markets by Manolova et al. (2008) and is present-
ed in the Appendix to the manuscript.

3.2. Data collection

The survey was administered during March-
September 2006 in Bulgaria, Hungary, Latvia, and
Russia. We chose these four countries because of
the noticeable variation in the influences on their
institutional environments. Hungary and Bulgaria
retained nominal sovereignty during socialist rule,
while Russia and Latvia are former members of
the Soviet Union. Hungary and Latvia joined the
European Union in 2004, and Bulgaria was just
about to ascend to full membership at the time of
the survey, while Russia was not (nor is, to this
day) planning on joining. We expected that these
differences would allow us to compare and con-
trast the resulting perceptions of the institutional
environments for entrepreneurship in the four
countries. Table 1, based on the World Develop-
ment Indicators (World Bank 2012) and Doing
Business data (World Bank 2012), presents the
profiles of the four countries as of 2006 (the time
of the study).

The survey was administered in English in
Latvia and in the respective local languages in
Russia, Bulgaria, and Hungary. Translation equiv-
alence was established through back-translation
(Brislin 1980).

Table 1. Country profiles
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Country GNI R&D
p.c. spend- . .
) ing (% Ease of starting a business
GDP)

N of Time % p.c.
proce- (days) in-
dures come

Bulgaria 4080 0.8 11 32 9.6
Hungary 11040 0.96 6 38 22.4
Latvia 8120 0.59 5 16 4.2
Russia 5820 1.12 10 31 8.2
3.3. Sample

The initial sample included 454 students from ran-
dom class sections in major business schools in the
four countries (one school in each country). Em-
ploying a screening question on nationality, 57
foreign students (i.e., those whose nationality was
different from the country surveyed) were filtered
out, bringing our usable sample size to 397 (136
from Bulgaria, 64 from Hungary, 54 from Latvia,
and 143 from Russia). Although the sample in-
cluded both undergraduate and masters-level stu-
dents, the mean age across the four countries was
between 18 and 22 years, representative of typical
college age. Following Busenitz et al. (2000), the
survey was administered in a classroom setting to
maximize the response rate. Respondent character-
istics are summarized in Table 2.

Table 2. Respondent characteristics

Item Bulgaria Hungary Latvia Russia
Month/year  April March May Sept
of the 2006 2006 2006 2006
survey

Sample 139 64 100 151
size

% Female 52% 55% 44% 71%
% Male 48% 45% 56% 29%
Age

19-35 yrs. 93% 98% 100% 98%
Mean (yrs) 21 22 20 18.2
Education

Undergrad 59% 0% 100% 100%
Grad 41% 100% 0% 0%
# of 3 0 46 8
foreign

students

excluded
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4. Results

Descriptive statistics are presented in Table 3. The
results from the confirmatory factor analysis (Ta-
ble 4 and Figure 1) show that our model compares
favorably with Busentitz et al.’s (2000) model in
terms of factor loadings, scale reliabilities, and
goodness of fit indicators. We also assessed the
model equivalency across the four country sam-
ples, performing factor analysis on each country
sample separately. In each case, the loading pat-
terns were similar. The results from the country
subsamples are not presented here because of
space constraints and are available from the au-
thors upon request.

Table 3. Descriptive statistics*

MeanSD 1 2 3 4 5 6 7 8 9 10 11 12
Regulatory 1 2.54 0.87
Regulatory2 2.91 1.31 0.48
Regulatory 3 3.09 1.38 0.49 0.44

3.66
2.57

1.35 0.36 0.34 0.38
1.26 0.38 0.37 0.39 0.43

Regulatory 4
Regulatory 5

Cognitive1  3.73 1.54 0.23 0.14 0.17 0.24 0.27

Cognitive2  3.96 1.55 0.09 0.10 0.05 0.11 0.12 0.44
Cognitive 3 3.84 1.41 0.09 0.09 0.07 0.13 0.10 0.44 0.66
Cognitive4  4.48 1.50 0.08 0.06 0.01 0.11 0.09 0.39 0.40 0.44

4.25
4.22
4.18
431

1.60 0.24 0.23 0.22 0.16 0.19 0.25 0.24 0.27 0.27

1.63 0.33 0.28 0.30 0.20 0.29 0.30 0.19 0.20 0.18 0.55

1.57 0.17 0.20 0.22 0.22 0.21 0.24 0.20 0.20 0.25 0.39 0.48
1.57 0.17 0.23 0.20 0.15 0.23 0.26 0.21 0.20 0.20 0.36 0.41 0.66

Normative 1
Normative 2
Normative 3

Normative 4

*n = 397, all correlations > |0.08| significant at p
<0.05 (2-tailed)

Table 4. Model statistics:
Busenitz et al.’s (2000) study

Comparison with the

Indicator Busenitz et Our
al. (2000) study
Number of factors 3 3
Scale reliabilities
Regulatory 0.76 0.78
Cognitive 0.68 0.81
Normative 0.81 0.78
Overall 0.78 0.80
Goodness of Fit
CFl 0.94 0.89
NFI 0.91 0.85
IFI 0.94 0.90
RMSEA 0.05 0.08
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Fig.1. Factor structure

Next, we ran an analysis of variance
(ANOVA) across the four countries in the sample.
The results (Table 5) show that there are signifi-
cant differences among the four economies in the
overall institutional profile scores, as well as in
two of the three individual dimensions: regulatory
and cognitive.

Table 5. Analysis of variance results

Country Institutional Profile Regulatory Cognitive Normative

s.d. s.d. s.d. Mean s.d

(Rank)
2.97 (4)

Mean
(Rank)

274 (3)

Mean
(Rank)

254 (4)

Mean
(Rank)

2.75 (4)

Bulgaria 0.87 0.99

Hungary — 2.91(3) 319 (1) 2.56 (4) 230 (3)

Latvia 310 (1) 3.04(2) 2.83(2) 344 (1)

Russia 3.02(2) 2.85(3) 3.19(1) 3.03(2)

F test 3.83** 10.06** 7.68** 2.03

Note: ** p<0.01; *p<0.1

Post hoc tests to determine which country
means differ from which others (not reported here
because of space constraints and available from
the authors upon request) showed significant dif-
ferences between the four countries in the overall
institutional profile. While in the overall dimen-
sion of institutional profile score there was a sig-
nificant difference between Bulgaria and Russia
(p = .005), there were no significant differences
between any other countries. Latvia had the high-
est score, while Bulgaria had the lowest score in
the overall institutional profile.

In terms of the individual dimensions, signifi-
cant differences exist in the regulative dimensions
scores amongst four countries (p < .001). The
post-hoc analysis showed that other than Russia
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and Latvia, all other countries differed on regula-
tory scores, with Hungary having the highest score
and Bulgaria having the lowest score. As for the
cognitive dimension, there were significant differ-
ences amongst all countries (p < .001) other than
Hungary and Latvia. Russia had the highest score
on this measure while Hungary had the lowest. As
regards the normative dimension, there were no
significant differences among the four countries
(p = .163), even though Latvia had the highest
score and Bulgaria had the lowest score.

5. Discussion

In this study, we set out to investigate the di-
fferences in the perceived instituonal environments
for entrepreneurship among university students in
four transition economies in Central and Eastern
Europe: Bulgaria, Hungary, Latvia, and Russia.
The results from statistical testing lead us to three
main findings which we discuss below.

To start with, university students in all four
countries perceived the institutional environment
as overall unfavorable for entrepreneurship. The
scores across all three dimensions of the institu-
tional environment, regulatory, cognitive, and
normative, were below 4 (the neutral anchor in our
7-point Likert-type scale). This is in contrast to
Busenitz et al.’s (2000) study which found the
overall institutional profiles of four of the six de-
veloped economies studied to be conducive to
entrepreneurship (rated above the neutral anchor).

Our finding is in line with evidence from the
most recent report of the Global Entrepreneurship
Monitor (GEM) which traces nascent entrepre-
neurship activity worldwide. According to the
2010 GEM Global Report (Kelley et al. 2011),
29.1% of the respondents in Latvia, 33.3% of the
respondents in Hungary, and 21.7% of the re-
spondents in Russia saw entrepreneurial opportu-
nities (Bulgaria was not covered by the 2010 GEM
study). These numbers compare unfavorably to the
perceptions of respondents in countries with a sim-
ilar level of economic development, classified by
GEM as “efficiency-driven” economies, such as
Argentina (50.3%), Chile (65.0%), Malaysia
(40.1%), or Turkey (36.1%). Not surprisingly, a
relatively low 58.8% of the respondents in Latvia,
55.0% of the respondents in Hungary, and 65.4%
of the respondents in Russia considered entrepre-
neurship “a good career choice”, compared to
74.3% of the respondents in Argentina, 87.4% in
Chile, 55.7% in Malaysia, and 71.2% in Turkey.
Apparently, when the institutional environment is
perceived as not particularly friendly towards en-
trepreneurs and entrepreneurial activities, the per-
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ceived feasibility (e.g. perceived opportunities)
and desirability (e.g. career choice) of entrepre-
neurship are correspondingly low.

The effect of the perceived favorability of the
institutional environment on the perceived feasibil-
ity and desirability of entrepreneurial behavior has
important implications for theory. Our model,
which captures perceptions of the institutional
environment for entrepreneurship, complements
models of entrepreneurial intentions, such as
Azjen’s (1987) Theory of Planned Behavior
(TPB). In Azjen’s (1987) TPB model, intentions
are determined to a large extent by three factors:
(1) the personal attitudes towards the planned be-
havior (or perceived desirability), (2) the social
norms about the planned behavior, or the percep-
tions of what important people in respondents’
lives think about performing the behavior, and (3)
the perceived behavioral control over the intended
behavior (or perceived feasibility). Interestingly,
most of the empirical research has tested Azjen’s
model on university student samples (Linan et al.
2011; Autio et al. 2001; Kolvereid 1996). Thus, to
date, we have a robust body of empirical evidence
suggesting the TPB model is an appropriate theo-
retical anchor for the study of entrepreneurial in-
tentions among university students. Recently, there
have been calls for extending the TPB model by
including antecedents, such as the institutional
environment influences on individual cognitions
(Linan et al. 2011; Lim et al. 2010). A fruitful ex-
tension of our study would be to combine it with
established models of entrepreneurial intentions
such as the TPB model in order to better capture
the environmental influences on the perceived
desirability, feasibility, and social acceptance of
entrepreneurial behavior.

Our second finding reflects the differences in
the perceived institutional environments for entre-
preneurship across the four countries. Overall,
Latvia emerged as the country most favorable (or,
properly speaking, least unfavorable) to entrepre-
neurship, followed by Russia, Hungary, and Bul-
garia. The differences in the overall institutional
profiles were significant, as demonstrated by the
analysis of variance (Table 5). Thus, our research
question is answered in the affirmative: there are,
indeed, significant differences in university stu-
dents’ perceptions of the overall institutional pro-
files for entrepreneurship across the four CEE
transition economies we studied. However, we
also found that these differences were mostly due
to the perceived differences in the regulatory and
cognitive dimensions of the institutional environ-
ment, whereas the normative environment was
perceived by university students as rather uniform-
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ly unfavorable across the four countries. This find-
ing confirms our initial premise that university
students, because of their young age, will be more
sensitive to differences in the institutional influ-
ences they are most exposed to, namely formal
laws and regulations as well as the institutional
arrangements governing the attainment of entre-
preneurial knowledge and skills. A possible avenue
for future empirical research would be to ascertain
in more depth the salient factors which are most
likely to shape university students’ perceptions of
the favorability of different dimensions of the for-
mal and informal institutional environment for
entrepreneurship in transition economies.

Last, but not least, we established some inter-
esting contrasts in the perceived favorability of the
different pillars of the institutional environment
across the four institutional settings. Thus, univer-
sity students in Latvia accorded a relatively high
rank to all three dimensions of the institutional
environment, resulting in a balanced perception of
environmental influences. Hungary, on the other
hand, was accorded the highest score on the regu-
latory dimension and the lowest score on the cog-
nitive dimension. In contrast, Russia was accorded
the highest score on the cognitive dimension, but
the second lowest score on the regulatory dimen-
sion of the institutional environment. Finally, Bul-
garia received a balanced but, unfortunately, low
score across all three dimensions of the institution-
al environment, suggesting that the country needs
to accelerate institutional development on all
fronts. Our finding is in line with prior research on
the institutional profiles for entrepreneurship in the
CEE transitional economies (Manolova et al.
2008) and reinforces the need for finer-grained and
clearly defined constructs and scales to evaluate
both the formal and the informal pillars of the in-
stitutional environment (Mayer, Peng 2005).

6. Limitations and future research

We are cognizant of several limitations of our
study, which restrict its generalizability. To start
with, the definitions adopted by Busenitz et al.
(2000) may not capture their rich connotations in
the new institutional theory (North 1990; Scott
1995). Second, our dataset comes from only four
CEE countries, warranting further research before
our findings could be extended to other contexts.
At any rate, however, we can surmise that the in-
stitutional environment for entrepreneurship tends
to be perceived as rather unfavorable across multi-
ple transition economy settings. Finally, our study
provides a snapshot in time, whereas institutional
profiles of countries can change over time. Nota-
bly, the ease of starting a business has improved
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considerably in all four countries since the time of
our study. For example, according to the latest
Doing Business Indicators (World Bank 2012), the
number of procedures needed to start a new busi-
ness in Hungary has gone down from 6 to 4, the
time necessary to start a new business has gone
down from 38 days to 4 days, while the cost of
starting a new business as percent of per capita
income has gone down from 22.4% to 7.6%. We
call for future longitudinal studies to document the
dynamic coevolution of the institutional environ-
ment and entrepreneurship in the CEE transition
economies.

7. Conclusions

Limitations notwithstanding, our study has impor-
tant implications for public policy. The university
students in our four-country sample perceived the
institutional environment for entrepreneurship as
overall unfavorable across all threee dimensions,
the regulatory, the cognitive, and the normative.
While significant differences in the regulatory and
cognitive dimensions did exist across the four
countries, the normative dimension was perceived
as more or less uniformly unfavorable. Our find-
ings strongly suggest that the formal and informal
framework for support of entrepreneurship needs
to be considerably enhanced. A country-specific
mix of entrepreneur-friendly legislation, strategic
investments to enhance entrepreneurial competen-
cies, and promotion of positive entrepreneurial
role models to influence social attitudes can help
unlock the entrepreneurship potential of the young
generation in the transition economies of Central
and Eastern Europe.

Appendix. Survey items

Regulatory dimension

Regulatory 1: Government organizations in this
country assist individuals with starting their own
businesses.

Regulatory 2: The government sets aside govern-
ment contracts for new and small businesses.
Regulatory 3: Local and national governments
have special support available for individuals who
want to start a new business.

Regulatory 4: The government sponsors organiza-
tions that help new businesses develop.

Regulatory 5: Even after failing in an earlier busi-
ness, the government assists entrepreneurs in start-
ing again.
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Cognitive dimension

Cognitive 1: Individuals know how to legally pro-
tect a new business.

Cognitive 2: Those who start new businesses
know how to deal with much risk.

Cognitive 3: Those who start new businesses
know how to manage risk
Cognitive 4: Most people know where to find

information about markets for their products.

Normative dimension

Normative 1: Turning new ideas into businesses is
an admired career path in this country.

Normative 2: In this country, innovative and crea-
tive thinking is viewed as a route to success.

Normative 3: Entrepreneurs are admired in this
country

Normative 4: People in this country tend to great-
ly admire those who start their own business.
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