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Abstract. We contribute to the institutions and entrepreneurship literature by examining
the interactive influence of formal and informal institutions on new business creation,
survival, and growth. Prior literature demonstrates how formal and informal institutions
shape the level of entrepreneurship. This paper extends this to examine the cases when
formal and informal institutions conflict with one another to cast an analytic eye on why
countries differ in the type of entrepreneurial activity in terms of entry, survival, and
growth. We argue that national and regional differences can be better explained by the
interactive influence of formal and informal institutions. Moreover, we argue that infor-
mal institutions dominate formal institutions due to the former’s characteristics of deep
embeddedness and resistance to change over time. These ideas are presented and summa-
rized into a typology of institutional effects on entrepreneurship activity depending on the
combination of formal and informal institutions. The paper concludes with implications
for future theory and research on the joint influence of different institutional effects and
particularly on the intersection between institutions and entrepreneurship.
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Introduction
Regulatory institutions shape the competitive environ-
ment new firms face (Dobbin and Dowd 1997, Van
Stel et al. 2007). Yet, similar regulations have differ-
ent effects in differing national contexts. The Bayh-
Dole law in the United States, for example, is credited
for encouraging technology transfer (Shane 2004) and
the formation of high-growth technical firms (Aldridge
and Audretsch 2011). Subsequently emulated in many
countries, the results of stimulating academic entre-
preneurship similar to the United States has proven
elusive (Grimaldi et al. 2011, Mowery and Sampat
2004). For instance, Japan eagerly adopted a version
of the Bayh-Dole regulations as part of an extensive
set of regulatory reforms to stimulate entrepreneurship
(Vogel 2006). Nevertheless, research still commonly
cites Japan’s inefficient commercialization of innova-
tions and culture of careerism or risk-aversion to be
among the reasons suggested to explain the low entre-
preneurial vitality there (Kegel 2016). To better under-
stand entrepreneurial activity, we need to better under-
stand the interaction between the formal regulatory
environment and the informal institutional environ-
ment. For example, regulatory changes to allow smaller
amounts of minimum capital have also been applied in
many countries, but to differing effects in each context

(van Gelderen et al. 2006). In the wake of civil con-
flict, formal institutions may set the rules of the game
orthogonal to entrepreneurial vitality even while infor-
mal shared understandings may run counter to those
regulations (Hiatt and Sine 2014). Further, an infor-
mal institutional environment can encourage actors to
start firms but the formal environment can make the
development and growth of those firms problematic
(Aldrich and Yang 2012). These examples suggest that
nonregulatory institutions may shape the influence of
regulations on entrepreneurial outcomes.

We build on work pointing out instances where
formal institutional forces can also be orthogonal to
informal institutions resulting in unexpected effects
(Eberhart and Eesley 2018, Greenwood et al. 2011).
Prior work rarely examines why efforts to promote
entrepreneurship have different outcomes in different
national contexts. When the formal institutions are
similar, it suggests that informal logics, norms, and
cognitions interact with formal institutions to generate
differing outcomes. Furthermore, prior literature on
the intersection of institutions and entrepreneurship
primarily examines one institution or one institutional
change at a time. There is a scarcity of empirical
research that explicitly examines the joint or interac-
tive influence of formal versus informal institutions
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on behavior. However, a growing and recent stream
of work in institutional theory points to the role of a
confluence of institutional forces (polycentrism), and
the unique effects of multiple, heterogeneous institu-
tional forces operating at the same time (Batjargal et al.
2009, D’aunno et al. 2000, Hess andOstrom 2007). Only
limited research directly examines such interactions
and yet this is an important contingency to examine
given the variation in informal environments around
theworld. Thus, to fully understand the impact of insti-
tutions on entrepreneurship, we need to better theo-
rize both the independent and joint influence of formal
and informal institutional forces. In sum, while prior
work has emphasized the important effects of regula-
tions, informal institutions can interact with regulatory
change to create complex effects that we are only begin-
ning to understand (Thornton et al. 2012).
We argue that informal institutions shape the effects

of formal institutions because informal institutions are
more permanent and their enforcement is viewed as
more certain than formal institutions. Prior research on
the effects of institutions on ventures places emphasis
on the social context that shapes individual and firm
level actions (DiMaggio and Powell 1983, Haveman
1993).We contribute to this literature in twoways. First,
we contribute the understanding that when the formal
and informal institutions aremisaligned newfirmswill
primarily conform to the informal institutions because
of local pressures and the relative permanence of
norms and cognitions. Second, prior literature makes it
clear that cross-national comparisons often confound
comparative studies of entrepreneurship (Baker et al.
2005, Stephan and Uhlaner 2010). Our argumentation
contributes to this discussion with the idea that the
interaction of informal institutions with formal institu-
tions creates unique local institutional environments.
We accomplish this by first exploring the formal insti-
tutions that constrain entrepreneurial behavior. Next,
we examine the informal, sociocultural understand-
ings that shape entrepreneurial behavior as well as
their interaction with the formal institutions. Finally,
we explain how this interaction creates a unique envi-
ronment for entrepreneurship that shapes the found-
ing, growth, and survival of firms founded in a partic-
ular context.

Theory
Institutions and Entrepreneurship
There is a well-grounded theoretical and empirical un-
derpinning in the role of institutions in the study of
entrepreneurship. This line of research has inspired
a growing exploration of the regulatory, normative,
and cognitive environmental effects on firm formation
and trajectories. This approach employs important con-
structs, such as legitimacy (Deephouse et al. 2017),
regulatory regimes, constraining norms, institutional

logics, and social movements that together illuminate
the dynamics of entrepreneurship (David et al. 2016,
Thornton 1999, Tolbert et al. 2011). For instance, schol-
ars explored how organizations gain legitimacy by fit-
ting their behavior and organizational forms into their
institutional environment (DiMaggio and Powell 1983,
Meyer and Rowan 1977, Stinchcombe andMarch 1965).
In addition, Hiatt et al. (2009) found that social norms
that inspire regulations can profoundly affect organi-
zational formation and failure, as well as communicate
norms that alter the demand for products. More recent
work in this vein shows that regulatory changes can
affect the type of firms that are founded and by whom
(Eesley 2016).

Scott (2008) distinguishes three pillars of institutions,
including formal institutions such as regulations, nor-
mative institutions comprising the moral imperatives
of behavior, and cognitive institutions that comprise
the taken-for-grated understanding that actors have of
the world around them. In this view, formal institu-
tions are more visible because they are codified and
enactedbygovernmentswith formal sanctions fordevi-
ations. In contrast, normative and cognitive institutions
are learned beliefs about the social structure in which
actors select appropriate actions that are sanctioned by
social disapproval (Scott 2008). Other contributors to
this stream of institutional thought conceptualize these
pillars as cognitive institutions and sociopolitical insti-
tutions, but retain the conception of the sociopolitical
as enacted rules with sanctions to regularize behav-
ior and the cognitive as shared understandings about
theworld (Aldrich and Fiol 1994). Similarly, researchers
focused on economic perspectives separate these con-
cepts into formal (regulatory) and informal (normative
and cognitive) institutions (North 1990). In sum, follow-
ing these conceptualizations, formal institutions com-
prise enacted rules with formal sanctions, while infor-
mal institutions are generally understood as the beliefs,
values, and norms that establish what are socially
accepted and expected patterns of behavior within a
group (Aldrich and Baker 2001).

Formal Institutional Effects on Entrepreneurship
Past research has focused on formal institutions and
their effect on the quantity of entrepreneurship.
Klapper et al. (2006) found in their cross-national com-
parison of European countries that streamlining pro-
cedures for obtaining licenses and permits for start-
ing new firms increases venture formation. Levie and
Autio (2011) observed that a lighter burden of govern-
ment regulation is associated with higher entry rates
but found that the relationship is moderated by the
quality of rule of law. Similarly, formal institutions such
as educational institutions (Yang et al. 2014), public
venture capital (Lerner and Schoar 2005), and certifi-
cations (Sine et al. 2007), have all been shown to have
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important effects on the type of new ventures that
form and their performance. For example, friendlier
bankruptcy laws are positively associated with new
firm entry because the reformed laws lower the pro-
jected sanctions that entrepreneurs expect in the likely
event of failure (Lee et al. 2011). In addition, besides
the policies themselves, the ways in which policies
are implemented have an important influence on how
entrepreneurs benefit from those policies. The effects
of regulatory action depend on the circumstance of the
potential entrepreneurs. That is, given regulatory aid
some entrepreneurs may benefit and others differently
situated may not (Armanios et al. 2017). In sum, for-
mal regulations affect entrepreneurial activity yet the
specific effects depend on more than the regulations
themselves.

Informal Institutions Shape Formal Institutions to
Effect Entrepreneurship
Individuals respond to the influence of informal insti-
tutions to shape their choice to be entrepreneurs, the
industries they will enter, and the appropriate strate-
gies they will consider (Bruton et al. 2010, Thornton
1999). Firms, in turn, are influenced by the norms
of their various stakeholders over the strategies they
employ (Pache and Santos 2010). Research shows that
firms gain the support of stakeholders, as well as gain
access to resources, by conforming to informal nor-
mative standards of behavior. Such conforming behav-
iors include supporting social movements and gaining
certification from central authorities (DiMaggio and
Powell 1983, Haveman 1993). Empirical findings in this
stream demonstrate how new organizations will imi-
tate the structure and actions of successful firms to
obtain legitimacy by showing conformance to informal
institutions. For example, new firms that adopted the
same organizational titles as established and success-
ful firms gained legitimacy and performed better than
those that did not (Khaire 2010).
Recent studies focusing on changes to the regula-

tory institutions reveal the complex effects of regu-
lations when they interact with informal norms. For
example, Eberhart and Eesley (2018) examine the insti-
tutional conflict set up by the establishment of new
junior IPO (initial public offering) exchanges after reg-
ulatory reform. Specifically, they find that this regu-
latory reform conflicted with prior investment norms
that limited investment choices to diminish new firm
growth. Formal legal changes to the nature of noncom-
pete agreements influence individual mobility lead-
ing to changes in the number of new venture starts
(Marx et al. 2009). Similarly, Thébaud (2015) found that
regulations enacted to solve work-family conflicts for
female entrepreneurs paradoxically contribute instead
to increased discrimination. The reason is such regula-
tions alter females’ motivation to start a firm because

they are less likely to opt for business ownership as a
fallback employment strategy. Thus, where regulations
mandate subsidized childcare or paid maternity leave
and part-time employment to allowmore time at home,
women are less likely to start new firms. In sum, there
is well-established empirical research establishing the
mechanisms of changing formal institutions on entre-
preneurship that are shaped into unexpected effects as
such changes interact with local norms or cognitions
(Thébaud 2015).

Institutional theory also illustrates the importance
of informal institutions in contexts where formal insti-
tutions are considered absent—i.e., when institutional
voids occur (Mair et al. 2012). New firms require mar-
kets and other supportive institutions for them to func-
tion. The literature on institutional voids addresses the
absence of formal institutions and how informal insti-
tutionsmay facilitate the functioning ofmarkets aswell
as communicating broadly accepted norms of com-
mercial behavior (Greif 2006, Hwang and Powell 2005,
Meyer and Peng 2005). For instance, Mair et al. (2012)
show how the contestation over appropriate actions
generates the formation of informal norms and sanc-
tions that allow the development of functioning mar-
kets. In another setting, Dutt et al. (2016) illustrate
how institutional intermediaries that include partic-
ipation by a wide range of actors can communicate
information and norms that lead to the formation of
functioning markets as well as other support for new
firms. In a related perspective, research suggests that
institutional voids create opportunities for entrepre-
neurs (Allen et al. 2005). This happens in part because
new ventures strategically adapt to unoccupied com-
petitive niches that are characteristic of emerging mar-
kets (Marquis and Raynard 2015, Webb et al. 2010).
As a result, Taussig and Delios (2015) find that fre-
quently returns to entrepreneurship are high in coun-
tries where formal institutions are generally consid-
ered weak for entry. In sum, the importance of the
informal institutional environment is elevated when
there is an absence of formal institutions.

Organizations face multiple institutional environ-
ments simultaneously particularly when they are oper-
ating globally (Greenwood et al. 2011). A change in
formal policies may generate a change in informal
institutions but this is not automatic or straightfor-
ward (Eesley et al. 2016). At times an informal insti-
tution may hinder or blunt the effects of a formal
institutional change. A formal institutional change to
spur more entrepreneurship may fail because of the
effects of informal institutional forces to seek legiti-
macy. For instance, take the case of a legislated reform
eliminating the required minimum capital to start a
venture. If stakeholders and entrepreneurs view the
amount of capital invested as an accepted signal about
the legitimacy and “seriousness” of the venture, they
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may ignore the regulatory change and adhere to the
higher capital level that was standard before the for-
mal change (Eberhart 2016). The interaction of formal
changewith the cultural-cognitive and normative envi-
ronment is almost contradictory and points to its com-
plexity. Regulations may be rendered moot because
the need for legitimacy resulting in ventures forgo-
ing the new institution and instead following what the
prior institutions previously required. On a theoreti-
cal level, as institutions are flexible but constraining
forces on social behavior, that also communicate cul-
tural and evolving normative understandings. How-
ever, this occurredwithin other shared understandings
of how venture legitimacy is acquired, blunting the
effects of a change. This work on institutional com-
plexity focuses on how individuals and organizations
resolve the tensions when faced with contradictory or
misaligned institutional logics (Almandoz 2012, 2014;
Lounsbury 2007; Marquis and Lounsbury 2007).
While scholars increasingly recognize and are inter-

ested in what to expect when more than one institu-
tional force may operate on an organization, we still
have relatively little theory development on how for-
mal and informal institutions interact. In addition, fur-
ther theoretical development is needed to more clearly
explain how different forms of interaction between for-
mal and informal institutions influence organizations.
We address this need in the following propositions.

Propositions
Interactive Influences of Informal and Formal Insti-
tutions. We argued above that informal institutional
pressures shape the effects of formal institutions. In this
section,weclosely examine that interaction to showthat
the informal canbemore influential through itsproxim-
ity and permanence. The result is to produce different
entrepreneurial outcomes even though the regulatory
environmentmay be similar.

Informal institutions are more likely to shape firm
behavior when misaligned with the formal. This oc-
curs because the normative and cultural-cognitive ele-
ments provide the social framework within which
entrepreneurship occurs. Informal institutions are par-
ticularly influential because, rather than being imposed
on individuals by policymakers, informal institutions
are taken-for-granted social and cultural norms that
are embedded in continuing social relationships. Infor-
mal institutions take time to form initially from dyadic
relationships that become accepted as social realities
and thus it takes significant time to change them as
shared beliefs must change, even when formal institu-
tions change. These characteristics make them particu-
larly difficult for individuals to question or act against.
To illustrate, during the temperance movement in the
United States, breweries were attacked and then out-
lawed. This unintentionally triggered the formation of

ventures in the nascent soft-drink industry as entre-
preneurs, reused brewery assets, and began ventures
(Hiatt et al. 2009). In this example, the formal dimen-
sionwas hostile to brewery ventures. Accordingly, they
responded to the formal environment not by closing
but by remaining in business with a related product—
soft drinks. In other words, soda factories are the prod-
uct of an interaction between the formal and informal
institutional environments. In sum, the alignment of
formal institutions with the informal affects entrepre-
neurial behavior.

The influence of informal institutions is particularly
germane when there is a misalignment with formal
regulations. We unpack three mechanisms to develop
this idea of misalignment of institutional influences.
First, because norms and cognitions differ between
interest groups, regulations are not always enacted
with universal normative support. New firms have
diverse stakeholders that may have differing norms
and exert external pressure on new firms (Freeman
2010). Without the support of existing norms and cog-
nitions organizations may perceive that compliance
with regulations is not worth the effort or may dis-
agree with them normatively and not wish to comply
or be monitored. As such, new firms might not adapt
their behavior to regulatory demands if the result is
to decouple their action from the demands of informal
norms (Fiss and Zajac 2004). New firms may simply
not know how to comply with regulatory demands.
Founders of new firms, particularly if it is their first
venture, are often unequipped with the knowledge
needed to comply with external demands such as reg-
ulations (Aldrich and Yang 2012). New firms then
often try to comply, but without knowing how to com-
ply their actions fall back on established templates of
action (Bromley and Powell 2012). Empirical exam-
ples illustrate these ideas. Firms faced with regulatory
demand to increase workplace diversity are unable to
comply because there are no methods specified in the
regulation to gain an accepted outcome (Bromley and
Powell 2012). In sum, one reason that informal forces
can dominate regulatory action is intentional symbolic
decoupling because their norms differ from the pur-
poses of the regulation, or because new firms simply
do not know how to comply. In either event, the new
firm falls back on informal norms.

Sanctions for breaches of formal regulations are
bureaucratic and often significantly delayed relative
to sanctions for breaking societal norms. Thus, a sec-
ond reason that informal institutions are more likely to
influence new firm behavior is the proximity of mon-
itoring and sanctions. Social norms are institutional-
ized when they are accepted and legitimized by social
groups in which a firm is embedded. Recent work on
communities and how they influence the organizations
within them show how social proximity can regularize
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behavior. One example is how communities influence
strategies (Jennings et al. 2013). Firms may undertake
corporate social responsibility (CSR) activities that do
not contribute to profit or growth because they share
the norms of the community that they are embed-
ded within (Marquis et al. 2013, 2007). One example is
the desegregation efforts in the southern United States
during the 1960s. Local official resisted desegregation
regulations and appealed to local norms of segregation
(Armor 1995). The probable mechanism is that norms
are monitored closely because they are shared beliefs,
i.e., everyone knows and can observe the rules where
formal regulations generally require costly inspections
and bureaucracy. In the same manner, sanctions for
deviations are more immediate as well as consistent
because of the social sanctions imposed by the local
actors. In contrast, sanctions for breaches of regulations
are bureaucratic, sometimes requiring lengthy times to
resolve a punishment. In sum, it is the bureaucratic,
delayed nature of sanctions for breach of regulations
and the immediacy of monitoring and sanctions that
enforce adherence to norms when formal regulations
are not aligned with them.
Finally, a third reason that informal institutions are

more influential than the formal is the differing level
of regulatory enforcement across regional contexts. For
example, where legal protections are weakly enforced,
formal regulations are often ineffective (Levie and
Autio 2011). Without effective sanctions, firms have
no motivation to comply with regulations that require
them to take actions that theywould not desire to do on
their own. Nor can deviations from regulatory require-
ments be sanctioned without monitoring. Another rea-
son is that the lack of enforcement often dissuades
firms from taking actions to avail themselves of regu-
latory benefits. For example, where patent protections
and enforcement are weak, companies are reluctant
to file for patents, because social trust concerning the
protection of private assets, ownership of IP, or the
consequences of theft of intellectual property are lack-
ing. In all these circumstances, individuals might not
be motivated to start a venture even when regulations
encourage them (Kim and Li 2014). In sum, a lack of
effective monitoring and enforcement of regulations
leave firms to act on their informal norms that are sanc-
tioned locally.

Overall, social settings provide more immediate
monitoring and compliance feedback and different
contexts have different levels of formal regulatory
enforcement. As such, new firms are likely to be more
influenced by informal norms and cognitions than for-
mal regulations. This idea, however, does not imply
that regulations are ineffective. Quite to the contrary,
regulations significantly affect entrepreneurial behav-
ior as prior literature predicts. However, when mis-
aligned with informal norms, authorities must invest

Figure 1. (Color online) Institutional Interactions

“Entrepreneurship”

Formal

Informal
Effects on:

Entry
Growth
Survival

additional effort into costly enforcement or the infor-
mal norms will be asserted. Thus, as the U.S. gov-
ernment enforced desegregation at universities in the
South several decades ago, it did so at considerable cost
for imposing police and military assets, as well at the
cost of political capital that reverberates to today.

Overall, our analysis suggests that informal institu-
tions will be more influential when the formal and
informal are misaligned, unless authorities are willing
to invest significant effort to enforce the formal. This
logic is represented in Figure 1. Formal and the infor-
mal institutions interact and both can influence entre-
preneurial outcomes. But the informal is more influen-
tial when the formal and informal are misaligned.

Proposition 1. When formal and informal institutions are
misaligned, the informal has a stronger influence on en-
trepreneurial behavior because of enforcement by nearby
social actors.

Relative Permanence of Informal Institutional Influ-
ence. Because informal institutions are formed over
time through a process of social interactions, they
are likely to have effects that are difficult to change
through formal institutions alone leading to relative
permanence (Berger and Luckman 1966, Tolbert and
Zucker 1983). Cognitive dimensions of institutions are
the “taken-for-granted” objectified social structures
that are not explicitly articulated. This includes scripts
and schemas that shape our interpretive framework.
Norms, on the other hand, are standards pertain-
ing to what is good, desirable, and appropriate. It is
an established standard (albeit informal) that desig-
nates the boundaries between socially desirable and
not desirable means and ends to social actions. Deeply
engrained, cultural and cognitive institutions are often
taken-for-granted and thus, not consciously considered
on a daily basis. These characteristicsmake it especially
likely that informal institutions may have robust influ-
ences on entrepreneurial behavior. Moreover, relative
permanency characterizes the influence of informal
institutions. Because norms are buttressed by social
morals while cognitions are taken-for-granted, they
resist examination and change. Indeed, prior research
haswell established that organizational behavior, with-
out a sufficiently momentous external event, tends
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toward conformity as the behaviors of conforming
organizations are emulated (DiMaggio and Powell
1983, Haveman 1993).
Informal institutions are slow to change because

informal institutions are taken-for-granted social and
cultural norms that are embedded in continuing social
relationships. Rather than being imposed on indi-
viduals by policymakers, informal institutions take
time to form initially from dyadic relationships that
become accepted as social realities. They becomewide-
ly adopted across society over time because they are
cognitively taken-for-granted. It thus takes significant
time to change them as shared beliefs must change. The
steps of habituation, theorization, and sedimentation
required for informal institutions to be formed take
time and thus, undoing them or shifting society to a
new institution takes even greater time since a pro-
cess of deinstitutionalization must occur (Scott 2008).
In other words, change is inhibited because alterna-
tive courses of action (or state of the world) are not
considered. Moreover, alternative courses of action, if
they are even considered, are generally seen as morally
wrong (Berger and Luckman 1966). These character-
istics make informal institutions particularly difficult
for individuals to question or act against. As a result,
because of their constraining influence we expect that
when informal and formal institutions have orthogonal
effects on entrepreneurship, then informal institutions
may be more influential than the influence of formal
institutions.
The comparative permanence of informal institu-

tions has a large body of empirical support. During
prohibition, liquor firms continued to produce because
large segments of the population still held norma-
tive and cognitive beliefs considering consumption of
alcohol legitimate (just as they had before prohibition
lawswere passed) even though formal institutions then
defined such activity as illegal (Webb et al. 2009). Other
related work indicates that norms can be transmitted
to other social groups contributing to their persistence.
Prohibition laws in neighboring states influence the
mortality and founding rates of similar manufacturers
in the focal state as well, implying a normative influ-
ence that was also spreading across state lines (Wade
et al. 1998). In summary, because informal institutions
are socially constructed and embedded in norms and
taken for granted conceptions of the world, we argue
that informal institutions have a relatively more per-
manent influence on entrepreneurial behavior.

Proposition 2. When formal and informal institutions are
misaligned, the informal has a more permanent influence on
entrepreneurial behavior.

Institutional Effects on Entry, Survival, and Growth
Institutional Influence Mechanisms. Prior literature
suggests that formal institutions, while intended to

shape the formation of ventures, also leads to unantici-
pated consequences because of interactions with infor-
mal institutions (Eberhart et al. 2017, Sine and David
2010). Overall, institutions that affect entry, growth,
and survival are intertwined but act separately. Organi-
zational behavior and strategy are shaped by external
demands and expectation of appropriate behavior to
survive (Oliver 1991). The responsiveness of organiza-
tions to the misalignment of formal and informal insti-
tutions operates on the organizational and individual
level to shape organizational outcomes.

Turning first to the organizational level, new firms
face the challenges of establishing their legitimacy to
gain support from important stakeholders such as cus-
tomers, suppliers, and resource providers. One way
that new firms acquire this legitimacy is through con-
formity to expected norms of behavior. One reason this
occurs is that conforming to the norms and expected
behaviors of the informal institutional environment can
catalyze successful venture performance by facilitat-
ing accumulation of needed resources (Lounsbury and
Glynn 2001, Santos and Eisenhardt 2009). For example,
new firms adopt the symbols and organizational form
of successful firms to gain access to needed resources
(Khaire 2010). Related recent research focuses on the
informal institutional conditions that can also influence
entrepreneurial opportunities for entry and resources
for growth (Buhr and Owen-Smith 2010). In sum, new
firms must conform to the demands of the institutional
environment to gain the cooperation of stakeholders
such as resource providers.

When formal and informal institutions are aligned,
firms are free to conform both symbolically and struc-
turally. However, when the formal and informal insti-
tutional environments are misaligned, new firms can
become torn between the formal external pressures
of an undesired regulation, and the local norms that
motivate decoupling or disobedience. This presents a
complex choice of whether to conform to local norms
or risk sanctions. Recent academic research notes that
firms employ context dependent strategies in the face
of this institutional complexity (Greenwood et al. 2011).
Pache and Santos (2010) show how institutionally com-
plex environments open strategic options for firms.
Prior research tells us that organizational conformity
to institutional environments enhances entry because
new firms can find the resources and opportunities
they need to start. Moreover, firms alter their strate-
gies after founding by adopting practices prescribed by
elements of the conflicting environment to affect their
growth and survival (Baum et al. 2001). Thus, it fol-
lows that by selecting options within a complex institu-
tional environment, organizational entry, growth, and
survival is affected.

Turning next to the effects of institutional alignment
on individuals within new firms, institutional mis-
alignment can illuminate some mechanisms that may
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be counterintuitive or nonobvious. For instance, one
of the ways that institutions might influence growth
is via the mechanism of their influence on risk tak-
ing. In Japan, informal institutions are thought to heav-
ily influence individuals away from risk because of
the stigma of failure present as a social norm. Yet, in
2003, Japanese policymakers passed a reform of the
country’s formal bankruptcy laws to allow for lim-
ited liability and a quicker resolution of bankruptcy
for entrepreneurs (Eberhart et al. 2017). The effects of
this reformwere to encourage risk taking, especially by
more “elite” individuals. This led tomore high risk, yet
high growth (in the event of success) startup ventures,
increasing the overall growth rate of entrepreneurial
firms (as well as the rate of bankruptcies). In this case,
a formal institutional change was able to compensate
for (to some extent) an informal institution that stigma-
tized risk and failure.
When the institutional environment supports growth

via risk taking, it encourages entrepreneurs to choose
opportunities and ways of managing that allow for
higher rates of growth in exchange for taking on addi-
tional risk. Examples include more R&D intensive ven-
tures or ventures that address new markets or new
technology and resource combinations. In contrast,
institutional environments that do not support growth
via the risk mechanism may hinder venture growth by
encouraging entrepreneurs to start safer, low- growth
types of firms. While risk and growth are not always
correlated (sometimes it reduces risk to grow faster),
there are some venture opportunities where achieving
faster rates of growth goes hand in hand with addi-
tional risk (such as when the firm must make large ini-
tial investments for the chance to achieve subsequent
growth). Or, returning to the idea of informal relative to
formal institutions, it may be that certain individuals or
groups are so risk averse, because of cultural traditions,
that even if the cost of failures is lowered by changes
in the bankruptcy laws, they may always prefer to play
it safe. This informal institution may then reduce the
expected effects of the formal institutional change.

The French entrepreneurial climate is illustrative.
Over the recent decade, the European Union enacted
efforts to introducing supportive government policies
to spur entrepreneurship (OECD 2017). Yet, while a
relatively new central authority imposed supportive
regulations, many European countries lack supportive
informal institutions. This led to the general pattern
that these countries experience lower founding rates
compared to the United States. For example, France has
very supportive government policies toward entrepre-
neurship but lacks a supportive culture (Carayannis
et al. 2003). France ranks quite low on self-perceptions
on perceived opportunities and capabilities and below
average on perceptions about entrepreneurship as a
good career choice (GEM 2017). In sum, France has

informal institutions that hinder entry rates despite
regulatory encouragement from the European Union.

In sum, prior work notes that formal institutional
changes frequently fail to produce the expected eco-
nomic and entrepreneurial outcomes, despite large
sums of money being invested in these efforts (Lerner
2009). It may be that part of the reason for this is that
the supporting informal institutions are not aligned to
allow these formal institutions to have the expected
effects on entrepreneurship. Or, as we will discuss fur-
ther, it may be that the result is entrepreneurship of
a different type occurred rather than the one that was
intended.
Proposition 3. The alignment of formal and informal insti-
tutions shapes the entry, growth, and survival of new firms.

Typology of Interactions Between Formal and
Informal Institutions
Different combinations of formal and informal in-
stitutional environments may result in different en-
trepreneurial outcomes; particularly entry, growth,
and survival. We approach this by examining a sim-
ple typology of entrepreneurial environments with
aligned and misaligned environments (Table 1). First,
we define supportive formal environments as those
regulations and regulatory changes that are intended
to encourage new firm founding and growth. Exam-
ples are laws to simplify licenses and organizational
certification (Klapper et al. 2006), educational pro-
grams (OECD 2017), laws to ease bankruptcy con-
sequences, laws to easy IPO listing, etc. Similarly,
supportive informal institutions are those that encour-
age entry and growth of new firms. Examples include
granting social status or tolerance for failure (Begley
and Tan 2001), nations with traditions of social en-
trepreneurship (Estrin et al. 2013), communities that

Table 1. Typology of Supportive and Unsupportive Formal
and Informal Environments

Formal institutions Formal institutions
Supportive Unsupportive

Type 1 Type 2

Informal institutions
Supportive Ireland Argentina

Netherlands Chile
Sweden Korea
Switzerland
USA Egypt

Type 3 Type 4

Informal institutions
Unsupportive Finland Brazil

Japan Greece
France Italy
Germany Poland
Spain Russian Federation
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encourage opportunity discovery (Baker et al. 2005),
contexts with parental support for entrepreneurship
(Geldhof et al. 2014), and so on. Given the two dimen-
sions of formal and informal versus supportive and
unsupportive, we construct a table of institutional
alignments (Table 1). Cells on the diagonal represent
aligned and misaligned environments. For example, in
the northwest quadrant of Table 1, both formal and
informal institutions are supportive while in the north-
east quadrant; an unsupportive formal yet supportive
informal environment is defined.
We next analyze each of the four types to under-

stand the implications for entrepreneurial behavior
and outcomes in each (see Table 2). On the one hand,
where formal and informal institutions are aligned in
terms of encouragement for entrepreneurship (type 1,
Table 2), it suggests that elevated entrepreneurial activ-
ity will occur. Silicon Valley is an oft-cited example
of this type of the high growth style of entrepre-
neurship (Kenney 2000). Because many generations
of entrepreneurs succeeded in this environment and
culture that is maintained in Silicon Valley, informal
institutions support both entry and high growth in
this area (Eesley and Miller 2012). In addition, for-
mal policies not only support easy entry, but also
facilitate growth, through noncompete agreements for
instance that reduce mobility of talented engineers to
quickly growing startups (Marx et al. 2009). In addi-
tion, the support of formal and informal institutions
for undertaking high-risk, high-growth opportunities

Table 2. Types of Ventures by Institutional Interactions

Formal institutions: Formal institutions:
Supportive Unsupportive

Type 1 Type 2

Informal
institutions:
Supportive

High-growth, high-tech
“Silicon Valley” style
entrepreneurship

Large incumbent firms,
state-owned
enterprises

Entrepreneurship
mainly in small,
unique markets

Type 3 Type 4

Informal
institutions:
Unsupportive

Few ventures, but
robust growth
among a small
number of successful
ventures

Mostly family
businesses and
business groups

Traditional industries
where norms of
entrepreneurship are
passed down in a
few families

Low entrepreneurship
rate

Politically connected
entrepreneurs,
politically active
ventures

Heavy reliance on
political/nonmarket
strategy

“Entrepreneurs” within
the political
sphere/system

enable entrepreneurs to undertake uncertain activities
and more risky bets in search of the high rewards that
are available from growth. These growth opportuni-
ties also attract highly skilled individuals to pursue
attractive opportunities and it is these entrepreneurs
that have the talent and education level that facilitates
innovation in new markets, new products and novel
technologies.

On the other hand, if formal and informal institu-
tions are aligned but unsupportive of entrepreneurship
(type 4, Table 2), then what do they encourage instead?
One alternative is that they support established indus-
try incumbents. Prior literature frequently documents
that once established firms grow large and powerful,
they seek to use that power to influence formal insti-
tutions to erect barriers to entry for potential entrants
(Caves and Porter 1977). They are also likely to seek to
influence policies to create a more favorable environ-
ment for their existing businesses. For example, entre-
preneurs in the organic food/agribusiness sector had
to play similar political strategies as incumbents to be
able to enter and grow in a market captured by large
incumbents (Hiatt and Park 2013). Policymakers, in
search of campaign contributions, are likely to favor
these established industry incumbents over potential
entrepreneurs and startups that have less time and
money to organize to influence the policymaking pro-
cess. The exception to this rule may be small busi-
nesses, which are numerous and a politically active
group. This may result in policies that are favorable for
entry of small businesses rather than oriented toward
high growth startups, which are relatively rare. Since
established firms have captured formal institutions,
the few entrepreneurs who emerge are expected to
be politically connected or engage more directly in
political activities (Lee et al. 2017). For instance, as
a result of unsupportive formal institutional environ-
ments, new ventures in Latin America had to engage
in political activities (Hiatt et al. 2018). Overall, if
both formal and informal environments do not support
entrepreneurship, little entrepreneurial activity can be
expected. If both formal and informal environments
support entry and growth, exuberant entrepreneurial
activity and growth can be expected.
Misaligned Types of Institutional Environments. While
the boundary cases show the influence of congruent
institutions to energize or inervate entrepreneurship,
the interest of this paper is to examine interactive
institutional environments when founding and growth
as well as formal and informal institutions may not
be aligned. Of interest is the situation where infor-
mal institutions encourage entrepreneurship while for-
mal institutions act as barriers to entrepreneurship
(type 2, Table 2). For example, an industrial policy
favoring large incumbents and state-owned enterprises
(such as in China) but where self-employment and
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small businesses are encouraged to reduce unemploy-
ment rates leads to restriction on the opportunities and
resources that are available for new firms. As such,
while entrepreneurship is elevated in such an environ-
ment, opportunities are restricted and specialized with
resources similarly constrained. As a result, numerous
new firms in this environment often occupy unique
and relatively small market niches (De Castro et al.
2014, Webb et al. 2009).
We turn next to the case where formal institu-

tions encourage entrepreneurship while informal insti-
tutions act as barriers to entrepreneurship (type 3,
Table 2). Even if regulations permit the founding of
ventures, informal norms imply that few will want
to found firms because social sanctions will constrain
them. Thus, entrepreneurial activity is expected to
remain low but what new firm activity does occur
will have an open set of opportunities to pursue with
less competition for resources. The picture here is of
few firms that grow robustly. Japan is an example,
where Rakuten’s founder, Hiroshi Mikitani, and DeNa
founder, Namoko Tamba, are celebrated, yet most par-
ents want their children to enter stable, high-income
jobs rather than become entrepreneurs (Aldrich and
Waldinger 1990, Kagami 2014). The result is relatively
few new ventures, but those who do enter encounter
an environment of growth opportunities and relatively
abundant resources such that successful firms emerge
(Honjo 2015, Ohe et al. 1991, Schaede 2008). As before,
we expect the effects of informal institutions to dom-
inate those of formal institutions because of the deep
embeddedness of such norms in society and the time
that is required for cognitive and normative institu-
tions to form or change over generations. The result is
those who do enter will tend to undertake some risk
in search of higher growth opportunities. Overall, in
these misaligned institutional environments, the infor-
mal institutions shape the willingness of individuals to
start firms, while the interactive effect with the formal
determines the opportunities and resources available
to firms.

Effects Beyond the Simple Typology. More nuanced
institutional mechanisms and misalignment may also
be important to explore. We may wish to distinguish
institutions that are supportive of entry from those
supportive of post-entry firm growth (Eesley 2016).
Formal and informal institutions may be supportive of
entry but not growth. For example, informal cognition
and norms might encourage individuals to start firms
in an unaccommodating formal environment that ren-
ders the growth of new ventures problematic (Aldrich
and Yang 2012). Hong Kong is an example since the
formal ease of starting a business is high (World Bank
2012) and there is a strong cultural tradition of business
ownership (Mok 2005), yet entrepreneurial growth is

more difficult for a number of reasons and most firms
are small businesses.

In this type of environment, we expect a lot of small
businesses, but high growth firms will be very rare.
However, a large amount of entry will lead to greater
levels of competition. This high level of competition
may result in entrepreneurship where founders enter
an existing market but attempt new product develop-
ment for differentiation. However, as a result of the dif-
ficulty of growing a startup into a larger enterprise,
highly skilled individuals will tend to not choose entre-
preneurship (Eesley 2016), resulting in entrepreneurs
who generally lack the human capital for significant
growth and lack an environment that is supportive of
taking on risk while pursuing newmarkets.

Institutional environments may also exist where for-
mal and informal institutions are supportive of growth,
but not supportive of entry. For example, Khanna and
Palepu (2000) find that in India, although corruption
and regulations make entry difficult, particularly in
certain regions, for entrepreneurs who have the net-
works to manage to overcome these barriers to entry,
growth can be easier. However, since entry is not
encouraged, the level of competition in the markets
remains fairly low, so the need to differentiate oneself
from competitors is not sufficiently strong. Medium
and larger firms benefit most from this type of environ-
ment and so some level of corporate entrepreneurship
is expected as well. Overall, the alignment of formal
and informal institutions shapes the outcomes of new
firms. When misaligned, the effect of formal regula-
tions is less relevant and new firm behaviors are more
strongly influenced by informal norms. This leads to
distinct types of institutional environments salient to
entrepreneurship that shapes venture outcomes.

Proposition 4. The interaction and alignment of formal
and informal institutions create context-based types of en-
trepreneurial environments that shape outcomes: founding,
growth, and survival.

Preliminary, Suggestive Evidence Using GEM Data
Data. Our propositions highlight that the interac-
tion of formal and informal institutions leads to
unique regional institutional environments that are
either aligned or misaligned in their support (or
lack of support) for entrepreneurship. As a first step
in suggesting the potential of the above proposi-
tions, we illustrate variation in the formation rate
of new firms, survival rate, and their growth across
national contexts using data from the Global Entre-
preneurship Monitor’s (GEM) Global Report 2016/
2017. We classify countries into our four different
types of institutional environments: (Type 1) aligned
Formal-Supportive-Informal Supportive, (Type 4) mis-
aligned Formal-Supportive-Informal-Unsupportive,
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(Type 3) misaligned Formal-Unsupportive-Informal-
Supportive, and (Type 2) aligned Formal-Unsuppor-
tive-Informal Unsupportive using GEM’s measures for
supportive cultural and social norms and supportive
government regulation. Assigned values to these
measures were on a scale from “highly sufficient” to
“highly insufficient” based on assessments by experts.
We calculated the average score for each measure and
considered the country as “supportive” if it measured
greater than one standard deviation above the average
and “unsupportive” if their score was one standard
deviation below average for each measure. Next coun-
tries were separated into the four institutional types,
as noted in Table 1. For each institutional type, we
calculated the average formation rate and survival
rate. To examine founding and survival rates across
institutional contexts, we use GEM’s measure for
the total entrepreneurial activity (TEA) which is the
percentage of the adult population between the ages of
18 and 64 years who are starting a business; and GEM’s
measure of survival (discontinuance), the percentage
of the entrepreneurs in the TEA who stated they
discontinued their business in the past year, as a proxy
for firm survival.
Suggestive Results. First, we argued in Proposition 1
that informal institutions will be more influential
than formal institutions. The preliminary GEM data
provides suggestive support for this proposition. As
shown in Table 3, the institutional types with the high-
est levels of entry and survival are those environments
where the informal institutions are supportive, irre-
spective of the formal support. Types 1 and 2 have
the highest founding rates (12.62) and (17.62), respec-
tively, relative to other types. Moreover, given support-
ive informal institutions (type 1 and 2), the founding
rate that is highest is the type where the formal is
unsupportive, (type 2). This lends support for our con-
jecture that when such misalignment does occur, the
informal will be more influential and that numerous
entrants will still start ventures (likely in niches where
they are not under regulatory scrutiny).
We next turn to firm survival. Interestingly, the high-

est rates of failure are also where informal institutions
are supportive irrespective of formal support (10.75)
and (9.42) in type 1 and 2 respectively. The implication

Table 3. Effects of Institutional Interactions on Entrepreneurship Outcomes

Type 1 Type 2 Type 3 Type 4
Formal—Supportive Formal—Unsupportive Formal—Supportive Formal–Unsupportive
Informal—Supportive Informal—Unsupportive Informal—Supportive Informal—Unsupportive

Founding 12.62 17.62 10.61 9.51
(likelihood of founding)

Growth (ranking) 21.05 21.11 21.49 21.54
Survival 10.75 9.41 8.22 8.93

(likelihood of failure)

is that the robust entry when informal institutions are
dominant results in greater competitive challenges and
a greater scarcity of resources (Hannan and Freeman
1993). In sum, these results provide suggestive evi-
dence for Proposition 1 that when formal and informal
institutions are misaligned, the informal will have a
greater influence on entrepreneurial activity on both
founding and survival. In the case of growth rates, the
results in Table 3 show that growth rates are not differ-
ent across all four types, from the lowest of 21.05 in the
type 1 environment to the highest of 21.54 in the type 4
environments.

Taken together these suggestive patterns appear to
be consistent with our propositions as informal insti-
tutions tend to have a more profound effect on new
entry when formal and informal institutions are mis-
aligned. Even when governments have lower on aver-
age support for new entry and above average support
from culture and norms we find that countries tend to
be above average on entry. These findings suggest that
encouraging informal institutions still play a signifi-
cant role in the type of entrepreneurship in the pres-
ence of below average support for government policies
related to new entry.

Discussion
The goal of this paper is to examine the interaction
of formal and informal institutions on entrepreneurial
activity and to propose promising new directions for
future advancement. We presented a theoretical frame-
work for analyzing the interaction of formal and infor-
mal institutions and their joint influence on levels of
entrepreneurial activity. This is important because in
numerous national contexts, remarkably similar regu-
lations are implemented in very different national or
regional institutional environments to stimulate entre-
preneurship yet we have only sparse theories of how
these formal and informal environments interact. Our
framework helps to integrate the fragmented body of
research on institutions across the literature. It also pro-
vides a basis for a more nuanced model of institutional
influences on entrepreneurship. Next we discuss how

D
ow

nl
oa

de
d 

fr
om

 in
fo

rm
s.

or
g 

by
 [

16
5.

85
.2

20
.3

3]
 o

n 
13

 M
ar

ch
 2

02
5,

 a
t 1

1:
33

 . 
Fo

r 
pe

rs
on

al
 u

se
 o

nl
y,

 a
ll 

ri
gh

ts
 r

es
er

ve
d.

 



Eesley et al.: Institutions and Entrepreneurial Activity
Strategy Science, 2018, vol. 3, no. 2, pp. 393–407, ©2018 INFORMS 403

our framework expands understanding of both the
interaction between formal and informal institutions
and their joint influence on entrepreneurship.

Resolving Conflicting Findings
Current work on emerging economies and institu-
tional theory tends to conceptualize institutions as
weak or strong, incomplete (i.e., institutional voids)
or complete. In the absence of complementary reg-
ulations, informal institutions may dominate setting
the informal rules of the game resulting in shared
misunderstandings. This can play out in unexpected
ways. Prior work shows that formal environments may
hinder firm formation of some kinds while informal
beliefs and understandings can cause the founding
of other types of firms (Hiatt et al. 2009). Research
has also shown that, formal and informal environ-
ments can have differing effects on founding and sur-
vival. Related work on the social embeddedness of
firms indicates that rich networks of social connections
enable ventures to acquire resources at lower costs
(Uzzi 1999), suggesting advantages to networked firms
over others in sparse environments. Our examination
of these aspects of institutional influence on organi-
zations can help to further reconcile these conflicting
theoretical perspectives.
As a consequence of this binary conceptualization,

there are conflicting findings on whether institutional
voids represent a cost and hinder the performance of
firms (Lerner and Schoar 2005) or represent an oppor-
tunity that certain firms can exploit by substituting
for weak or missing institutions and gaining perfor-
mance advantages. For example, entrepreneurship in
an emerging economy such as Bangladesh beset by
notable institutional voids is difficult and entrepre-
neurial activity is hindered (Mair et al. 2012). A recent
review by Taussig and Delios (2015) reports that the
stream of work arguing that weak institutions hinder
businesses finds evidence of fewer initial public offer-
ings (Black and Gilson 1998, Cumming et al. 2006),
lower rates of entry (Guler et al. 2002, Jeng and Wells
2000), lower valuations (Lerner and Schoar 2005), and
poor performance for private equity investors (Lopez-
de-Silanes et al. 2010).

In contrast, work in the strategy literature on emerg-
ing economies suggests unsupportive institutional
voids can create opportunities that entrepreneurs and
incumbents may exploit to their advantage. Indian
firms that were able to overcome failed markets for tal-
ent, capital and knowledge grew faster (Khanna and
Palepu 2000). Firms with access to networks and rep-
utation have been shown to grow faster than their
competitors as a result of this unevenness in the com-
petitive landscape that results from weak institutions
(Allen et al. 2005, Banerjee and Duflo 2000). Overall,
strategy literature implies that in a weak institutional

environment, opportunities for the connected and
those in a better social context may be greater.

Dynamic Institutional Interactions
Earlier, we focused on the outcomes of formal and
informal institutions that support entry vursus growth
for different types of entrepreneurial firms. However,
a dynamic model of the institutional interaction might
yield additional theoretical insights. For instance, if
we conceptualize layers of institutional influence being
added over time, this might yield different predic-
tions according to the timing or sequence of when for-
mal or informal institutions were added or changed in
the environment. If an informal institution exists first
and then subsequently a formal institution is put into
place, this may have a different effect than the reverse
for example. It may be important to take into consid-
eration the history of institutional environments that
a firm was exposed to throughout its lifecycle. The
environment where the venture emerged may shapes
subsequent decisions and produces different outcomes
depending on the current institutional environment
that the firm competes in. Thus, multiple layers of insti-
tutional influence in the history of a firmmay be impor-
tant to take into account in our theorizing.

Formal policy changes may be more effective if pre-
ceded by informal institutional changes. This is because
formal regulations are more likely to be accepted if
normative and cognitive beliefs are congruent, partic-
ularly if normative and cognitive beliefs result in leg-
islative call for regulations. Thus, the pathways of what
institutional changes to make first and which should
follow is a practical question that cannot be resolved
without further theoretical and empirical work on how
formal and informal institutions interact to produce
different types of entrepreneurship. For instance, if a
national authority wishes to encourage more innova-
tive entrepreneurship, must cognitive and normative
changes occurfirst in order for formal change to become
accepted? Or can formal change engender changes in
shared cognitions and norms about the new formal
environment? It is these researchquestions that our the-
oretical arguments hope to stimulate.

Future research will need to measure both formal
and informal institutions and consider how they inter-
act. We will need to test formal institutions in mul-
tiple country settings, rather than just assuming that
results from the U.S./EU, which have a more uniform
set of informal institutions that are based on common
notions of government and business behavior, will gen-
eralize to other settings. Future theory development
should more closely specify when this may or may
not be the case? Are there instances where informal
institutions are particularly unsupportive (those that
have recently formed) or where formal institutions are
particularly supportive (as in the case of high finan-
cial incentives to undertake an activity)?We needmore
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theory development on when and how individuals
react when formal and informal institutions encourage
opposing behaviors.
Because institutions occur at the collectivity level

(community, society, country, or region), future re-
search may need to take on more of a comparative
perspective (cross-community, society, country, region,
etc.). Doing research with only one setting would work
if you can collect longitudinal data capturing some
significant change in either formal or informal insti-
tutions, but the change tends to focus on only one
particular aspect of the institutional environment (e.g.,
formal institutions, while informal institutions remain
constant). For example, if the effects of informal insti-
tutions are indeed stronger, yet such institutions take
longer to change, this has important implications for
the timing or ordering of institutional change.

Another implication that could be developed further
is that when an institution is added or changed, schol-
ars andpolicymakersought to consider the institutional
fit of that particular institution with the rest of the for-
mal or informal institutions in the environment. Prior
work shows that a university reform meant to encour-
age more innovative entrepreneurial firms had unin-
tended consequences because of the poor fit with the
rest of the institutional environment (Eesley et al. 2016).
Specifically, inChina, the “Project 985” reformprovided
research funding to certain universities to encourage
technological innovation in the hopes of spurringmore
high growth ventures and easing constraints on entry
for high tech firms. Compared with graduates from a
matched set of universities that did not receive addi-
tional funding, these graduatesweremore likely to pur-
sue entrepreneurship via innovation. However, since
the reform left unchanged other informal and formal
institutions limiting entry and growth (such as intel-
lectual property protection and contract enforcement),
these innovative entrepreneurs reported lowerfinancial
performance than their non-innovative peers.

There are many ways to broaden and extend the the-
oretical framework articulated earlier. Building on the
typology and predictions presented earlier, a promis-
ing direction for future research would be to exam-
ine other outcomes beyond the type of entrepreneurial
firms produced, such as industry evolution, competi-
tive dynamics, or survival rates. Another implication
might be that there are different ways that institutions
interact whenwe look beyond those that support entre-
preneurship.

Conclusion
Prior work from both sociological and economic
perspectives on institutions largely focuses on the
independent effects of formal, cognitive and normative
institutions, respectively (Levie and Autio 2011, North

2005, Peng et al. 2009, Sine et al. 2005). Research exam-
ining the influence of institutions on entrepreneurship
finds that certain institutional environments result in
greater rates of entrepreneurship and that institutional
change creates entrepreneurial opportunities (Dobbin
and Dowd 1997, Klapper et al. 2006, Sine and David
2010). However, existing conceptions of institutions as
either present or missing and strong or weak limit our
understanding of why big differences in levels of entre-
preneurial activity exist across countries and persistent
despite convergence in formal institutions. We attempt
to fill this theoretical gap and build on these streams
of literature to propose a framework to understand the
interactive influencebetween formal and informal insti-
tutions in fostering entrepreneurship.

Specifically, we build a set of propositions around
conceptualizing institutions as supportive of entry,
growth or both. Doing so allows us to theorize at
a more general level, abstracting from specific insti-
tutions to their primary impact on entrepreneurship.
We suggest reasons why informal institutions may
havemore persistent effects than formal institutions. In
doing so, we provide a way to reconcile the experience
of many countries that adopted formal institutions in
hopes of fostering innovative high growth entrepre-
neurship only to see few tangible results. Formal insti-
tutions supportive of entry have little effect if informal
institutions are not also supportive of entry.

Our framework provides important opportunities
for future research, particularly in reconciling conflict-
ing predictions of existing theory for whether weak
institutional environments hinder entrepreneurs or
provide them with strategic opportunities and advan-
tages.We also provide an important framework for pol-
icymakers, seeking to understand why mimicking the
formal institutions of the West, and Silicon Valley in
particular, so often fails to create Silicon Valley’s level
and unique type of entrepreneurial activity. Generat-
ing the “gale of creative destruction” requires chang-
ing not only formal institutions, but also requires us to
understand how to alter informal institutions since it is
the interaction of the two that most powerfully spurs
entrepreneurship.
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