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Abstract

Entrepreneurship is the main engine of economic growth and prosperity. Previous
research has explored both the factors that make individuals more likely to be
entrepreneurs and the economic policies that foster entrepreneurial activity. In
this paper we explore, for the first time, the relationship between media freedom
and entrepreneuria activity. A free press might increase entrepreneurial activity
because it increases the flow of ideas and information, leading to both more new
discoveries as well as an easier ability for entrepreneurs to market and sell new
products and innovations.

JEL Classification: L26; L82; 043
Key Words: Entrepreneur; Entrepreneurship; Media Freedom; Institutions



Does a Free Press Nurture Entrepreneur ship?

|. Introduction

The role of a free and vibrant media sector in communicating information to the citizens of a
country iswell established in the literature. The focus of this previous research has been on how
a free media helps to foster a more educated electorate, leading to a better ability of voters to
hold democratically elected leaders accountable. The important role of a free media in
promoting information flows within a democracy was even recognized by the founding fathersin
the United States. In 1787, Thomas Jefferson wrote that he would prefer a situation of
“newspapers without government” to one of “government without newspapers.” While the
information flows provided by a free press have been shown to lead to a more efficient political
sector, this paper asks whether a free press also contributes to a more efficient and vibrant
private sector by increasing the rate of entrepreneurship. With a free press, entrepreneurial
individuals will be exposed to a greater quantity and variety of knowledge and ideas, potentially
leading to a greater rate of new discoveries based on the use of this information. In addition, a
free press may make it easier for entrepreneurs to market or sell their new products and
innovations, leading to a higher success rate for new ventures, and a more profitable climate for
entrepreneurs.

Previous literature on entrepreneurship has identified various demographic factors and
economic policies that contribute to a higher rate of entrepreneurial activity. However, no prior
research has examined the link between press freedom and entrepreneurial activity. Some
studies have examined entrepreneurship within the media sector, i.e. “media-entrepreneurship”

but this is not the focus of our analysis. Rather, we hypothesize that a free media leads to



broader impacts on entrepreneurship more generally across all sectorsin an economy through the
more robust information flows present under aless regulated and government controlled media.

The media sector in a country bears the brunt of channeling information throughout a
society and is thus crucial in shaping the growth and development path of a nation. In this paper,
we am to explore how greater press freedom may actualy lead to a higher rate of
entrepreneurial activities. Greater press freedom can supply valuable information to potential
entrepreneurs and thus augment the process of innovative activities. A free media brings forth
national and international best practices as well as information on failed initiatives in businesses.
When a country possesses a relatively free media, each individual has wider access to variety of
information and viewpoints. In essence, afree medialowers the transactions costs of knowledge
and information flows for entrepreneurs. While entrepreneurial aertness to new information,
unigue ideas, and local knowledge (i.e., asymmetric information) is critically important for the
entrepreneurial  discovery process (see Minniti 2004), a free media that allows for the
dissemination of ideas and effective marketing is equally important in ensuring the growth and
survival of new ventures.

In contrast, in a country with a high degree of government control and regulation over
media, we should expect systematic problems with information flows within society.
Straightforward applications of basic public choice theory, such as the ideas of Buchanan and
Tullock (1962) and Weingast, Shepsle and Johnsen (1981), would suggest that media policies set
through collective-decision-making would result in a bias toward policies that generate clearly
identifiable, immediate, and concentrated benefits to specia interest groups, or the politicians
themselves, at the expense of the long-run prosperity of the largely uninformed mgjority. Quite

simply, it would be impractical to expect a highly government-controlled media sector to provide



the same beneficial information flow to the citizenry of a country as is present under a free
media

We test our hypothesis using international data on entrepreneurial activity from the
World Bank Entrepreneurship Survey for 95 countries from 2000 to 2005, matched with data on
each country’s media freedom from the Freedom House Index. Our results show that indeed,
after controlling for other factors, media freedom has a large and significant positive impact on
the rate of entrepreneurship across countries. Our results are robust to various aternative
specifications and different measures of entrepreneurship. We begin by reviewing the existing
research on both entrepreneurship and media freedom in Section Il1. We then describe our data
and present our econometric analysis in Sections Ill through V. Section VI concludes by

summarizing our results.

Il. Literature Review

Within the economics literature, the modern understanding of the role of the entrepreneur is
frequently associated with the work of Schumpeter ([1911] 1934). Schumpeter described an
entrepreneur as an innovator who discovers new and more valuable combinations of resources.
At any point in time there is virtually a limitless number of new possible ways to combine the
inputs and resources available within a society. Even a deck of cards, with only 52 beginning
inputs, can be arranged into a staggering 68-digit different number of possible combinations
(80,658,175,170,943,878,571,660,636,856,403,766,975,289,505,440,883,277,824,000,000,000,0
00). Within the economy it is the entrepreneur who discovers new possible combinations of
resources. A vibrant economy is one in which entrepreneurs can cycle through these many

different combinations as quickly as possible, getting rapid feedback on whether the new



combination is more valuable than existing ones. In a market economy, the profit and loss
system serves this feedback role. This process is both valuable and disruptive, as the creation of
new products often leads to the ‘ obsolescence’ of others, a process Schumpeter termed “creative
destruction”.?  Within Schumpeter's framework, a free press contributes to entrepreneurship
basically by increasing the number of cards in the deck and the knowledge of the cards among
individuals, allowing the discovery of more possible final combinations.

Previous research has clearly demonstrated the importance of entrepreneurship for
economic growth and prosperity. Reynolds, Hay, and Camp (1999) show that one-third of the
differences in national economic growth rates can be attributed to differing levels of
entrepreneurship. Supporting these findings, Zacharakis, Bygrave, and Sheperd (2000) study 16
developed economies and find that entrepreneuria activity explains approximately one-half of
the differences in GDP growth. More recently, Henderson (2002) shows that entrepreneurs
significantly impact economic activity at the local level by fostering localized job creation,
increasing income, and connecting local economies to the larger global economy®. Minniti and
L évesque (2008) show that even in the absence of significant R&D activities within a country,
imitative entrepreneurship significantly contributes to economic growth. In summary, successful
entrepreneurship expands the size of the economic pie by allowing individuals to generate more
wealth from the limited resources available and a free press can contribute to this process by

increasing the flow of information within an economy.

! According to Sobel (2005), “the key to prosperity is having a process in place that helps a state’s resources
discover which of these different goods or services have the highest value added in the marketplace”.

2 In addition to being a disruptive force, entrepreneurship can also be equilibrating as was pointed out by Kirzner
(1973). Kirzner viewed the entrepreneur as someone who discovers a previously unnoticed profit opportunity and
actson it. In this framework, the entry of new entrepreneurs into a profitable industry, and the resulting long-run
equilibrium reached are also a result of entrepreneurship. Shane and Venkatamaran (2000) describe an entrepreneur
as someone who bears the burden of discovering, evaluating and exploiting opportunities to create new goods and
services.

3 Lévesque and Minniti (2006) show that Becker's theory of time allocation explains the negative relationship
between entrepreneuria initiatives and an individual’ s age that has been identified in the empirical literature.



Turning to the literature on media freedom, its role in the economic development of a
nation has been stressed in a vast array of literature. The media industry, public or private, plays
a significant role in any economy by forming the eyes and the ears of the populace, providing a
voice for the people, spreading economic information, and emphasizing the interactions of the
industry with the masses and the government. The three criteria for effective media are
independence, quality, and reach to the people. These benchmarks ensure that information is
reported without the fear of government and other interest groups, views are expressed from a
wide variety of perspectives, and media has the capacity to generate political, social, and
economic information to all segments of the society.

Sen (1982, 1999) shows that an effective and free media sector, along with a multiparty
democracy, is capable of preventing the occurrence of famines. According to Djankov, Mcliesh,
Nenova and Shleifer (2003), economies with intense government ownership of the media suffer
from poverty, high infant mortality rates, less access to sanitation, higher corruption, and less
developed capital markets. Stiglitz (2002) points out the significance of the media in improving
government accountability and transparency. The other various contexts for which the role of
media has been studied are in solving principal (government)-agent (citizens) problems (Besley,
Burgess and Prat, 2002; Besley and Burgess, 2001), in public policy (Spitzer, 1993) and in
shaping corporate policy (Dyck and Zingales, 2002).

Government control on the flow of media-provided information reaching the citizens has
been shown to be detrimental for the development of an economy. A country with significant
state control over the media provides additional temptation to politicians to abuse their power.
According to Coyne and Leeson (2004), a free media can contribute to successful adoption of

policies aimed at economic progress. According to them, successful economic development



requires co-ordination of efforts by politicians along with the agreement of the populace on
policies. They argue that media can play a successful role in shifting games of conflict to games
of coordination between politicians and the populace. Further, Leeson (2008) has shown that
economies with greater government control of the media have citizens who are politically
ignorant and apathetic. In the context of Mexico, the privatization of media in 1989 brought into
focus stories about government scandals to a large extent (Islam, 2002). Further, Kassem (2002)
points out that the Egyptian press is a prominent stronghold of the government and is prime
target for corruption. Virtualy al (90%) of the press is controlled or funded by one or more of
Egypt's monarchies or military dictatorships, and its ‘Office for Censorship of Foreign
Publications’ monitors and censors 80 percent of Egypt’s press.

No prior research, however, has explored the impact of a free press on the rate of
entrepreneurship. A free press, as discussed above, not only boosts economic performance but
also brings in a liberated socio-economic and political environment. A free press is a source of
unlimited and unbiased information from across the globe. Such information includes trends in
consumer demand, business climates, market prospects, information on availability of venture
capital and also national and international best practices. Such widespread availability of
information surely reduces transaction cost of innovation as well as makes it easier for
entrepreneurs to market their new products to consumers. Thus we hypothesize that a free media

should be a significant positive determinant of the rate of entrepreneurship across countries.

[11. Data
Our data for entrepreneurship has been taken from the World Bank Entrepreneurship Survey,

2008 database. The database consists of cross-country annual data on the number of total and



newly registered businesses for 95 countries during 2000-2007. Appendix 1 provides alist of the
countries in the data. For the purpose of analysis, we consider the time-span 2000-2005. Thisis
in consistency with the availability of data for other control variables. The main variables are
“business density” which is the number of total registered corporations divided by total working
age population and “new density” which is the number of newly registered corporations divided
by the total working age population. The variable of prime importance is “new density” as it
captures the new entrepreneurial initiatives within the country.

Our explanatory variable of interest is media freedom. The data for this is taken from the
Freedom House Index. Freedom House's survey data is the most comprehensive dataset
available on global media freedom. The level of press freedom in each country is based on
twenty three methodology questions divided into three categories: the legal environment, the
economic environment and the political environment. The legal environment category judges
laws that restrict media content, the ability of journalists to operate freely within the country,
and the government’ s use of regulations to curb media operations. The degree of political control
over the content of news media forms the basis for the political environment. The economic
environment includes the structure of media ownership, transparency and concentration of
ownership and the impact of corruption and economic institutions on media. The press freedom
score ranges between 0 and 100 points. The Freedom House index assigns a higher score to
lower levels of press freedom. Thus, for the convenience of our analysis, the scores have been
rescaled so that a higher score denotes a more free media environment.

In our analysis, we also control for other economic policies and regulations that can

affect the rate of entrepreneurship through the use of a variable reflecting the level of “economic



freedom” within each country. We consider two different indices of economic freedom compiled
by the Fraser Institute and Heritage Foundation respectively.

The choice of other control variables is based on prior literature on the determinants of
entrepreneurship including the working age population as a percentage of GDP, male labor force
participation rate, GDP per capita (in constant 2000 U.S. dollars), foreign direct investment
(FDI) inflows, and financial sector development. While the first three are geographic and
demographic factors, the latter two are important factors contributing to a successful and
encouraging entrepreneuria-friendly environment. All these data have been taken from World
Development Indicators (WDI) 2007 database. For the alternative measure of financial
development, we use the Beck, Demirgiic-Kunt and Levine (2000) database. Appendix 2 provides a

description of all the variables used in the analysis.

V. Methodology and Empirical Analysis
Prior to performing our econometric analysis, it is worthwhile to examine the correlations in the
raw data between the rate of entrepreneurship and press freedom. Figure 1, panels (a) and (b)
show the scatter plots of our data for press freedom versus both business density and new
business density respectively. Even in the raw data there appears to be a clear positive
correlation between press freedom and the rate of entrepreneurship using either measure.
[Figure 1 about here.]

To explore our hypothesis controlling for other factors, we undertake pooled ordinary
least square (OLS) analysis. Regressions based on pooled data combine time and space and,
hence, allows greater variability of the data in comparison to a simple time-series or cross-

section sample (Hicks 1994 and Schmidt 1997). We undertake a pooled OL S estimation for an



unbalanced panel of 92 countries over the years 2000 to 2005.* We run the following empirical
specification:

Entreprensurship, =F;+F,Press Freedom +(;X +¢,

Where Entrepreneurship;; represents the specific measure of entrepreneurship used in the
specification (either business density or new business density) for country i in time period t.
Press Freedom;; is our main variable of interest, and X, is the matrix of control variables. The
control variables used for the benchmark regression are total working age population, GDP per
capita constant, male labor force participation rate, level of financial development, foreign direct
investment (FDI), and economic freedom. The proxy used for financial development is domestic
credit provided by banking sector (we examine aternative proxies later). Based on our
hypothesis, we expect f to be positive implying that higher press freedom generates a higher
rate of entrepreneuria activities.
[Table 1 about here.]

Table 1 presents our benchmark results. To uncover any problems with correlations
among the independent variables we run the regressions first considering the variables for
financia development and FDI separately and then including them together in a single
regression. We subsequently add the control for economic freedom. The results show that press
freedom is positive and significant at the 1% level. Thus, the higher is the level of the press
freedom within a country, the greater is the rate of entrepreneurship. Regarding the controls,
almost everything is significant except financial development. As expected, total working age
population, GDP per capita, and male labor force participation rate have a positive impact on

entrepreneurship rates. In column (2) we control for FDI inflows and do not include financial

* Following previous literature, we have also checked the robustness of our findings by running both cross-country
and 5 year panel regressions. Our results remain unaffected with the alternate specifications.



development. The results almost remain identical and the coefficient of press freedom remains
significant at the 1% level. In column (3) we include both financial development and FDI
inflows. The coefficient of press freedom is still positive and significant at the 1% level. In the
subsequent pair of columns we also control for each country’s level of economic freedom (first
the Fraser Institute measure, then the Heritage Foundation measure). In both cases, economic
freedom is positively associated with entrepreneuria activity, as expected, and press freedom
remains significant and positive at the 1% level.
[Table 2 about here.]

We run identical specifications in Table 2 but with an alternative measure of
entrepreneurship, new business density. This measure gives an estimate of the amount of new
business activities which are arising in the country in each time period. The results are almost
identical to those found using total business density. The coefficient of press freedom is positive
and significant at the 1% level in all specifications. Thus, the results imply that countries with
more press freedom have higher levels of entrepreneurship. Economic freedom also remains

positive and significant at the 1% level for new business density.

V. Robustness
We performed a battery of possible robustness checks on our data, and our results remained
unchanged. In this section we discuss these aternative specifications and methodologies we
used to ensure the robustness of our results.

First, the presence of outliers in a sample can lead to biased estimates. Thus, we
employed robust regression specifications to control for any possible outlier effects in our

sample. Table 3 presents these results for both measures of entrepreneurial activity and both



measures of economic freedom. For all specifications, press freedom remains positive and
significant at the 1% level.

In addition to running our main pooled OL S specifications, we also performed individual
cross-sectional regressions for each of the five time periods separately, regressions using an
aternative measure of financial development (private credit given by banks and other financial
institutions), and specifications including country unemployment rates, all of which resulted in
identical results to the ones presented above. Thus, our results lead to a clear conclusion: the
level of press freedom is a positive, significant, and robust determinant of the rate of

entrepreneurship in a country.

V1. Conclusion

This paper is an important contribution to the entrepreneurship literature. So far, research has
shown that factors like liquidity constraints, government regulations, and economic freedom are
important determinants of entrepreneurship rates across countries. In this paper we show that,
accounting for all of these variables, one other factor — a free media — significantly impacts
entrepreneurship rates as well. A free press generates information flows that lead to a higher rate
of innovation and a greater ability of entrepreneurial ventures to succeed and penetrate the
national marketplace. Our results are robust to alternative model specifications and the inclusion

of alternative control variables.
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Figure 1: Press Freedom and Entrepreneur ship
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Table 1: Pooled Ordinary L east Squar es Estimates of the Impact of Press Freedom on

Business Density

Independent Variable: @ (2 (©)) 4 (5)
Press Freedom 0.249*** 0.246*** 0.243*** 0.202x** 0.199***
(0.083) (0.082) (0.081) (0.063) (0.056)
Total Working Age Population 1.684*** 1.514*** 1.522%** 1.500%** 1.286***
(0.217) (0.218) (0.224) (0.221) (0.199)

GDP per cap’ (constant US $ 2000) 0.7%** 0.6*** 0.5%** 0.2 0.2

(0.2) (0.2) (0.2) (0.2) (0.2)

Male Labor Force Participation Rate 0.433* 0.291 0.292 0.346 0.140
(0.237) (0.248) (0.252) (0.254) (0.232)
Financial Development 0.0146 0.0321* 0.0436** 0.0301*
(0.0153) (0.0164) (0.0179) (0.0158)

FDI 0.0630* 0.0693* 0.0356 0.0533
(0.0369) (0.0373) (0.0351) (0.0342)
Economic Freedom 7.460*** 0.692* **
(2.275) (0.159)
Constant -140.5***  -120.7***  -121.5***  -166.3***  -130.9%**
(31.16) (32.78) (33.56) (36.52) (32.23)

Observations 360 356 353 333 353
R-squared 0.461 0.458 0.460 0.475 0.494

Notes: Robust standard errors in parentheses; economic freedom variable in column 4 isthe
Fraser Institute index and in column 5 is the Heritage Institute index; significance levels:
*rk = 19%, ** = 5%, * = 10%.

®> GDP per capitaisin constant 2000 US $ (billions).



Table 2: Pooled Ordinary L east Squares Estimates of the mpact of Press Freedom on New Business Density

Independent Variable: Q) (2 ©)] 4) (5)
Press Freedom 0.0216*** 0.0225*** 0.0221*** 0.0187*** 0.0154***
(0.0075) (0.0080) (0.0078) (0.0063) (0.0046)
Total Working Age Population 0.136*** 0.131*** 0.133*** 0.174*** 0.106***
(0.019) (0.020) (0.020) (0.027) (0.018)
GDP per cap® (constant US $ 2000) 0.09*** 0.09*** 0.09*** 0.03 0.05**
(0.02) (0.02) (0.02) (0.02) (0.02)
Male Labor Force Participation Rate 0.0628* ** 0.0606* * 0.0604** 0.105*** 0.0434*
(0.0222) (0.0236) (0.0234) (0.0337) (0.0228)
Financial Devel opment 0.00327* 0.00377* 0.00656* ** 0.00345*
(0.00191) (0.00196) (0.00231) (0.00183)
FDI 0.00137 0.00183 -0.00322 -0.000475
(0.00310) (0.00310) (0.00331) (0.00271)
Economic Freedom 1.148*** 0.104***
(0.290) (0.0230)
Constant -13.56* ** -13.18*** -13.25%** -26.21*** -15.79***
(2.825) (3.008) (2.999) (5.405) (3.340)
Observations 447 443 440 398 439
R-sguared 0.385 0.381 0.382 0.417 0.435

Notes: Robust standard errors in parentheses; economic freedom variable in column 4 is the Fraser Institute index and in column 5is
the Heritage Institute index; significance levels: *** = 1%, ** = 5%, * = 10%.

® GDP per capitaisin constant 2000 US $ (billions).



Table 3: Robust Regression Estimates of the Impact of Press Freedom on Business Density

and New Business Density

Dependent Variable:
Business Density New Business Density
Independent Variable: D (2 (3 (4
Press Freedom 0.0824***  0.0793*** 0.00327* 0.00394
(0.0266) (0.0292) (0.00196) (0.00273)
Total Working Age Population 0.360** 0.418** 0.0381*** 0.0618***
(0.161) (0.1278) (0.00937) (0.0142)
GDP per cap’ (constant US $ 2000) 0.62*** 0.65%** 0.06*** 0.06***
(0.09) (0.09) (0.06) (0.08)
Male Labor Force Participation Rate | -0.724*** -0.717%** -0.0226*** -0.0189
(0.230) (0.2142) (0.00828) (0.0126)
Financial Development -0.0186 -0.0271 0.00141 0.000218
(0.0162) (0.0179) (0.00104) (0.00151)
FDI 0.0274* 0.0333* 0.00759***  0.00819***
(0.0164) (0.0177) (0.00128) (0.00169)
Economic Freedom 0.428*** 3.563*** 0.0242*** 0.270***
(0.0785) (1.138) (0.00579) (0.0941)
Constant 17.47 16.64 -1.518 -3.400*
(18.41) (20.58) (1.101) (1.821)
Observations 353 333 439 398
R-sguared 0.631 0.589 0.697 0.585

Notes. Standard errors in parentheses; economic freedom variable in columns 1 and 3 isthe

Fraser Institute index and in columns 2 and 4 is the Heritage Institute index; significance
levels. *** = 10, ** = 50, * = 10%.

’ GDP per capitaisin constant 2000 US $ (billions).



Appendix 1: List of Countriesin Sample

Albania Greece Oman

Algeria Guatemala Pakistan
Argentina Haiti Peru

Armenia Hong Kong Philippines
Australia Hungary Poland

Austria Iceland Portugal
Azerbaijan India Romania
Bangladesh Indonesia Russian Federation
Belgium Ireland Senegal

Bolivia |srael Singapore
Bosnia and Herzegovina Italy Slovak Republic
Botswana Jamaica Slovenia

Brazil Japan South Africa
Bulgaria Jordan Spain

Burkina Faso Kazakhstan Sri Lanka
Canada Kenya Sweden

Chile Kyrgyz Republic Switzerland
Colombia Latvia Syrian Arab Republic
Republic of Congo L ebanon Tajikistan
Croatia Lithuania Tanzania
Cyprus L uxembourg Thailand

Czech Republic M adagascar Tunisia
Denmark Malaysia Turkey
Dominican Republic Malawi Uganda
Ecuador Maldives United Kingdom
Egypt Malta Ukraine

El Salvador Mexico United States
Finland Morocco Uzbekistan
France Netherlands Vietnam
Georgia New Zealand Y emen, Rep.
Germany Nicaragua Zambia

Ghana Norway




Appendix 2: Data description and Sour ces

Variable Name (source)

Description

| Mean (Std.Dev.)

Dependent Variables:

Business Density (1)

New Density (1)

Number of total registered corporations divided by
total working age population

Number of newly registered corporations divided by
the total working age population

27.27 (26.85)

2.24(3.16)

Independent Variables:

Press Freedom (2)

Economic Freedom Index (3)

Economic Freedom Index (4)

Working Age Population (5)

Male Labor Force Participation Rate
EBSI)DP per capita constant (5)

FDI Inflows (5)

Financial Development (5)

Financial Development (6)

An index representing the dependence of the press on
government. The level of press freedom in each
country is based on twenty three methodology
guestions divided into three categories: the legal
environment, the economic environment and the
political environment. It ranges from 0 to 100 which
higher scores representing worse conditions. The
scores have been re-scaled for this study.

An index where higher scores represents better
conditions. The index ranges from 0O to 10 with higher
scores signifying better situation.

The Index of Economic Freedom is built upon
analysis of 10 specific components of economic
freedom, some of which are themselves composites
of additional quantifiable measures. The 10
component scores are equally weighted and averaged
to get an overal economic freedom score for each
country. The index ranges from 0O to 100.

Population ages 15-64 as a percentage of total
population (%* 100)

Male labor force participation rate as a percentage of
mal e population aged 15-64 (%* 100)

GDP per capita (constant 2000 US $). Reported in
billion US $.

Net inflows of foreign direct investment
percentage of GDP (%* 100)

Domestic credit provided by banking sector as a
percentage of GDP (%*100)

Private credit by deposit money banks and other
financial institutions to GDP

as a

59.71 (26.27)

6.70 (0.88)

62.07 (10.09)

63.45 (5.92)
80.31 (6.09)
8.82 (1.14)
6.99 (33.15)
73.09 (57.16)

0.57 (0.47)

Sources.

1. World Bank Entrepreneurship Survey, 2008 Database

Freedom House
Fraser Institute
Heritage Foundation

ok~ wWN

World Development Indicators (2007) Database
Beck, Demirglic-Kunt and Levine (2000) Database




