Island Studies Journal, ahead of print

Perceptions of entrepreneurial ecosystems in remote
islands and core regions

Carmen Freitas
Department of Management & Economics, University of Madeira, Portugal
carmenf@staff.uma.pt (corresponding author)

Michael Kitson
Cambridge Judge Business School, University of Cambridge, UK
m.kitson@jbs.cam.ac.uk

ABSTRACT: The existence of an eftective entrepreneurial ecosystem is important for economic
development and growth. This study considers how entrepreneurial ecosystems are perceived
and operate in different locations focusing on remote islands compared to core/central regions.
In particular, this study focuses on two remote island economies (the Canary Islands, in Spain,
and Madeira, in Portugal), compared with Catalonia and Lisbon which are two core regions in
Spain and Portugal. The evidence, based on a large-scale survey, shows that firms in remote
islands perceive that they operate in a less favourable entrepreneurial ecosystem compared to firms
in core regions although the findings show that there are significant variations across sectors of’
activity. Thus, the appropriate strategies for entrepreneurial action and for policy makers will vary
depending on the characteristics of the ecosystem.
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Introduction

Entrepreneurship is a fundamental factor of economic and social development which helps explain
regional disparities in economic growth (Audretsch & Thurik, 2004; Wennekers & Thurik, 1999).
Regional economic and institutional conditions not only vary but will play a crucial role in the
entrepreneurial process (Gartner, 1985). In particular, new firms are directly influenced by their
locality, their survival being dependent on their adaptability and ability to maximize
entrepreneurial efforts within a specific environmental setting (Aldrich & Martinez, 2001;
Baldacchino et al., 2008; Romanelli, 1989). Recent research has cast this process in the context
of local or regional entrepreneurial ecosystems; a concept first coined by Moore (1993) which,
according to Isenberg (2010, p. 43) “consists of a set of individual elements—such as leadership,
culture, capital markets, and open-minded customers—that combine in complex ways” to
promote the entrepreneurial activity.

This study focuses a key dimension of entrepreneurship: perceptions of the entrepreneurial
ecosystem and factors and problems that encourage and constrain entrepreneurial activity (here
defined as new firm formation). To highlight the importance of location, this study focuses on
remote or peripheral locations compared to core or central regions. In particular, this study focuses
on two remote island economies (the Canary Islands in Spain and Madeira in Portugal) which
can be characterized as sub-national island jurisdictions according to Baldacchino (2006);
compared with Catalonia and Lisbon which are two core regions in Spain and Portugal (Martin,
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2003) respectively. Although remote islands may be expected to have a unique and uncertain
ecosystem for entrepreneurial activity, there is limited analysis of entrepreneurship in this type of
region (Baldacchino & Fairbairn, 2006; Burnett & Danson, 2017; Danson & Burnett, 2014;
Garcia-Rodriguez et al., 2016; Lovelock et al., 2010; Yusuf, 1995). For Read (2008), one of the
reasons for this gap in the literature is the low absolute volume of capital flows. This study helps
to address the gap by investigating the following research questions: what do entrepreneurs
perceive to be the differences in the entrepreneurial ecosystem between remote islands and core
regions; and what difterentiates the new firm formation process in remote islands compared with
core regions? In doing so, we contribute to the study of entrepreneurship by analysing the
uniqueness of the phenomenon in the specific context of island economies.

This paper is structured as follows. The next section analyses the concept of the
entrepreneurial ecosystem and discusses the differences between remote and core regions to help
develop the research hypotheses. The third section outlines the research methodology and the
data collection process. The fourth section presents the main results of the study. The final section
concludes and includes the implications for policy.

Spatial differences in entrepreneurship ecosystems: theory and hypotheses

Economic and entrepreneurial activity on remote islands

According to Sufrauj (2011, p. 20), “Size and geography contribute largely to shaping the
economic structure of nations [...] smallness and remoteness are features that are likely to
deter the economies of islands.” Briguglio (1995) identified two important vulnerabilities
of remote islands: small size; and insularity and remoteness. These vulnerabilities impact
economic activity in remote islands due to:

Limited natural resource endowments leading to a high import content; limitations
on import-substitution possibilities due to the small size of the domestic market;
dependence on a narrow range of products and services; limited ability to influence
domestic prices of exports and imports; limited ability to exploit economies of
scale, mostly due to indivisibilities and limited scope for specialization; (and)
limitations on domestic competition (Briguglio, 1995, pp. 1616-1617).

Therefore, the specific characteristics of the remote islands will result in a “rent-seeking
economic structure, limited industrialization, a relatively large bloated public sector, and a
very small private sector” (Baldacchino, 1999, p. 80) and have adverse eftects on their
economic growth (Read, 2004). Thus, the nature of entrepreneurial activity will be
constrained by resources and conditions and, consequently, will generally be oriented to
imports, trade, and consumption (Baldacchino, 2005).

Entrepreneurial ecosystems

The entrepreneurship ecosystem is an arrangement of fundamental activities and resources which
determine regional entreprencurial dynamics (Acs et al., 2015). It comprises “a set of
interconnected entrepreneurial actors and organizations, institutions, and entrepreneurial processes
which formally and informally coalesce to connect, mediate and govern the performance within
the local entrepreneurial environment” (Mason & Brown, 2014, p. 5). Several empirical studies
have identified the factors, characteristics, and conditions perceived as fundamental to the
development of entrepreneurial activity in a region (e.g. Bull & Winter 1991; Fritsch & Schindele,
2011). These studies identify six important domains of the entrepreneurial ecosystem: social and
demographic, economic, technological, financial, infrastructural, and policy.
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Entrepreneurial ecosystems in remote and core regions: some hypotheses

Remote and core regions are at two ends of the location spectrum: the location of the former
potentially leads to low economic development and growth; whereas the latter may have all the
necessary resources to flourish—economically, socially, and culturally. Kaufmann and Malul
(2015, p. 1345) define a core region “as a region with strong, concentrated economic activity
that exhibits economies of scale and specialization.” Whereas a remote region, which can be rural
and/or peripheral, is at the “edge of a communication system, where they are away from the
core or controlling centre of the economy” (Goodall, 1987, p. 350). Anderson (2000) emphasizes
that peripheral regions are best understood as a subordinate to a core region, and are usually
characterized as: separated in space from the core regions; with limited markets, income, growth,
scale of production, and skilled labour, which condemns peripheral firms to remaining small; and
different in cultural terms when compared to core regions. Additionally, the peripherality may
also create the added barrier of limited access to information (Beer, 2004).

The notion of remoteness is a relative concept, and in the specific case of small islands this
concept is magnified due to: the limited extent of labour market, a small population that might
be further reduced by the emigration of skilled labour, and a small domestic market which fosters
the formation of local oligopolies and monopolies (Sufrauj, 2011). These regions will also suffer from
inadequate access to technology and investment capital (Baldacchino, 1999), from limited economic
interactions (Sufrauj, 2011), and from limited accessibility, being in disadvantage “compared with
the mainland for transport choice, travel time and costs” (Spilanis et al., 2013, p. 2016). However,
the discussion of peripherality and remoteness in the small island context is not straightforward.
As Grydehoj et al. (2015, p. 4) emphasize, the field of island studies needs to understand:

islands on their own terms precisely by combatting the futile provincialisations of an
island rhetoric that tacitly accepts the dominance of the centre in its championing of the
periphery. Only by permitting ourselves to regard islands as centres within complex
networks of centrality and peripherality—rather than simply as peripheries or as mystical
centres unto themselves—can we transcend the savage inequalities of how we speak
about and act upon both islands and mainlands. Only then can we place islands in context
and place context on islands.

Moreover, not all authors agree with the “vulnerability paradigm” surrounding small islands (e.g.
Baldacchino, 2015). Baldacchino and Bertram (2009) present different development alternatives,
where the specificities of island economies are not insurmountable obstacles but are characteristics
that can lead to dynamic flexibility. However, a strong stream of literature argues that remote islands
have deficiencies in their entrepreneurial ecosystems compared to core regions, making the former
less attractive for economic activities (Spilanis et al., 2013) leading to the following hypotheses.

e Hypothesis 1: firms in core regions will perceive that they operate in a more favourable
entrepreneurial ecosystem compared to firms that operate in remote islands (where
‘entrepreneurial ecosystem’ domains are social and demographic, economic, technological,
financial, infrastructural, and policy).

Entrepreneurial opportunity is defined “as a situation in which a person can create a new
means-ends framework for recombining resources that the entrepreneur believes will yield a
profit” (Shane, 2003, p.18); its discovery is perceived as essential for entrepreneurship activity
(Shane & Venkataraman, 2000). In this process, the access to information is fundamental (Shane,
2000) and this is influenced by an individual’s life experience, social networks, and social processes
(Mason & Harvey, 2013). Additionally, context will also be an important factor, as stressed by
Welter (2011, p. 165), “context simultaneously provides individuals with entrepreneurial
opportunities and sets boundaries for their actions; in other words, individuals may experience it
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as asset and liability.” Given the unique characteristics of island economies discussed above,
especially a limited access to information (Beer, 2004); limited resources and capacities to
participate in relevant network activities; low density of research, development, and innovation;
and technology and skills gap (European Union, 2017), it is hypothesised that:

e Hypothesis 2: firms in core regions will perceive it to be easier to identify a business
opportunity in their sector of activity compared to firms that operate in remote islands.

Importance of government policy for remote islands

[senberg (2011, p. 13) argues that the main function of government is to cultivate a virtuous cycle
of entrepreneurship, and that the shortest path is to “directly create, enhance, cultivate, evolve—a
geographically concentrated ecosystem that is conducive to entrepreneurship and its success.” To
achieve effective results, policy measures need to be customized and tailored to the local area
(Cheng & Li, 2011; Dubini, 1989; Frederick & Monsen, 2009; Fritsch & Storey, 2014). This
differentiation is required because there are considerable difterences in regional entrepreneurship
ecosystems, and policy needs to be adapted to island specificities (Spilanis et al., 2013). In remote
islands, governmental policy can influence the development of entrepreneurial activity as it can
address gaps in resources and competence needs of entrepreneurial firms (Amoroés et al., 2013;
Levie & Autio, 2008). Therefore, island entrepreneurs consider government support a critical
factor for their success (Yusuf, 1995). It is thus hypothesised that:

e Hypothesis 3: in terms of new firm formation, the support from governmental policy will
be more important for firms in remote islands compared with firms in core regions.

New firm formation process is the action undertaken by entrepreneurs to legally create an entity
to explore a business opportunity. Support from government to assist new entrepreneurs includes
low legal requirements to establish a business and attractive fiscal incentives.

Geographic and economic constraints of remote islands

Regions that have good access to resources, a large market size, and an encouraging
entrepreneurial culture may be expected to have more dynamic entrepreneurial activity compared
to regions that have geographic and economic constraints, defined as: 1) high transportation costs,
2) small regional market, 3) low economic diversity, 4) high geographic distance from customers,
and 5) high geographic distance from suppliers. Thus, it can be hypothesized that:

e Hypothesis 4: when establishing new firms, entrepreneurs in remote islands will place
more emphasis on problems linked to geographic and economic constraints compared to
entrepreneurs establishing firms in core regions.

Data and methods

This study considers the entrepreneurial ecosystems in four regions in two countries: Spain
(Canary Islands and Catalonia) and Portugal (Madeira and Lisbon). Additionally, three diftferent
sectors of activity were analysed: medical and dental instruments and supplies (manufacturing);
travel agencies, tour operator reservation services and related activities and amusement and
recreation activities (tourism); legal accounting, book-keeping, and auditing activities and tax
consultancy (business services). The cross-sectional survey questionnaire used in this research was
a specific tool designed to collect data that was not available elsewhere. The data was collected
in 2010 during a world economic crisis when governments in Spain and Portugal were
implementing severe measures to control public deficits. This macroeconomic and fiscal context
may have influenced the respondents’ perception of the entrepreneurial ecosystem, especially the
economic and financial domains.
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The questionnaire methodology followed established procedures to ensure empirical validity
and reliability. It should be stressed, however, that the survey was concerned with the perceptions
of the respondents and not independently observable evidence of entrepreneurial behaviour. This
subjective approach provides a unique perspective. First, the respondents in the survey were
experts in their sector of activity to provide valid and useful information for our research. Second,
perceptions are primary drivers of entrepreneurial activity—what individuals perceive are
important determinants of subsequent behaviour.

Data collection and reliability

Using the online Yellow Pages, a database of firms in Spain and Portugal was created at the
beginning of 2010. This method was deployed as there was no other database with the required
information, and this online platform allowed search by location and sector of activity. The
questionnaire was created to be used online and thus required respondents to have an e-mail
account. All firms that did not had an e-mail account, on the yellow pages or on their institutional
website, were excluded from the database. The final database included the information (name,
activity, postal address, telephone and fax number, e-mail address, and (normally) URL) of 2,694
firms from Spain and 1,006 firms from Portugal. The definition of ‘firm’ adopted in conducting
this research was a legal entity which has at least one employee, thus excluding self-employed
people from the study. The 3,700 firms were contacted by e-mail, requesting their participation
in the online questionnaire; followed, if required, by a telephone reminder. In the case of the
manufacturing sector in Madeira, which only had a total of 17 firms, a paper version of the
questionnaire was delivered to each firm’s premises.

A total of 595 completed surveys were collected from all four regions. The total response
rate was of 16%: varying from 7.7% in Catalonia to 44.3% in Madeira. It is important to note that
the participation of firms from the manufacturing sector was limited by their low access to information
technology and that the higher response rate in Madeira was due to the help provided by the
local chamber of commerce that encouraged firms to participate in the study. Nevertheless, despite
the random selection, there were difterences between regions regarding the response rate, which
made it necessary to test for potential non-response bias. The Armstrong and Overton (1977)
approach was used to estimate the non-response bias by comparing early respondents with late
respondents (where late respondents were used as proxies for non-respondents). The Mann-
Whitney U test between these two groups of responses in all four regions did not reveal statistical
significant differences. Additionally, a comparison between the sample structure with the overall
population of firms shows that the respondent firms were representative of their localities.

The survey instrument

The questionnaire consisted of closed questions, divided into four sections (questionnaire available
from the authors on request). In the first section, respondents were asked to provide demographic
and financial information about their firm and social and demographic information about
themselves. In the remaining sections, respondents were asked to use a five-point Likert scale to
assess: in section two, the entrepreneurial ecosystem in their region; in section three, the most
important factors in new firm formation in their sector of activity; and in section four, the major
problems when creating a new firm in their sector of activity. The variables used in these sections
were drawn from an in-depth literature review of the remote island limitations, entrepreneurial
ecosystems, and of the factors, characteristics, and conditions that are fundamental to the new
firm formation (e.g. Armington & Acs, 2002; Choi & Phan, 2006; Cromie, 1987; Davidsson,
1991; Dubini, 1989; Greve & Salaft, 2003; Kirchhoff et al., 2007; Klappera et al., 2006; R eynolds
et al., 1994; Sutaria & Hicks, 2004; Tamasy, 2006). Although the questionnaire was created to
provide information on the spatial variations in entrepreneurial ecosystems, it was built on the
foundations of other successful surveys of business performance (Cosh & Hughes, 2007; Cosh et
al., 2008; Goodbody, 2002; OECD, 2004; Quince & Whittaker, 2002):
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Table 1: Firms’ sample composition (N= 595).

e Total Fem ote islands Core regions
irm
N o Canary Madeira Cataloma Lisbon
< 6 years 147 247 31 26 29 BT ER 204 39 306
6 to 10 years 147 247 30 219 40 313 2% 204 49 254
2 11 to 20 years 1T 2T 53 330 30 30.5 34 248 32 269
= = 20 years 124 208 24 175 20 156 47 343 33 171
Micro 404 830 118 861 101 79 112 Bl1E8B 163 245
& Small a0 15.1 18 13.1 2T Iy 3 153 24 124
w Medium/large 11 18 1 0.7 0 0.0 4 29 [ 31
< €150,001 245 412 39 431 62 484 3B 277  B6 44 6
€130.001 to
£500.000 157 264 42 37 22 17.2 46 336 47 244
€300.001 to R
£2.500,000 83 143 16 117 13 117 e el B 130
€2.500.001 to
£3.000.000 . 35 fli 155 (1] 4.7 3 58 5 2.6
€3.000.001 to
UL, 5
< €10,000,000 13 29 Fi 1:5 a9 1.0 X 13 4 Flad |
E = €10,000,000 11 13 0 0.0 3 23 3 -7 5 2.6
£ Do not kmow/
= b 7
= Bl i 39 o9 16 117 11 8.6 11 8.0 21 109
< 0% 135 26.1 47 343 43 336 34 248 31 161
;. 0%% 2 3% 183 308 37 2Ta 42 328 47 343 %7 195
:g' 3.01% to 10% a0 15:% 20 146 11 8.6 Ty 197 32 166
B 10.01% to 23% 33 89 4 29 14 109 11 8.0 24 124
E > 25% 43 TR 2 .8 1 5.5 [ 44 22 114
H
5 gztﬂa‘::f;‘};e 71 119 21 153 11 86 12 88 27 140

Manufacture 94 158 13 109 12 94 33 241 34 176
Tourism 2l 380 33 387 446 35.9 48 350 79 409
Bus. Services 273 462 69 504 70 547 356 409 80 4135

Sector

The characteristics of the sample

Table 1 shows the main characteristics of the survey sample. Approximately 80% of firms had
been established for less than 20 years, and have less than 10 employees, demonstrating that the
entrepreneurial ecosystem in these regions is mainly composed of micro firms with a small
turnover. Table 2 shows that almost half of the respondents are the firms’ founders—the
entrepreneurs; and that one third of the respondents are female. The majority of the respondents
are between 30 and 59 years old and have a College/University degree. An interesting finding
1s that Madeira has the highest percentage of younger entrepreneurs; this may suggest there is a
lack of alternative job opportunities which may push young individuals towards entrepreneurship.
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Table 2: Respondents’ sample composition (N= 595).

Total Eemote islands Core regions
Respondent 3 : . '

N %o Canary Madeira Catalonia Lisbon
o Founder 282 474 65 474 31 8 T 518 93 492
ﬁ Partmer 121 203 23 168 32 2350 24 1735 42 218
o Director 192 323 42 358 45 3321 42 307 36 290
w2« Female 194 326 42 307 43 336 43 328 64 532
% Male 401 674 95 693 ] 664 02 672 120 668
20 to 29 vears 31 5. 2 1.5 2 63 1 20 17 23
g, 30 to 39 years 190 319 A8 XED 2 430 34 M8 63 326

% 40 to 49 vears 208 330 4 394 38 207 54 304 62 321
= 30 fo 39 years Lol S 1 o 35 155 17 133 30 219 41 i |

< More than 59 years 43 T2 g 58 10 18 15 109 10 52

g Firdt School 4 07 3 AR 0 0.0 1 0.7 0 00
'E Middle School 15 25 4 29 0 0.0 9 6.6 2 10
¥ High School 149 250 29 212 44 344 26 190 50 159
E College/ university 30 533 1% 5T 63 508 7 526 108 560
— Postgraduate 10 180 I 100 99 4% % I F 33 171

Results and discussion

Hypotheses 1 and 2: Canary Islands versus Catalonia

To test for statistical differences between the characteristics of the ecosystems in remote islands
and core regions we use the non-parametric Mann-Whitney U test. Table 3 shows that there
are statistically significant difterences in 12 of the 15 factors that characterize the entrepreneurial
ecosystem, when comparing the assessment made by firms in Canary Islands with those in
Catalonia. The majority of the factors have higher mean scores in Catalonia, the exception
being fiscal incentives, which may reflect a higher public policy support in the remote region.
Overall, the results support Hypothesis 1.

Table 3 also shows that there are significant difterences between two sectors in the ease
to identify a business opportunity: manufacturing achieved a higher mean score in Catalonia;
whereas tourism obtained the higher mean score in the Canary Islands. These results, therefore,
only partially support Hypothesis 2.

Hypotheses 1 and 2: Madeira versus Lisbon

Table 4 shows statistically significant differences in a total of 10 factors in the assessment of
the entrepreneurial ecosystem made by firms in Madeira compared with those in Lisbon. The
factors obtained higher mean scores in Lisbon, with two exceptions: social attitudes
encouraging new entrepreneurs and fiscal incentives. Overall, the results support Hypothesis
1. When comparing ease to identify a business opportunity assessment, in all three sectors,
there are no statistically significant difterences. Therefore, regarding the comparison between
Madeira and Lisbon, the results do not support Hypothesis 2.
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Table 3: Mann-Whitney U test results to the assessment of the entrepreneurial ecosystem in
Canary Islands and Catalonia.

: : Mean Mann-

Domains Region Mean SD P Whitney

Social and demographic
Social attitude encourages new Canary 2.5 1 125.8 "
entrepreneurs Catalonia 2.8 | 149.2 i .
Entrepreneurs have good social Canary 24 | 121.16 7146 =
networks Catalonia 2.9 | 153.84 : 356"

. 3 Canary 2.5 1 103.43 2

Good level of schooling and skills Cotleita . 94 09 17157 4,716.5 7 473#n

Adequate  business background Capary 27 09 11632 4895 -
experience by entrepreneur Catalonia 32 09 15868 465%™
Canary 24 09 12481

Good level of demand Cotalositi . 27 0.9 150.19

76455 -2.779*

Economic
Good level of growth in income Canary 1.9 0.8 11908 6.861 =
availability Catalonia 2.3 0.9 155.92 ’ 4. 16"
L : Canary 2.2 09 118.09 L
Supportive industrial structure Catalonia 2.7 0.9 156.91 6.725.5 4.3]%
Technological
: Canary 27 0.9 117.65 -
Efficient knowledge exchange AT i 157 35 6.665.5 4.36+*
: ; : Canary 25 0.9 130.06 :
Public sector invests in R&D i (HE 0.9 144.94 8.365 -1.64
. . : Canary 2.6 08 110 =
Private sector invests in R&D P a4 0.8 165 5617 6.08%*

Financial

Canary 2.1 09 124.72

Good availability of capital 7,634 -2.81*

Catalonia 2.5 1.1 150.28
5 ] ; Canary 3l 1.2 169.58 -
i Catalonia 2.1 1 0542 7% 90w
Infrastructural
N Canary 2.9 1:1 121.47 B
Good communication and transport Conidessd 34 11 15353 7.189 3. 54
; ; ’ Canary 2.5 1 132.6
Good business supportive services Critilontin. 26 | 142 4 87135 -1.07
Policy
: B Canary 22 0.9 133.15
L Y cews 3% B g RS
Easy to identify a business opportunity
. Canary 2.1 12 1543 g
Manufacturing Cotilanitn . 748 08 2771 141.5 -2.48
: Canary 3.0 | 7.1
Tourism Comlinin 36 0k Mae T B
: ]
Business services Comey B 03 R oy s

Catalonia 2.7 0.8 ab79

*p < 0.05, ** p < 0.001 (two tailed)
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Table 4: Mann-Whitney U test results to the assessment of the entrepreneurial ecosystem in
Madeira and Lisbon.

: : Mean Mann-
Domains Region Mean SD Rank Whitney il
Social and demographic
Social attitude encourages new Madeira 31 1 187.57 o
entreprencurs Lisbon 2.6 | 143.38 st A
Entrepreneurs have good social Madeira 3 1 166.21
networks Lisbon 29 1 157.55 LT R
i : Madeira 29 l 12972 T
Good level of schooling and skills Sk 34 09 18174 8.348.5 -5.21
Adequate business background Madeira 2.9 09 14646 194915 242+
experience by entrepreneur Lisbon 31 0.9 170.64
Madeira 33 | 154.15
Good level of demand Y it 34 09 165.54 114755 -1.17
Economic
Good level of growth in income Madeira 2.2 0.8 14449 102385 -2.8%
availability Lisbon 25 09 17195 o i j
; Madeira 2 09 13538
= - o
Supportive industrial structure Vi 25 09 177.99 9,073 -4.23
Technological
: Madeira 2.8 l 15134
Efficient knowledge exchange fiabria 3 1 167 4 11,116 -1.59
. . . Madeira 26 l 154.01
Public sector invests in R&D fidiis 27 09 16564 11457 -1.16
; : ; Madeira 25 1 133.29 -
Private sector invests in R&D ko 3 09 179.38 8,805 -4.56
Financial
R : Madeira 24 09 13982 - o
Good availability of capital geg 27 : 175.05 9,641 348
i Madeira 2.6 1.2 189.88 :
1 1 o
Fiscal incentives S 2 09 141.85 8.656 -A77
Infrastructural
EI Madeira 38 I 150011 £
Good communication and transport Pt n 08 16822 10,9585 -2.02
Y : : Madeira 3.1 1 158
Good business supportive services i 32 : 162.99 11,968 -0.5
Policy
: i Madeira 3 1.1 18043 "
oo coma - S L W Wil
Easy to identify a business opportunity
: Madeira 25 -2 22 XS
Manufacturing i 26 09 2394 189 0.4
. Madeira 26 l 59.48
Towim Lisbon 2.8 1 gy BB el
Business services TR 2 el o 2732 -0.27

Lisbon 2.8 0.9 T4.65

*p < 0.05, ** p< 0.001 (two tailed)
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Hypothesis 3: Important factors in new firm _formation—Remote Islands versus Core Regions

The Kruskall-Wallis H test was used to check for statistically significant differences between
remote islands and core region in the assessment of the most important factors and major problems
in new firm formation, by region and sector of activity. To interpret Tables 5 and 6 there are
three important points to note. First, an asterisk in the first line of a variable indicates statistical
significant differences between all sectors within the same region in that specific variable. Second,
an asterisk in the mean score line of a variable indicates statistical significant differences between
all regions. Third, an asterisk in last column (average score) of a variable indicate statistical
significant differences between all regions within the same sector.

In Table 5 the factors with the highest scores are: identified a business opportunity;
background experience and knowledge of the business; have the necessary capital; and have a
good business idea. The evidence shows that the assessment of the most important factors for
new firm formation are similar across the difterent regions.

Deepening the analysis, it is possible to identify significant statistical differences between
all regions in five of the 11 factors, including: identifying a business opportunity is more important
for new firms in Catalonia and Lisbon compared to the remote islands, and lack of other jobs are
relatively more important in the Canary Islands, which may reflect the high structural
unemployment in the region. Another interesting result is that the majority of mean scores of
the answers diverge from the middle of the scale suggesting that entrepreneurs consider that a
wide range of factors are important for new firm formation—reflecting both individual
characteristics and those of the broader ecosystem.

Regarding the results by sector, firms in the manufacturing sector consider that formal
educational levels are an important factor for new firm formation. Looking at the three factors
used to assess governmental policy; only one had statistical significantly differences, the attractive
fiscal incentives, which obtained a higher score in the Canary Islands. Therefore, the results only
partially support Hypothesis 3.

Hypothesis 4: The major problems in new firm formation—remote islands versus core regions

The assessment of the major problems in new firm formation are presented in Table 6. In general,
including by sector, firms in all regions highlight the following problems: finding sources of
finance and the cost of finance. However, these results may reflect the context of economic crisis
faced by Spain and Portugal during the data collection period when access to financial capital was
squeezed. There are statistically significant differences between the four regions in eight of the
17 problems. As expected, firms in Catalonia and Lisbon consider that high geographic distance
from customers and high geographic distance from suppliers are a minor problem. However, the
problems of management expertise, writing a formal business plan, and coping with regulation
obtained higher mean scores in core regions.
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Table 5: Most important factors in new firm formation (mean scores).

Remote islands

) Core regions Average
i Axity Canary Madeira  Catalonia Lisbon score
Manufacturing 3.3 3.5 35 3.6 35
Help from family  Tourism 33 3.3 34 3.2 33
and friends Business services 3.3 3.2 34 33 33
sossasaissssnin RN . o 0 N Yo sy
) Manufacturing 4.1 4.0 4.2 4.1 4.1
lﬁie'?"ﬁe‘ia Tourism 3.9 4.1 42 43 41"
D;;L':fjﬁiw Business services 4.0 40 4.1 4.1 4.1
oo Meanscore 407 40 42 42
Manufacturing 44" 4.3 4.1 39 4.2
Egm‘at'_ " Tourism 3.7 37 3.7 37 3.7
e Business services 3.8 3.9 40 4.1 40
st nn e DN oo B o A ol BB ovvommagssscsn
Manufacturing 4.5 4.3 4.5 44 4.4
Backeround Tourism 4.2 4.5 4.2 4.5 4.4
experience Business services 4.1 4.3 4.2 4.5 43
Mean score 42 4.4 4.3 4.5
Manufacturing 3.5 3.7 35 3.6 36
R fann Tourism 3.5 36 34 3.2 34
governmental ! g .
programmes Business services 3.2 3.5 3.1 3.2 33
Manufacturing 36 3.6 36 35 36
Low legal Tourism 3.7 3.5 38 3.5 36
requirements Business services 3.5 3.6 33 35 35
Manufacturing 4.6 4.5 44 4.5 4.5
i Tourism 42 43 44 43 43
Necessary ; .
capital Business services 4.2 4.2 4.2 4.1 4.2
Al Manufacturing 3.7 3.6 37 37 37
Fiscal Tourism 3.9 3.7 38 34 37
incentives Business services 3.9 3.6 i3 3.2 3.5
D ... . ... SO (S S . ... . W
Btk Manufacturing 43 4.2 4.4 4.3 4.3
good Tourism 4.2 4.6 44 4.5 44"
business Business services 4.3 4.3 43 43 43
s Mean score 43 44 44 44
Manufacturing 29 2.7 34 34 3.1
Entmpmmumh{p TGI]I‘iSI‘I‘l 3.3 3.0 3.3 3.' 3.2
runs in family Business services 3.6 3.2 34 34 34
Manufacturing 3.5 : 3.2 3.2 33
ECh L Tourism 36 29 34 33 &
other jobs/ J y L
opportunities Business services 3.8 3.5 33 3.1 34
Mean score 37 3.2 i3 3.2

* p<0.05,** p< 0.00]
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Table 6: Major problems in new firm formation (mean scores)

Problems Activity R Y S S
Canary Madeira Catalonia Lisbon SCOTE
Manufacturing i i 27 34™ 21 2.8
Management Tourizm 23 25 .5 29 2.6
expertise Business services 29 2.3 31 29 2.0
Mean score 2.6 27 2.9 29 N
T Manufacturing 23 N T 29 T
Wikinga Tourism 2.7 2.8 24 2.9 2.7
formal ; ;
business plan Business services 2.8 .4 29 31 29
Mean score 27 2. | 2.8 o0
T Manufacturing 32 ¢ 3 30 31
Finding Tourism 2.6 3.4 2.6 28 2.9°
premises Business zervices 2.6 2.6 24 26 2.6
e Memmscore 27 20 26 a8
Manufacturing 3.9 &3 38 i 3.7
Cost of Tourism 3.4 i) 37 34 36
premises Business zervices 35 3.6 34 36 35
Mean score B 3.6 36 a5
T Manufacturing | 43 38 43 a1 &
Fipding Tourism 4.0 42 4.3 3.8 4.1"
source of ; !
PRI Busziness services 4.2 39 4.1 39 4.0
Mean score 41" 4.0 42 L
T Manufacturing | 440 41 39 39 a
Cost of Tourism 3.7 4.1 4.2 3.8 4.0°
finance Business services 3.9 38 e 39 1.8
OO, . ....... NS . L L . S B e
Manufacturing 35 x3 3.2 33" 34
Finding Tourism 3.1 36 3.5 31 3.4
customers Business services 3 3.0 36 38 3.7
Mean score 3.3 37 35 34
T Manufacturing 39 g™ a3 38 39
*:r":}g?ﬁ’c'l“'f Tourism 3.3 2.9 3.6 3.1 3.2
SRk Business services 37 33 35 33 3.5
Mean score 3.5 3.2 3.6 33 _
T Nanufacturing 3.9 T AR T A 34 -
Emplovee Tourism 3.4 35 37 34 A
costs Business services 5 3.5 34 a5 3.5
Mean score 36 35 36 34
T Manufacturing L ag axr 36~ 34
Lgag Tourism 3.4 3.4 3.6 3.5 35
:;lglhuhtinn Business services 3.1 3.1 3.1 2.9 3.1
Mean score 3.2 32 34 33
""""" T Manufacturing 39 28 3229 Al
Competing 1155 28 3.8 34 3.1 33"
with other : ) 4
P Business services 3.1 35 31 34 33
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Manufacturing 3.2 2.8 37 3.4 "7 .
Lack of Tourism 3.2 3.0 32 3.0 31
- B 28 27 26 2.7 27
SI.IIJPDIT
e b OO . LV .. SRR .. SR
Manufacturing 3.9 34 3E . 7 g 34
m . Tourism 27 37 2.7 2.7 3.0”
pcy Business services 2.9 27 2.1 23 2.5
Mean score 29" 31 2.5 2.6 _
" "Manufacturing 3.3 34 28 28 31
Small Tourism 3.0 3.9 2.8 2.8 8 o
g Business services 3.4 3.9 25 28 3.2
i Manufacturing 3.7 34 2.7 2.5 1™
Tl Tourism 3.2 3.8 2.6 2.4 3.0
diversity in Business services 3.3 3.6 2.5 23 2.9"
High : Manufacturing 25 30 2.0 2.1 2.4
S Zg'“c Tourism 23 27 2.0 19 29
s Business services 2.5 24 2.0 1.8 4. o
customers MCEIII sCOore 2.4" 2.5 2.{} 1.9
"High Manufacturing  3.9° 36 21 20 2077
geographic Tourism 2.5 2.5 1.9 1.8 %
e Business services 2.7 24 1.8 17 iy
suppliers Mean score 2.7 2.6 1.9 1.8

* p < 0,05, ** p < 0.001

Despite having relatively low scores, the five problems linked to geographic and economic
constraints obtained a statistically higher mean score in the remote islands compared to core
regions. This suggests that the specific locational characteristics of remote islands impose more problems
for new firm formation in comparison to core regions, therefore supporting Hypothesis 4.

Conclusions and implications for policy

Much of the corpus of knowledge on regional development suggests that new firm formation is less
challenging in core regions compared to remote islands, as in the former location there is both easier
access to resources and there are institutions that facilitate transactional relationships. The analysis of
the evidence of this study supports Hypotheses 1 indicating that firms in remote islands do perceive that
they operate in a less favourable entrepreneurial ecosystem compared to the assessment of firms in
core regions. This suggests that the external environmental conditions in remote islands may discourage
new firm formation. Firms in core regions, such as Catalonia and Lisbon, perceive a more favourable
social and demographic domain due to a range of factors. First, a better social network, possibly
reflecting the movement of people and information into these regions, as well as more established
institutions. Second, firms in core regions perceive that they have access to highly educated
workers—this is consistent with published statistics which show a higher percentage of people with
university degrees in Catalonia and Lisbon (in 2010). Third, the relatively superior business experience
in the core regions probably reflects the greater exposure to different occupational compositions.

Firms in core regions perceive their economic and infrastructural domains to be more
favourable compared to firms in the remote islands, reflecting the contrast in the levels of
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economic development. Furthermore, firms in remote islands assigned lower scores to most of
the factors in the technological domain compared to firms in core regions. This is consistent with
Baldacchino’s (1999) argument that remote (and island) regions sufter from inadequate access to
technology; and reflects the lower levels of public and private sector investment in research and
development (R&D) in these regions.

Opverall, evidence from the survey shows that there are statistical significant difterences
between these remote islands and core regions in the majority of the six domains of the
entrepreneurial ecosystem, and that the majority of the factors in these domains were considered
to be more favourable in the two core regions, supporting much of the literature on entrepreneurial
ecosystems and regional development. It should be stressed, however, that there are some aspects
of the entrepreneurial ecosystem that were more favourable in the remote islands. Firms in remote
islands perceive that support from governmental programmes (in the case of Madeira) and fiscal
incentives were higher than assessed by firms in core regions. These findings show that local
governments’ actions will have an important role to play supporting local entrepreneurs in regions
where distance, peripherality, and small size (and islandness) are major problems.

Regional development theory stresses that: limited access to resources, high transportation
costs, and the difficulty in obtaining economies of scale in remote islands may limit the
development of some sectors such as manufacturing. Additionally, the entrepreneurship literature
emphasizes that the entrepreneur’s perception of the scarcity or abundance of critical resources
needed within a region will be a crucial element in his/her decision to create a new firm (Begley
et al., 2005). Thus, the service sector, especially tourism, is perceived as offering more business
opportunities to entrepreneurs in island regions. The analysis disaggregated by sector, in the case
of the Canary Islands and Catalonia, shows that entrepreneurial opportunities vary across the
regions depending on the sector of activity. This confirms Shane’s (2003) view that the industrial,
economic, political, and cultural context in which a person operates influences the decision to
exploit entrepreneurial opportunities. Moreover, these results confirm Winters and Martins (2004)
view that the development of some economic activities in remote islands—such as
manufacturing—is particularly difficult. The results also support the argument that tourism is a
critical area of activity in many small island states (Read, 2004); having a higher probability of
success compared to other sectors (Chancellor et al., 2011).

It has been suggested that the structural characteristics of a region are responsible for regional
variations in new firm formation rates (Davidsson et al., 1994). This study, however, shows that
there are many similarities between new firm formation in remote islands and core regions. The
three factors in new firm formation with the highest mean scores were similar between all regions:
a good business idea, this is consistent with the findings from other empirical studies (e.g., Bosma
et al., 2009; Orhan & Scott, 2001); the necessary capital; and the background experience and
knowledge of the business, confirming Davidsson’s (1991) study. Notwithstanding these
similarities, the perceptions of the effectiveness of the entrepreneurial ecosystem to provide these
factors does diverge between core regions and remote islands. Additionally, the two problems
encountered when creating a firm with the highest mean scores were also similar in all four
regions: finding sources of finance and cost of finance, in accordance with Evans and Jovanovic’s
(1989) findings. Despite the confirmation of hypothesis 4, the results show that problems faced
by entrepreneurs in creating a new business will be similar in remote islands and core regions.
Therefore, this study contributes to the literature, especially the resource dependence theory, by
showing that despite variations in the external environment, the process of new firm formation
is similar in both regions. Meaning that location will not influence the type of resources needed
to create a firm, since entrepreneurs in remote islands or core regions need to assemble a group
of similar resources. As a result, the scarcity or abundance of critical resources in an environment
will be more influential on two other distinct phases: 1) on the decision to exploit an
entrepreneurial opportunity; and 2) at a later stage, in the firms’ survival and growth stage.
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Implications for policy makers

The results show the important role that governments can play in the promotion and development
of entrepreneurship, especially in remote islands. This study has identified practical aspects where
governments can act in order to improve their entrepreneurial ecosystem. First, governments
need to promote the adaptation of new technologies including use of the internet among local
entrepreneurs, which will help businesses promotion and the identification of new business
opportunities. Second, government should help create appropriate logistical conditions and
support higher education in the information technology sector, to encourage the entrance of new
entrepreneurs in this sector which is characterized by high growth businesses. Third, governments
should promote interaction and cooperation between universities/research centres and firms to
improve knowledge exchange and the absorptive capacity of local firms. Moreover, when
attempting to strengthen local entrepreneurial ecosystems, policy makers must take into account
local characteristics and the potential of the local economy—one policy will not fit all. As
emphasized by Fritsch and Storey (2014, p. 950), policy “needs to reflect these differences
(between rural and urban areas) and has to be tailored to local circumstances.”
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