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My dissertation initiates scholarship analyzing income-inequality and entrepreneurship 

at a community level, a market mechanism not tested in prior research on communities 

and organizations. In addition, my dissertation initiates scholarship analyzing deviance 

and entrepreneurship at a community level, an institutional mechanism not tested in 

prior research on communities and organizations, as well as an institutional 

mechanism not developed within wider scholarship on institutions and 

entrepreneurship. The aforementioned analyses constitute chapters three and four of 

my dissertation respectively. 

Scholarship has traditionally argued that increased income equality reduces 

overall levels of entrepreneurship because economic elites will have less excess capital 

to re-invest into new businesses, there will be less incentive to practice 

entrepreneurship, and fewer people will be pushed into necessity-driven 

entrepreneurship. I test an alternative theory, based on social capital theory, arguing 

that a more even distribution of income engenders social capital, which in turn 

increases both the level and quality of entrepreneurial activity in communities. I test 

hypotheses using data from Mexico that tracks the entrepreneurial activity in every 

municipality in the country for the years 2000–2011. Longitudinal and within-country 
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analysis remedy the methodological weakness of prior empirical work in this area. I 

find support for hypotheses grounded in a social capital perspective on income 

equality and entrepreneurship. 

Research at the nexus of institutional theory and entrepreneurship has not 

considered whether, and how, deviance from institutions impacts entrepreneurship. I 

argue that deviance will foster greater entrepreneurial activity in communities where it 

is not valued (or where traditional employment models are more valued). As deviance 

increases, a deviant subculture develops which yields higher social value for 

entrepreneurship as a career path in two ways. First, deviant subcultures value 

behaviors commonly associated with an entrepreneurial orientation: Risk-taking, 

experimentation, and independent thinking. Second, deviant subculture directly places 

higher value on entrepreneurship as a career path because it is viewed as disrupting the 

economic status quo of the dominant system. Thus, increasing aggregate levels of 

deviance should lead to increases in entrepreneurial activity. I test this argument using 

longitudinal data on all 2448 municipalities in Mexico. The results confirm my 

hypotheses. 
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PREFACE 

Entrepreneurship is what I was born into. My dad started a financial services company 

with his childhood friend in 1989, left that company in 2000, and started a second 

financial services company that more closely aligned with his interests at the time. My 

mom also started her own bookkeeping company that she ran out of our home. Being 

the son of two entrepreneurs, I felt the excitement and fear of practicing 

entrepreneurship. I remember brainstorming with my dad about the name of his 

second financial services company, going with my mom on runs to her client’s homes 

to pick up their bills, and being afraid when I heard that business wasn’t going well. 

My first foray into entrepreneurship was when I was 14 years old. My friend 

Nathan Steele and I decided to make some summer money by starting a wrestling 

camp. We dreamed up the idea when he slept over at my house the night before a 

wrestling tournament. We decided the camp would be held at my house because there 

were two two-car garages, and a pool. That meant that we could have a wrestling mat 

in one two-car garage for ages 5–8, and another mat in the other two-car garage for 

ages 9–12. The pool was a plus because, after two sessions of wrestling, the kids could 

swim in the pool under our supervision (because as 14 year olds we were very 

responsible—SMH). We threw around a lot of different price points, and settled on 

$75 per camp attendee for the week. However, we needed wrestling mats. Luckily, we 

had developed enough trust with our respective high school wrestling coaches such 

that they decided to each lend us a set of mats to use. We used a friend’s truck, from 

church, to help us move the mats. In short, the Coles-Steele wrestling camp happened 

because of social capital. 
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My next foray into entrepreneurship was in 2011. I had returned from studying 

Arabic in Egypt for around six months, I was entering the final year of my 

undergraduate experience, and I badly wanted a way to get back to the Middle East. 

Joining Zaytoon International seemed like the way to do it. The opportunity seemed to 

fall out of nowhere into my lap. I was selling the contract for the room I living in, and 

I found a person online from Nova Scotia, named Luke, who said they’d buy my 

contract. My roommates, especially Sean McGrath, were convinced I was being 

scammed. However, Luke turned out to be a real person, and needless to say it worked 

out that he moved into my room so I could move into the apartment I had rented for 

my fiancé and myself. I mention this market exchange because one Sunday morning, 

at the church my former roommates and I attended, Luke introduced me to a friend of 

his from Ireland who was living in Utah. After the service, my fiancé encouraged me 

to go talk to Luke’s friend because he didn’t know many people in the congregation. 

Honestly, I wasn’t in the mood for chit chat with someone new, but I talked to the 

person because my fiancé encouraged me to talk to him. I quickly learned that we had 

overlapping interests with regards to economic development in the Middle East, and 

that Luke’s friend was on the board of a new business called Zaytoon. Zaytoon was a 

start-up volun-tourism company that was focused on providing two month internships 

to American undergraduates in the Middle East. From that conversation, I was 

connected with the company’s executive director, Loren Rich, and I was invited onto 

the founding team as the program director. Again, social capital played a key role in 

my entrepreneurial experience. 
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Zaytoon’s launch was an eye opener. We were a rag-tag team of middle to late 

twenty something year olds, with an executive board that was not much older, and we 

were attempting international entrepreneurship in a region that was currently 

undergoing a wave of protests and revolutions (Arab Spring 2011). One observation I 

made early in Zaytoon’s startup period was that almost everyone on the founding 

team, and almost everyone we worked with in Jordan, were misfits. That is to say, 

they didn’t walk to the beat of the drum that their respective societies wanted them to 

walk to. I saw how their unconventional approached to life spilled over into 

unconventional entrepreneurial strategies. Our unconventional entrepreneurial 

strategies were critical to our company’s successful launch. At one point, Jordan’s 

Minister of Social Development called our company the most successful volunteering 

program in the country. These entrepreneurial experiences left me with an enduring 

curiosity to study deviance and inequality as it relates to entrepreneurship. 
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CHAPTER 1: 

INTRODUCTION: LETTER TO THE SYSTEM 

Scholars suggests that local social conditions have a stronger impact on organizational 

behavior and demography than national or international social conditions (Carroll and 

Wade, 1991; Greve, 2000, 2002). Initial predictions that globalization would lead to 

the death of local and even national differences not only failed to pan out, but 

scholarship finds that the opposite is true (Cairncross, 1997; Tranos and Nijkamp, 

2013). Research consistently shows that local social conditions matter more for 

organizational success today than ever before (Moretti, 2012). That fact has led to a 

renewal of research focusing on the way in which characteristics of local communities 

produce variations in organizational life (Marquis and Battilana, 2009). 

The emerging empirical research stream on communities and organizations has 

tended to focus on the organizational ecology, or field, of local communities, 

overlooking the human and natural ecologies of the local community. However, 

organizations exist simultaneously in the natural, human, and organizational ecologies 

that make up a local community. By human ecology I refer to the demography, 

culture, norms, and resource distribution among the humans within a community. By 

natural ecology I refer to the community’s natural eco-system. Specifically, local 

natural ecology is the diversity, distribution, as well as the cooperation and 

competition occurring within and between non-human organisms in the community. In 

my dissertation, I focus on two aspects of a community’s human ecology, income 

inequality and levels of deviance, and how those factors influence entrepreneurial 

activity in the community. At the conclusion of my dissertation, I discuss the 
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implications of my findings for theory on communities and organizations, the 

institutional approach to entrepreneurship, as well as theory on income inequality and 

entrepreneurship. I will further outline future directions for research at the community 

level analyzing how aspects of the community’s human ecology influences aspects of 

the community’s organizational ecology, and outline directions for research analyzing 

how aspects of the communities natural ecology influences aspects of the 

community’s organizational ecology. Below, I provide an overview of the 

communities and organizations literature in order to contextualize how the studies in 

my dissertation advance the literature’s understanding of local market and institutional 

mechanisms influencing organizational behaviors. 

COMMUNITIES AND ORGANIZATIONS 

Renewed calls for research on communities and organizations focuses on the enduring 

influence of geographical communities on organizational demography and behavior. 

Organizational demography refers to rates of organizational founding, growth, and 

failure among the community’s organizational population, as well as the 

organizational population’s industrial heterogeneity and diversity of organizational 

forms. Organizational behavior refers to analysis of organizational actions that include 

whether organizations adopt certain technologies or practices, the strategies 

organizations pursue, and also behaviors related to organizational creation. 

Communities and organizations scholarship, therefore, focuses on how local market 

and institutional factors influence the population and behavioral dynamics of 

organizations in the community. A community is a geographic territory where 
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populations, organizations and markets within that territory share elements of local 

culture, norms, identity, and laws as a result of their common location (Marquis and 

Battilana, 2009). 

The community is a unit of analysis distinct from organizational fields. 

Organizational fields are comprised of the set of interlinked organizations constituting 

a recognized area of institutional life (DiMaggio and Powell, 1983; Davis and 

Marquis, 2005), whereas geographical communities may include multiple 

organizational fields, all of which are influenced by a common culture and set of rules 

associated with the people who live in the community. Marquis and Battilana’s (2009) 

framework for studying the influence of communities on organizational behavior and 

demography outlines two sets of local mechanisms: market and institutional. 

Market Mechanisms. Market mechanisms highlight how local competitive 

environments shape resource availability for organizations located in the community. 

Market mechanisms include agglomeration, density dependence, and resource 

partitioning, according to community and organization scholars (Marquis and 

Battilana, 2009). The first mechanism, agglomeration, is rooted in economic 

geography (Marshall, 1920). Agglomeration refers to the geographic co-location of 

organizations operating in a single industry. Economic geographers argue that 

agglomeration leads to the local accumulation of knowledge and trained labor, which 

leads to information spillovers, or unplanned information sharing, between firms 

(Brown and Duguid, 2000). Information spillovers, in turn, are theorized to benefit all 

local organizations (Acs and Audrestach, 2005). For example, Klepper (2002) studied 

entrants into the automobile industry from 1895 to 1966 and found that de novo 
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entrants in Detroit performed better than de novo entrants elsewhere because of the 

founders’ early training from established firms such as the Olds Company. Sull (2001) 

studied the US tire industry from 1900 to 1988, and he found that co-location of firms 

within the US tire sector led to the formation of interwoven social and professional 

networks providing conduits for tacit knowledge flows, thereby aiding in the 

innovation performance of all tire companies in the Akron, Ohio area. Taken together, 

the studies provide evidence that geographic co-location provides benefits beneficial 

information spillovers to firms in a common industry via the accumulation of 

knowledge and via trained local labor. 

The second and third mechanisms are rooted in the population ecology 

tradition (Hannan and Freeman, 1977). Ecological research focuses on how 

organizational density, or sum of organizations, in an organizational field influences 

rates of founding, growth, and failure. The density-dependence model predicts lower 

founding rates, and higher failure rates, as the density of organizations increases due to 

increased competition for scarce resources (Carroll and Wade, 1991). The resource 

partitioning model added some caveats to the density-dependence hypothesis 

predicting that, as a market consolidates into a smaller number of generalist firms, 

specialist firms arise to capitalize on market niches abandoned by the larger 

competitors. Some resource competition studies are conducted in cities. For example, 

Carroll (1985) studied the newspaper industry across seven US cities using historical 

data on 2808 local newspaper organizations. In accordance with the resource 

partitioning model, Carroll found that the failure rate of specialist newspaper 

organizations decreased as the failure rate of generalist organizations increased. 
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Carroll and Swaminathan (2000) provided evidence for the relationship between the 

founding rates of specialist organizations in face of market consolidation by a small 

number of generalist firms. The authors studied the brewery industry, and found that 

the founding rate of micro-breweries increased as the failure rate of generalist 

breweries increased. Finally, Stuart and Sorenson (2003) studied the geographic 

distribution of niched biotech start-ups, and they found that geographic proximity to 

established biotechnology firms was a key predictor of the rate of niched biotech start-

ups due to proximity to essential resources. 

What about the resource concentration and scarcity among the community’s 

human ecology? Does resource concentration among the community’s human 

population impact the vital rates of the community’s organizational population? 

Economic inequality, or resource concentration within the hands of few people, among 

human populations following market liberalization is a long-standing empirical fact 

(Das and Mohapatra, 2003). However, research within the area of communities and 

organizations has not considered income distribution among the local human 

population as a market mechanism in their analysis, despite the shift from 

organizational field to considering the broader social fabric of geographical 

communities. Shifting to a focus on the broader geographical community opens up the 

opportunity to include characteristics of the human and natural environments in 

organizational research. Research on inequality and entrepreneurship, has likewise 

focused on the national level, but there are large variations in the level of income 

inequality across communities within countries (Fernandez and Rogerson, 1996). 

Chapter three of my dissertation extends these literatures. On the communities and 
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organizations side, I analyze the impact of income distribution on organizational 

foundings, adding to the set of market mechanisms within the framework. On the 

income inequality and entrepreneurship side, I not only lead in analyzing income 

inequality and entrepreneurship at a local level, but I also theorize the inverse of what 

scholars have previously theorized regarding the impact of income inequality on 

entrepreneurship. Specifically, I argue that reducing income inequality increases, 

rather than decreases, entrepreneurship via increases in social capital. 

Institutional Mechanisms. Institutions are persistent patterns of behavior that 

are characteristic of a social group, justified by shared beliefs within the social group, 

and are often embodied into some type of social artifact [e.g. a law, rule, or policy] 

(Meyer and Rowan, 1977; Tolbert and Coles, 2018). Institutions often guide 

entrepreneurial activities in a community. Over the last two decades, research has 

accumulated at the intersection of institutional systems and their influence on 

organizations (Tolbert, David, and Sine, 2010; Marquis and Battilana, 2009; 

Zafirovski, 1999). 

New Institutionalism provides much of the theoretical underpinnings of 

institutional theory as it is commonly applied today. To summarize, new 

institutionalism postulates that actors in an organizational field tend to make their 

organizations increasingly similar over time. Isomorphism, or tendency towards 

similarity, is a constraining process that forces one unit in a population to resemble 

other units facing the same environmental conditions (DiMaggio and Powell, 1983). 

The perspective describes three isomorphic processes—- coercive, normative, and 

mimetic. Coercive isomorphism refers to pressure towards similarity exerted via force, 
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normative isomorphism refers to pressure towards similarity exerted via 

professionalization and standardization, and mimetic isomorphism refers to pressures 

towards similarity due to modeling similar organizations in the face of uncertainty 

(DiMaggio and Powell, 1983: 67–74). Scott (2008) later incorporated these 

isomorphic pressures into his typology of institutions: Regulative (coercive), 

normative, and cultural-cognitive (mimetic). Each pillar forms a point along a 

spectrum from conscious and legally enforceable (regulative and coercive) to 

unconscious and taken-for-granted as social fact (cultural-cognitive and mimetic), 

with the normative pillar representing a semiconscious institutional type. 

Institutional mechanisms outlined in Marquis and Battilana’s (2009) 

communities framework follow Scott’s institutional typology outlining regulatory, 

normative, and cultural cognitive institutional pillars (Scott, 2007). Whereas the 

regulatory pillar refers to rules, regulations, and laws, the normative pillar refers to 

expectations, obligations, and norms, and cultural-cognitive pillar refers to categories, 

scripts, and roles. It is unclear whether the aforementioned institutional pillars are 

intended to represent distinct types of institutions, or whether they are intended to 

represent distinct manifestations of the same institution. Marriage, for example, is a 

singular institution that has regulatory, normative, and cultural-cognitive 

manifestations. Other institutions exist only as regulatory, or cultural-cognitive 

institutions. Shaking a person’s hand, for example, is a normative institution with no 

regulatory manifestation creating coercive pressure for two parties to shake hands in 

greeting. The answer is likely to be both. That is to say that some institutions manifest 

with regulatory, normative, and cultural-cognitive artifacts, and others only manifest 
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via one pillar or another. Regardless, institutional scholarship at a community level 

tends to focus its analysis on the impact of local regulatory institutions on 

organizational behavior. 

One strand of research focuses on variation in regulatory policies across 

communities. For example, scholarship has highlighted that local industrial parks 

develop and flourish in countries where political decentralization enhanced the 

autonomy and power of local governments (Zeitlin, 1995; Ganne, 1995). Another 

strand of research focuses on the impact of specific local laws on organizational 

behavior and demography (Bakija, Gale, and Slemrod, 2003). Guthrie et al. (2008), for 

example, examine how local tax laws influence the level of corporate giving to local 

public organizations in the U.S. The authors found that regions with higher corporate 

tax rates saw higher levels of corporate giving to local public schools because higher 

corporate tax rates created an incentive for organizations to behave in ways that 

granted them tax write-offs. Thebaud (2015) studied how regulatory policies support 

gender differences in entrepreneurship by creating gender-differentiated incentives to 

start a business. Specifically, the author found that women were less likely than men 

to use entrepreneurship as a fallback employment strategy when national governments 

had publicly funded childcare and paid family leave. As a result, women were less 

represented than men among entrepreneurs as a whole, but better represented amongst 

business founders in high-growth sectors. 

Work highlighting the normative influence of institutions on organizational 

behavior and demography is less developed (Guthrie and McQuarrie, 2005). Marquis 

et al. (2007) show that norms of corporate involvement in the community evolved 
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differently across localities. In Columbus, firms focused on involvement in children-

oriented activities, and in Cleveland the focus was involvement with creating 

affordable housing. The authors’ conclusion was that local norms guide organizations 

to behave in ways that are socially appropriate given the community context. Some 

scholars have researched the influence of normative institutions on entrepreneurship, 

but most work has been done at a country-level of analysis. For example, Morales and 

Holtschlag (2013) used Inglehart’s 12-item Postmaterialism-index and the World 

Values Survey to test the impact of Post-materialist values on entrepreneurial activity. 

In line with their hypotheses, the authors found that post-materialist values of 

autonomy, self-expression, fulfillment, and personal goals were predictive of levels of 

entrepreneurship across 39 countries after controlling for income level, age, gender, 

and education. Lee, Sine, and Tolbert (2010) find that as membership in certification 

organizations increased, the founding rate of organic producers decreased, as did 

failure rates. They argued that organic certification organizations increased the barriers 

to entry in the new economic sector by defining and enforcing what it meant to be 

organic. 

With regards to cultural-cognitive institutions, Marquis (2003) shows how 

cities develop deeply held city traditions regarding governance and how these 

traditions continue to influence the structure of corporate governance in US cities. 

Davis and Greve (1997:14), find evidence that adoption of corporate governance 

practices is conditioned by the degree of cognitive legitimacy in communities, 

“executives in St. Louis are likely to be particularly attuned to the practices of 

Anheuser-Busch, a highly prominent local business, even if they do not share drinks 
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with the latest scion of the Busch family to run the company” because there is a shared 

cognitive framework between executives in St. Louis that is rooted in the community’s 

history and culture. Lounsbury (2007) showed how the strategies of mutual funds 

differed depending on the legitimate model of investing in two cities. Mutual funds in 

Boston focused on conservative, long-term investing, while New York funds pushed 

aggressive growth money management strategies. 

While researchers have gone to great lengths to understand the impact of 

institutions on organizational behavior, less effort has been put into analyzing how 

violating institutions influences organizational behavior. Adherence to society’s rules 

and norms can vary substantially across communities (Welch, Tittle, and Petee, 1991; 

Dornbusch et al., 2001), and a long history of sociological research has analyzed the 

impact of deviance on a variety of social outcomes (Flexon, 2010; Wadsworth, 2000; 

Paternoster and Mazerolle, 1994; Mitchell and Dodder, 1983; Becker, 1963). The 

aforementioned gap within the study of institutions and entrepreneurship is notable 

due to critique over the role of agency in institutional theory (Cardinale, 2018). New 

institutionalism’s emphasis on practical consciousness, where institutions delineate 

“preconscious understandings that actors share” (DiMaggio, 1988:3), restricts action 

to a range of possible behaviors within the parameters of those shared understandings. 

Subsequent scholars, including DiMaggio, have struggled to account for institutional 

change given neo-institutionalism’s over socialized world view (DiMaggio, 1988; 

Micelotta, Lounsbury, and Greenwood, 2017). Incorporating a body of research whose 

purpose is to explain sources of choice and departure from institutionalized behaviors 

could be fruitful for resolving New Institutionalism’s persistent theoretical flaw. 
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Deviance could be of particular importance to an institutional analysis of 

entrepreneurship because popular and scholastic conceptualizations of 

entrepreneurship have historically pitched the behavior as deviant in nature because it 

usually involves new organizations competing in non-standard ways in the market 

place (Calas, Smircich, and Bourne 2009; Steyaert and Hjorth 2007; Jones and Spicer, 

2005; Steyaert, 2005). 

Entrepreneurship as social change has roots in Joseph Schumpeter’s work 

which argued that endogenous economic change occurs via entrepreneurship: 

The opening up of new markets . . . and the organizational development form 

the craft shop and factory to such concerns as US Steel illustrate the same 

process of industrial mutation . . . that incessantly revolutionizes the economic 

structure from within, incessantly destroying the old one, incessantly creating a 

new one. (Schumpeter, 1994:83) 

For Schumpeter, entrepreneurship was developmental, as opposed to static, economic 

behavior, (Swedberg, 2006). According to Schumpeter, static economic behavior, or 

standard ways of competing for profits in a given market place, was more prevalent 

than developmental economic behavior for sociological and psychological reasons. 

Schumpeter’s sociological reasoning for entrepreneurship being a rare occurrence in 

an economic system was that most people are static. That is to say, when you try 

something new, or developmental, other people tend to react negatively. According to 

Schumpeter, deviance evokes this reaction in all societies, “each act of deviant 

behavior on the part of a member of a community meets with disapproval from the 

other members” (Schumpeter 1911:8). Swedberg (2008:26) summed up Schumpeter’s 

elaboration of entrepreneurial action as social deviance in this way: “If Sarte says that 

‘hell is other people,’ Schumpeter might have said that ‘what kills entrepreneurship is 
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other people.’” In short, entrepreneurship, in this conceptualization is a type of social 

change, particularly economic deviance. What’s more, this view includes the simple 

creation of a new organization in an organizational population because the addition of 

a new competitor in a marketplace creates new uncertainty around the ways in which 

existing competitors are accustomed to interacting with each other, “the most typical 

case representing all different possibilities and all the different sides of the matter, the 

organizational, commercial, technical side, etc. is the founding of a new enterprise” 

(Schumpeter, 2002:410, emphasis added). Granovetter’s work highlighted that 

entrepreneurial behavior was more common among people who could easily distance 

themselves from conformist behavior (Granovetter, 2005, 1973). Roger’s work also 

postulated that early innovators and entrepreneurs “underconform to norms to such a 

degree that they are perceived as highly deviant” (1962:197). 

Despite a long history of organizational creation being billed as being deviant 

in nature, scholars have largely overlooked sociology of deviance as a useful body of 

knowledge for explaining why some communities are more entrepreneurial than 

others. A comprehensive framework for a program of study analyzing deviance and 

entrepreneurship at a community level should include analyses of deviance from 

regulatory institutions, deviance from normative institutions, and deviance from 

cultural-cognitive institutions. Deviance from regulatory institutions constitutes rule 

violations within formal groups and organizations, as well as legal violations. 

Research on regulatory deviance and entrepreneurship is one area where there is some 

accumulation of scholarship. For example, Rosenthal and Ross (2010) estimated the 

impact of violent crime on the location of entrepreneurship in US cities. The authors 
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found that entrepreneurship in different sectors of the economy sorted into high and 

low-crime areas. Specifically, retailers are more likely to locate in safer locations as 

compared to wholesalers in the same industry, and high-end restaurants outbid low-

end restaurants for safer locations, leaving low-end restaurants to locate in less safe 

locations. 

More recently, Hiatt and Sine (2014) studied the impact of violence on 

entrepreneurship using a sample of 730 new ventures founded in Colombia from 1997 

to 2001. The authors found that violence decreased new business survival rates, and 

increased the benefits of operational planning in comparison to comprehensive 

planning. Dutta and Sobel (2016) provided caveats to a robust literature on corruption 

and entrepreneurship. Previous scholarship provided mixed results with regards to the 

impact of corruption on entrepreneurship where some studies reported positive impact 

(Dreher and Gassebner, 2013), and others reported a negative impact (Glaeser and 

Saks, 2006). Dutta and Sobel improve their analysis of corruption and 

entrepreneurship by including more countries and time periods into their study than 

previous studies. The authors find that corruption hurts entrepreneurship, but the 

negative impact is less severe in locations where the social context is not conducive to 

business growth. Shifting to non-legal rule violations, Obschonka et al. (2013) used a 

longitudinal data-set following a grade school cohort in a Swedish city over 37 years 

to study early rule-breaking behaviors in adolescence, and its subsequent impact of 

proclivities towards entrepreneurship as a career path. In line with the authors’ early-

unruliness-hypothesis of entrepreneurship, the results of study showed that modest 

rule-breaking behavior predicted entrepreneurial activity later in life. Taken together, 
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research on regulatory deviance suggests that high rates of legal violations stifles 

individual entrepreneurial activity, while modest norm violations could increase 

individual entrepreneurial activity. 

Deviance from normative institutions refers to behaviors that violate social 

values, standards, and social conventions. Norms differ from rules in terms of 

formality and enforcement. Rules are more formal than norms, and are enforced 

coercively (Scott, 2011). Whereas norms are often not explicitly codified, and tend to 

be enforced through social pressure such as shaming. Normative institutions range 

from everyday social conventions such as shaking hands to social values surrounding 

sexual behavior whose violations can bring intense shame and dishonor upon 

individuals who live within certain societies. Scholarship at the intersection of 

normative deviance and entrepreneurship is scant. Saxenian’s (2000) qualitative study 

comparing the development of technology hubs in Boston’s Route 24 vs. California’s 

Silicon Valley, she found that differences in community social characteristics were 

among the key drivers for Silicon Valley thriving and Route 129’s demise. West Coast 

communities, where Silicon Valley is located, tended to see themselves as outsiders to 

the industrial traditions of the East. They developed less formal social relationships, 

and promoted collaborative traditions that supported experimentation. West Coast 

communities tended to have collective identities as well as a culture of distrust for 

established East Coast traditions and attitudes. As a result, West Coast communities 

tend to have lower social regulation and greater freedom to experiment with 

institutions, organizational forms, and technologies. On the other hand, Northeast 

communities were characterized by conservative traditions rooted in the hierarchical 
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and authoritarian ethic of Puritanism with well-defined social boundaries and social 

hierarchy. Her study suggests that entrepreneurial behavior is likely to thrive in 

communities with higher levels of normative deviance. Though extensive work needs 

to be done to establish why, and under what conditions. 

Deviance from cultural-cognitive institutions constitutes category and script 

violations. Cultural-cognitive institutions differ from norms in terms of their 

specificity, formality, and enforcement (Scott, 2007). With regards to specificity, 

where norms and rules center on specific behaviors, categories and scripts are broad 

labels and frameworks that guide a range of behaviors as well as cognitive 

interpretation to external stimuli (Scott, 2007). In terms of formality, cultural-

cognitive institutions are taken-for-granted, and sometimes, subconscious mental 

frameworks. An example of categorical violation could be Google building a car. With 

regards to enforcement, cultural-cognitive institutions are enforced via a sense of 

certainty vs. uncertainty when cultural-cognitive institutions are violated. Some 

organizational research on cultural-cognitive deviance centers on the outcomes of 

category violation for organizations. For example, Paolella and Durand (2016) 

analyzed the impact of category spanning on firm performance using data on corporate 

legal service businesses in London, New York City, and Paris from 2000 to 2010. 

They found that 1) category spanning organizations receive a better evaluation than 

organizations that do not span categories, 2) the positive effect is magnified when the 

categorical combination is more inclusive, and 3) that evaluation mediates the 

relationship between category spanning and performance. That is to say that positive 

evaluation partly explains why category spanning increases firm performance. 
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Interestingly, Olzak (2016) finds that the positive effects of category spanning may be 

limited to business organizations. Her study examined the effect of category spanning 

on the effectiveness and longevity of terrorists organizations. Using data on 385 

terrorist organizations, the author found that terrorist organizations that span multiple 

ideological categories were less deadly, and had higher failure rates that terrorist 

organizations that concentrated on a single ideological category. Olzak’s (2016) study 

also highlighted interesting effects of category spanning for new terrorist 

organizations. Specifically, de novo terrorist organizations spanning categories saw a 

more accelerated decline than spin-off terrorist organizations spanning categories. 

Other researchers, however, have found that category spanning is detrimental to firm 

performance (Zuckerman, 1999; Hsu, 2006; Koçak, Hannan, and Hsu, 2014). 

Scholarship has yet to explicitly analyze the impact of category and schematic 

violation amongst a community’s human population on organizational demography 

and behavior. Research on individual creativity suggests higher levels of schematic 

violation within the community might prompt entrepreneurial activity. For example, 

Goclowska et al. (2014) tested whether schema violations help or hurt creativity. Their 

examination included two studies. In the first study, participants formed impressions 

of a schema-inconsistent female mechanic, as opposed to a schema-consistent male 

mechanic. The authors found that observations of schematic violations increased the 

participants’ creativity when their need for structure was low. In the second study, 

participants memorized a series of images where individuals were placed in schema 

consistent or inconsistent backgrounds (e.g. images of an Eskimo located in a desert 

vs. iced over lake). Consistent with the first study, the authors found that schematic 
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violations increased participant’s creativity when their need for structure was low. 

Identification is another boundary condition for whether observation of schematic 

violations enhances creativity. Ritter et al. (2014) tested whether identification with 

schematic violators increased the impact of observing schematic violation on 

creativity. Participants watched an actor preparing a sandwich following a normal 

schema or schema violation. Observing schematic violation led to higher cognitive 

flexibility when identification was high, but the observation had no effect when 

identification was low. 

Taken together, these studies suggest that higher levels of deviance from 

cultural-cognitive institutions in a community will enhance entrepreneurial activity. If 

creativity is essential for entrepreneurship (Ward, 2004; Lee, Florida, and Acs, 2004; 

Acs and Armington, 2006; Kier and McMullen, 2018), and observation of schematic 

violations has been shown to enhance creativity, then higher levels of schematic 

violations ought to increase entrepreneurial activity. The relationship is likely to have 

boundary conditions, however. As noted earlier, observing schematic violations 

increases creativity when the observer higher identifies with the schematic violator, 

and when the observer has a low need for structure. At a community-level, these 

boundary conditions could translate into schematic violations leading to higher 

entrepreneurial activity in a community when the community has a loose culture and 

when there is high social cohesion in the community. Members of loose cultures have 

a lower need for structure (Lee and Kramer, 2016; Li, Gordon, and Gelfand, 2017), 

and high identification is a central feature among members of communities with high 

social cohesion (Jenson, 2010; Schiefer and Van der Noll, 2017; Berger, 2018). 
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Conclusion. My dissertation initiates scholarship analyzing income-inequality 

and entrepreneurship at a community level, a market mechanism not tested in prior 

research on communities and organizations. In addition, my dissertation initiates 

scholarship analyzing normative deviance and entrepreneurship at a community level, 

an institutional mechanism not tested in prior research on communities and 

organizations, as well as an institutional mechanism not developed within wider 

scholarship on institutions and entrepreneurship. The aforementioned analysis 

constituted chapters two and three of my dissertation respectively. The context I chose 

for my empirical analysis is Mexico. The reasons for choosing Mexico as my research 

site are outline below. 
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CHAPTER 2: 

RESEARCH CONTEXT: SOLO MEXICO ES BELLO 

I test my theoretical arguments using data from the United States of Mexico because 

the context is highly generalizable. First, Mexico is an emerging market, an economic 

context in which 58% of the human population live. Common economic 

characteristics that emerging markets share are that they have low to middle per capita 

income, they have market and a regulatory body for managing investment and 

currency, higher GDP growth rates than their developed market peers, relatively high 

sociopolitical instability and volatility, vulnerable to swings in commodities and other 

currencies, immature capital markets, and are typically have export heavy economies. 

While most organization and management research is conducted in developed markets 

(Peng et al., 2009; Carney, Gedajlovic, and Yang, 2009), only 15% of the human 

population live in a developed market context. 

Relatedly, Mexico is becoming a prominent business hub in the world 

economy. Currently, the economy of Mexico is the 15th largest in the world in 

nominal terms and the 11th largest by purchasing power parity (IMF, 2018). 

Additionally, the country was also rated the most attractive emerging economy in the 

world in 2018 by Bloomberg Magazine (Teso, Kondo, and Dormido, 2018). What’s 

more, Mexico had 15 companies in the Forbes Global 2000 list of the world’s largest 

companies in 2016 (Touryali, Stoller, and Murphy, 2016). The OECD and the WTO 

both rank Mexican workers as the hardest-working in the world in terms of the amount 

of hours worked yearly, although profitability per man-hour remains low (White, 

2011). 

https://en.wikipedia.org/wiki/Forbes_Global_2000
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Mexico’s economic history is characterized by resource extraction, agriculture, 

and a developing industrial sector. Economic elites in the colonial period were 

predominantly Spanish born, and active as either transatlantic merchants or owners of 

silver mines. The largest sector of the population was indigenous subsistence farmers 

who lived mainly in the center and south of the country (Lockhart, 1969; Lavrin, 

1973). Independence from Spain in 1821 was economically difficult for Mexico due to 

Spanish merchants returning to Spain, and due to many of the most productive silver 

mines being damaged from insurgency (Coatsworth, 1978). Despite economic 

difficulties, patterns of wealth in the colonial era continued into the first half of the 

nineteenth century with agriculture being the main economic activity among the 

indigenous and mixed race peasantry (Altman, Cline, and Pescador, 2003). The mid-

nineteenth century economic reform attempted to decrease the economic power of the 

Roman Catholic Church, and to modernize the Mexican economy (Brading, 1971). 

Currently, a single person in Mexico, Carlos Slim, has a net worth equal to six 

percent of GDP. Additionally, only ten percent of Mexicans represent 25% of 

Mexican GDP. A smaller group, 3.5%, represent 12.5% of Mexican GDP. According 

to the OECD, Mexico is the country with the second highest degree of economic 

disparity between the extremely poor and extremely rich, after Chile—although this 

gap has been diminishing over the last decade. The bottom ten percent on the income 

rung disposes of 1.36% of the country’s resources, whereas the upper 10% dispose of 

almost 36%. OECD also notes that Mexico’s budgeted expenses for poverty 

alleviation and social development is only about a third of the OECD average—both 

in absolute and relative numbers. According to the World Bank, in 2004, 17.6% of 

https://en.wikipedia.org/wiki/Carlos_Slim
https://en.wikipedia.org/wiki/OECD
https://en.wikipedia.org/wiki/Chile
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Mexico’s population lived in extreme poverty, while 21% lived in moderated poverty 

(Stiglitz, 2013). 

Mexico’s social environment also closely mirrors the social environment in 

which a majority of the human population live. Table 1 below shows responses from 

Mexican citizens on the World Values Survey compared to responses from the other 

most populous countries in the world where over 50% of the human population lives. 

Using responses from the survey, countries are rated along two primary dimensions of 

values: Survival/Self-expression values, and Traditional/Rational-Secular values. 

Survival values place emphasis on economic and physical security while self-

expression values, on the other end of the spectrum, place high priority on tolerance of 

foreigners, homosexuality, gender equality, and greater participation in decision 

making in political life. Traditional values center on religion, deference to authority, 

and traditional family values. Societies embracing these values tend to reject divorce, 

abortion, and exhibit high levels of national pride. On the other end of the spectrum, 

Secular-rational values see abortion and divorce as more acceptable, and place less 

emphasis on religion. Mexico, like the other most populous countries in the world, 

carries survival values and traditional values. 
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CHAPTER 3: 

EQUALITY AND THE SPIRIT OF CAPITALISM: THE IMPACT OF INCOME 

EQUALITY ON ENTREPRENEURSHIP VIA SOCIAL CAPITAL 

ABSTRACT 

I study the impact of income equality on entrepreneurship in emerging market 

communities. Scholarship has traditionally argued that increased income equality 

reduces overall levels of entrepreneurship because economic elites will have less 

excess capital to re-invest into new businesses, there will be less incentive to practice 

entrepreneurship, and fewer people will be pushed into necessity-driven 

entrepreneurship. I test an alternative theory, based on community dynamics literature, 

arguing that equality engenders social capital which in turn increases both the level 

and quality of entrepreneurial activity in communities. I test hypotheses using data 

from Mexico that tracks the entrepreneurial activity in every municipality in the 

country for the years 2000–2011. Longitudinal and within-country analysis remedy the 

methodological weakness of prior empirical work in this area. I find support for 

hypotheses grounded in a social capital perspective on income equality and 

entrepreneurship. The implications of how income distribution impacts 

entrepreneurship are discussed. 

 

Keywords: Entrepreneurship; Income Equality; Social Capital 
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INTRODUCTION 

Organization scholars generally postulate that rising inequality increases overall levels 

of entrepreneurial activity because economically productive members of the 

community will have more surplus financial capital to re-invest productively into new 

businesses, there will be more incentive to practice entrepreneurship, and more people 

will be pushed into entrepreneurship out of necessity (Acemoglu, Robinson, and 

Verdier, 2012; Lippman, David, Aldrich, 2005). The argument, however, has 

unsubstantiated assumptions. First, the argument assumes that economic elites re-

invest additional income into new businesses, but empirical work suggests that 

economic elites tend to invest excess income into commodities instead of new 

business ventures (Foroohar, 2016). Second, the argument assumes that high income 

inequality is a natural result of some community members being more economically 

productive than others. Yet, a substantial body of research has demonstrated that 

economic rewards are usually distributed unjustly along racial, ethnic, and gender 

lines rather than along the lines of economic productivity (Bibb and Form, 1977; 

Cheng and Seldon, 1994; Flores and Telles, 2012). Third, the argument assumes that 

profit is the primary motive for entrepreneurship, but entrepreneurial scholarship has 

demonstrated repeatedly that independence and egoistic passion motivate a large cadre 

of entrepreneurs (Hirsch, 1985; Baum et al., 2001; Shane et al., 2003). Finally, the 

argument assumes that, in contexts of higher income inequality, those members of a 

population who cannot make ends meet, will practice entrepreneurship to make up the 

difference. Yet, recent empirical research suggests that they may turn to casual wage 

laboring or handouts from family and friends in the community (Lahiri-Dutt and 
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Samanta, 2013). 

Moreover, empirical research supporting the argument that income equality 

reduces entrepreneurship is methodologically tenuous. First, the scant empirical work 

in this area tends to use country-level analysis (Xavier-Oliveira, Laplume, and Pathak, 

2015), which have small sample sizes, and suffer from omitted variable bias due to 

substantial differences in society and culture across countries (Enamorado et al., 

2016). Second, empirical work in this area tends to use cross-sectional data (Sarkar, 

Rufin, and Haughton, 2018), which assume no change in the unit of analysis over time 

and also prevents the use of fixed effects models that could address omitted variable 

bias (Greene, 2011). 

Finally, two disparate research streams suggest the opposite effect of income 

distribution on entrepreneurial activity. Research on community dynamics affirms that 

social capital can reduce “transaction costs associated with creating contracts and 

monitoring compliance” (Kwon, Ruef, and Heflin 2013:982; see also Hiatt and Sine, 

2014). For nascent firms with few resources, high transaction costs can serve as a 

barrier to entry that impedes venture foundings (Aldrich and Ruef, 2006). What’s 

more, research on economic inequality has shown that levels of social capital are 

higher in regions with greater income equality (Henrik, 2007; Barone and Mocetti, 

2016). Taken together, these two distinct research streams suggest that increased 

income equality increases entrepreneurial activity because rising income equality 

increases social capital, and social capital can increase levels of entrepreneurship by 

reducing the transaction costs of doing business (De Carolis and Saparito, 2006). 
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Despite a clear connection between the income inequality-social capital 

literature and the social capital-entrepreneurship literature, scholars studying income 

inequality and entrepreneurship have yet to explore whether the relationship between 

income distribution and entrepreneurial activity is more nuanced than previously 

believed. Specifically, reducing income inequality could indirectly increase 

entrepreneurial activity because increased income equality increases social capital, and 

social capital increases entrepreneurial activity. Advancing a social capital argument 

for income equality and entrepreneurship is critical considering the aforementioned 

theoretical and methodological weaknesses in the existing literature. I test my 

argument using longitudinal data on new venture foundings within every municipality 

in Mexico from 2000 to 2011. Methodologists suggest that longitudinal data 

containing within-country variables remedies the difficulty of controlling for 

confounding factors at the country level as well as the small sample problem that 

arises in cross-country analysis (Neumayer, 2005). My results show that cross-

sectional evidence commonly used to demonstrate support for the traditional argument 

for inequality and entrepreneurship is not robust to longitudinal fixed effects models. 

Rather, results provide evidence for a more nuanced understanding of the relationship 

between inequality and entrepreneurship. 

Overall, this study contributes to research at the intersection of public policy, 

economic inequality, and entrepreneurship because one key obstacle to tackling 

economic inequality is fear that public policies, aiming to increase income equality, 

will be harmful for economic development (Packard and Bylund, 2017). Economic 

inequality has been called “the defining challenge of our time” by former president 
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Barak Obama (2013), and scholars have noted that “the economic pie of 2014 is far 

larger than the pie of 1500, but it is distributed so unevenly that many African 

peasants and Indonesian laborer’s return home after a hard day’s work with less food 

than did their ancestors 500 years ago” (Harari, 2014:333). If entrepreneurship is a key 

driver for economic development (Schumpeter, 1935), and income equality actually 

increases entrepreneurship, then public policies aimed at increasing income equality 

have the potential to spur economic development rather than stifle it. 

THEORY AND HYPOTHESES 

Research on economic inequality and organizations is central to the larger 

conversation on inequality because organizations are central actors in determining the 

distribution of economic labor and capital (Amis, Mair, and Munir, 2020; Tilly, 2019; 

Bapuji, 2015; Baron and Biebly, 1980). Organizational scholars have used economic 

inequality to motivate studies on pay dispersion within organizations, distribution of 

status and rewards within an organization, and the societal value of certain human 

resource management practices (Bidwell et al., 2013; Cobb, 2015). However, research 

on the association between economic inequality and entrepreneurship is largely 

theoretical (Lippman et al., 2005; Baron, 2017) with little empirical work (Xavier-

Oliveira et al., 2015) despite scholarship pointing out the centrality of resource 

availability in motivating entrepreneurial activity (Arenius and Minniti, 2005; Bates, 

1997; Blanchflower and Oswald, 1998). 

Generally, scholars studying income inequality and entrepreneurship argue that 

rising income inequality increases entrepreneurship because economic elites will have 
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more surplus income to re-invest into new businesses, there is increased incentive to 

practice entrepreneurship, and because more people will be pushed into necessity-

driven entrepreneurship (Lippman, Davis, and Aldrich, 2005; Reynolds et al., 2002). 

Again, empirical research suggests flaws in this argument’s rationale. Economic elites 

tend not to re-invest excess income into new businesses, and those in need of more 

income do not necessarily turn to entrepreneurship (Zagorsky, 2013). John (2018), for 

example, interviewed 100 millionaires in the United States about how they spend, 

save, and invest their money. The author found that millionaires typically invest their 

excess income into commodities and low-cost stock index funds. While most of the 

millionaires in his study had a second source of income (~63%), it was usually income 

from real estate. Carroll (1998) had similar findings analyzing data on American 

households from 1983 to 1995. The author found that wealthier households save 

excess income rather than increase consumption or start new businesses. The reason 

they saved their excess income, as opposed to consuming or investing in new 

businesses, was that accumulation of wealth served as a sign of power and social 

status. Finally, Perry-Rivers (2016:706) analyzed the impact of wealth on self-

employment rates across U.S. Metropolitan areas, and found that “interest income 

from stocks and other security assets has a negative relationship with entrepreneurship 

in both high and low strata income groups, but an even stronger negative relationship 

with entrepreneurship in the high-strata group.” Thus, higher disposable income does 

not necessarily translate into increased entrepreneurial activity. 

A higher number of low-income individuals also does not necessarily lead to 

increased entrepreneurship. Empirical research in Asia, Latin America, and the 
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developed world shows that individuals on the low end of the income spectrum tend to 

ask for handouts from family and friends, take out microloans, or even migrate to new 

places and send remittances back to the rest of the family instead of turning to 

entrepreneurship to make up the difference between income and needs (Winters, 2017; 

LaMagna, 2017; Tezoquipa, Monreal, and Trevino-Siller, 2005; Ruthven, 2002). 

Lahiri-Dutt and Samanta (2013), for example, conducted a qualitative study of the 

financial practices of 40 low-income households in India. The authors kept financial 

balance sheets for each household, and diaries were kept on each household for two 

months. Their data showed that starting a new business was not a financial strategy 

that low-income households used to manage economic need. Rather, their primary and 

secondary financial strategies for making up the difference between income and 

economic need included seeking loans, joining an informal credit group, saving when 

there was a little extra income, and earmarking incomes for different uses. Audretsch, 

Bonte, and Tamvada (2013) analyzed the impact of social class on entrepreneurship 

using data on about 82,000 from the National Sample Survey Organization in India. 

Their study found that individuals belong to the lowest social class were less likely to 

be self-employed than members of other social classes. 

Scholars also argue that efforts to reduce income inequality will reduce 

entrepreneurship because reducing income inequality will reduce incentives to practice 

entrepreneurship by creating a sense of distributive and procedural injustice. Where 

distributive justice refers to the perceived fairness of how rewards and costs are shared 

by group members (Forsyth, 2006), and procedural justice refers to the fairness and 

transparency of the process by which decisions regarding distribution are made 
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(Rawls, 1999). For example, Baron (2017) theorized, but provided no empirical 

evidence for, a negative association between reducing income inequality and 

entrepreneurship. The author’s rationale is that attempts to reduce income inequality 

will lead to a sense of distributive injustice because those who contribute more will 

receive less. Under such an incentive structure, the author argues, potential 

entrepreneurs will be less inclined to engage in new business formation because 

nascent entrepreneurs will perceive that the rewards of creating a new business will 

not be commensurate to the work required for entrepreneurial success: 

The ‘de-motivating’ effects [of reduced income inequality] . . . would be 

especially strong for entrepreneurs, who, as a group believe passionately that 

the harder they work, the greater their chances of success and the greater will 

be the growth of their companies. If they did not hold these views, why would 

they invest so much of their time, effort, and personal resources in starting and 

running these companies? (Baron, 2017:9) 

Agarwal and Holmes (2019) made a similar argument, without empirical testing, and 

added that attempts to reduce income inequality also leads to procedural injustice 

because decisions with regards to allocation of resources will not be based on merit, 

but rather on need. Hence, entrepreneurs will be dissuaded from building a business 

around their ideas because of the perception that decisions around resources allocation 

aren’t based on the merits of their idea. However, scholarship advancing this 

perspective assumes that inequality is the result of meritocratic market mechanisms, 

and that any re-distributive social policy is unfair. 

The aforementioned injustice argument for inequality and entrepreneurship is 

rooted in the myth of meritocracy, an institutionalized myth that organizational 

scholars identified as at fault of justifying the perpetuation of economic inequality in 
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wider society (Amis, Mair, and Munir, 2020). The myth of meritocracy refers to the 

perception that income inequality is the natural result of some community members 

working harder and smarter than others. The myth of meritocracy is rooted in marginal 

utility theory which argues that competitive markets, functioning according to laws of 

supply and demand, accurately determine the value of each person’s labor to wider 

society (Pullen, 2009; Stiglitz, 2012). Persons who have scarce or valuable skills are 

rewarded generously due to their greater contribution of output. If the person has low 

value skills, or no skills, then their reward will be low due to a smaller contribution to 

output. The theory is the most widely accepted theory of the return on capital, and 

widely used in empirical work (Moseley, 2015). Again, from this perspective, reduced 

inequality could be viewed as distributive injustice because, theoretically, those who 

merit higher rewards will not receive them. 

However, empirical research finds that much of the rise in income for 

economic elites is due to rent seeking as opposed to increased labor productivity 

(Stiglitz, 2009). Which is to say that increased income is not a correlate to increased 

contribution to the economy as marginal utility theory suggests. Bivens et al. (2014) 

analyzed productivity, income, and income distribution among American workers in 

the decades following World Ward II, and concluded that the outsized income growth 

among the top 1% of income earners since 1973 was more a factor of favorable public 

policy than outsized productivity growth relative to the rest of income earners. Net 

productivity grew about 1.33 percent each year from 1973–2004, but inflation-

adjusted hourly income of the median worker increased just 0.20 percent annually 

over the same period. The economists concluded, “The economic evidence indicates 
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that the rising gap between productivity and pay for the vast majority likely has 

nothing to do with any stagnation in the typical worker’s individual productivity” 

(Bivens et al., 2014:3; see also Baker, 2007; Fleck, Glaser, and Sprague, 2011). 

A long history of empirical research shows that societies are not stratified 

purely along the lines of economic productivity. Instead, the lines dividing upper, 

middle, and lower stratums often occur strongly along the lines of race, ethnicity and 

gender; fixed traits that should, in theory, have no bearing on economic productivity. 

Bibb and Form (1977), for example, found that structural-stratification theory was 

more useful than human capital theory in explaining variance in the incomes of 

workers. Social stratification along non-economic lines is even more pronounced in 

emerging markets (Nee, 1996). Research in China, for example, shows strong 

stratification along the lines of gender, family, and place of birth (Cheng and Selden, 

1994; Solinger, 1999; Bian, 2002). Latin America, in addition, has strong stratification 

along the lines of race, ethnicity and family (Duany, 2002; Solis-Gutierrez, 2002; 

Gravlee, 2005; Flores and Telles, 2012). Telles (2004), for example, finds that 

Brazilians with darker skin color have lower incomes, lower occupational status, and 

less access to education than those Brazilians with lighter skin color. Beals (1953) has 

also commented that in countries such as Peru, indigenous and black social groups 

occupied positions that were inferior to persons with mixed racial and ethnic 

backgrounds. 

Finally, Villarreal (2010) conducted a study analyzing stratification by skin 

color in Mexico, and he found that, despite high ambiguity surrounding skin color 

classification, survey participants had considerable agreement about who belonged to 
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the three skin color categories provided to them. The study further reported that: 

“individuals with darker skin tone have significantly lower levels of educational 

attainment and occupational status, and they are more likely to live in poverty and less 

likely to be affluent, even after controlling for other individual characteristics.” 

(Villarreal, 2010: 652). All of this comes together to highlight what Amis et al. (2020) 

conclude in their analyses of organizations and economic inequality: 

Belief in the myth of meritocracy has become so taken-for-granted that it has 

assumed a fact-like status. In the United States, for example, survey research 

repeatedly reveals that Americans believe that the system they work in is 

essentially meritocratic. Perhaps unsurprisingly, research shows that whites are 

more likely to believe that meritocracy exists and endorse the belief that 

minorities only have themselves to blame for their lack of progress (Amis et 

al., 2020:19) 

Thus, a long history of empirical research suggests that the rising income inequality 

over the last forty years is a sign of distributive injustice, rather than distributive 

justice, in the economic system. Therefore, if increased distributive and procedural 

injustice discourages entrepreneurship (Baron, 2017; Agarwal and Holmes, 2019), 

then reducing income inequality is more likely to be the remedy. 

The injustice argument for inequality and entrepreneurship is also rooted in the 

myth of efficiency. Again, scholars advancing this perspective argue that reducing 

inequality creates a sense of procedural injustice in addition to distributive injustice 

because decisions with regards to allocation of resources will not be based on merit, 

rather on need. This line of thinking assumes that economic organizations are blind to 

individual characteristics while in pursuit of greater efficiency via recruitment, 

promotion, and task allocation. An assumption that empirical research has consistently 

shown to be false (Baron, 1984; DiMaggio, 1992; Friedman and Laurison, 2019). For 
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example, Rivera and Tilcsik (2016) conducted a resume audit to examine the effect of 

social class signals on entry into large U.S. law firms. The authors sent applications 

from fictitious students at selective but non-elite law schools to 316 law firm offices in 

14 cities. Within the applications, authors randomly assigned signals of social class 

background and gender to otherwise identical resumes. Results showed that higher-

class male applicants received significantly more callbacks than did higher-class 

women, lower-class women, and lower-class men. Rivera (2012) investigated the 

hiring process at elite law firms, investment banks, and management consulting firms. 

The author found that candidates with similar experiences, personal interests, and 

presentation styles to interviewers were preferred and championed, often at the 

expense of hard skills. Scholars have found that similar mechanisms are involved in 

promotion and task allocation practices (Yang and Aldrich, 2014; McGinn and 

Milkman, 2012; Cobb, 2016; Ashcraft, 2013), and they have been found in countries 

outside of the U.S., including Mexico (Castro and Holvino, 2016). The consistent 

conclusion of empirical research is that the current procedures for deciding the 

allocation of resources is unjust, perpetuating income inequalities. Thus, reducing 

income inequality is correcting for procedural injustice, not creating it. 

More recent research suggests that income inequality is holding back otherwise 

entrepreneurially talented individuals in society. Frid, Wyman, and Coffey, (2016: 

915–918) drew from a sample of US entrepreneurs to study the impact of resources on 

entrepreneurship, and concluded that entrepreneurial talent appears to be evenly 

distributed across society, but opportunity to practice entrepreneurship is not evenly 

distributed: 
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These findings expose a potential divergence where talent is evenly distributed 

in society but opportunity is not . . . we observe that the founders of these 

ventures come from across the entire wealth distribution . . . Taken together, 

these findings suggest that entrepreneurial talent may be widespread in society, 

but the opportunity to start a business may be subject to wealth constraints for 

the low wealth and middle class. 

In other words, differences in entrepreneurial activity across communities may be due 

to uneven opportunity to practice entrepreneurship rather than an uneven distribution 

of entrepreneurially talented individuals (Bapuji, Ertug, and Shaw, 2019). In fact, the 

asymmetrical power dynamics produced by economic inequality leads to suppression 

of ideas from lower income classes because they do not align with the culture and 

interest of the small group of economic elites despite their appeal to the culture and 

interests of the masses (Stiglitz, 2009). The result is a potentially vast underutilization 

of productive entrepreneurial ideas. 

Finally, the argument that entrepreneurial activity will diminish when income 

inequality is reduced due to less incentive to practice entrepreneurship assumes that 

profit is the primary motive of entrepreneurial activity. However, a substantial body of 

scholarship suggests otherwise. Scholars have found that autonomy is the most cited 

factor for starting a business (Shane et al., 1991; Kolvereid, 1996; Carter et al., 2003; 

Van Gelderen and Jansen, 2006). The realization of deeply held values, for example, 

can serve as a catalytic motivation for entrepreneurship. Hiatt and colleagues (2009) 

found that a number of founders in the emerging soft drink industry were temperance 

advocates that were driven to provide alternatives to “hard drinks.” Likewise, a 

number of entrepreneurs were willing to assume high risks associated with starting 
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renewable energy companies due to their commitment to values promoted by 

environmental movements (Sine and Lee, 2009). 

Some scholars have provided empirical evidence for income inequality 

increasing entrepreneurship, but methodological flaws leave the question open as to 

how income equality influences new business foundings. Xavier-Oliveira, Laplume, 

and Pathak (2015), for example, used data collected by the Global Entrepreneurship 

Monitor (GEM) to test hypotheses rooted in the argument that rising income 

inequality increases entrepreneurship. The GEM survey used in their study collected 

data from 31 countries during the years 2001 to 2008. In their study, Xavier-Oliveira 

et al. (2015) argue that as income inequality increases, higher financial capital 

becomes a stronger predictor of opportunity entrepreneurship because factor inputs are 

easier to buy, making opportunity entrepreneurship even more attractive to the richest 

members of society (Corak, 2013; Krugman, 2000). The authors’ results supported 

their arguments, and in their words, “provides quantitative support to extant literature 

arguing that higher levels of economic inequality foster both types of entrepreneurship 

albeit having a stronger impact on necessity entrepreneurship” (Xavier-Oliveira, 

Laplume, Pathak, 2015:1183). This study, however, was a cross-national study. Again, 

cross-national studies are usually biased because of measurement errors and problems 

with regards to omitted variables and small sample sizes (Enamorado et al., 2016). 

Sarkar, Rufin, and Haughton (2018) also studied how inequality affects the 

propensity to be an entrepreneur. The authors gathered a cross sectional sample of 

134,665 working individuals across all districts in India, and found that higher 

economic inequality increased the formation of new firms. However, the causal 
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conclusions are questionable given the study used cross-sectional data. Longitudinal 

studies tend to have more power in testing causal relationships than studies using 

cross-sectional data because longitudinal studies can more fully account for time-

variant and unobserved differences. I believe that the correlation between inequality 

and new firm formation will be different when correcting for the limitations of cross-

sectional data. In the following section, I make the case that entrepreneurial activity, 

defined as new business creation (Tolbert and Coles, 2018; Tolbert, David, and Sine, 

2010), increases in communities where income equality increases because increased 

income equality increases social capital, and social capital increases entrepreneurial 

activity. 

Income Equality, Social Capital, and Entrepreneurship 

I argue that higher income equality can increase entrepreneurship because higher 

income equality increases community-level social capital. Higher social capital should 

foster entrepreneurship by reducing transactions costs that serve as an entry barrier to 

founding a new venture (Kwon, Ruef, and Heflin, 2013). Putnam (1995:664–665) 

defined social capital as “features of social life- networks, norms, and trust- that 

enable participants to act together more effectively to pursue shared interests.” 

Scholars have developed and peddled several definitions of social capital, but they all 

center on two components: social bonds and social trust (Fukuyama, 1995; Knack and 

Keefer, 1997; Inglehart, 1997; Paxton, 1999). 

Social capital is higher in communities where there is higher income equality 

because there is less social distance between community members, therefore more 
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interaction (Coleman, 1990; Fukuyama, 1995). That is, higher levels of income 

inequality lead to increased class identification, and consciousness of class differences 

reduces informal social interaction across class boundaries. Therefore, less social 

bonding occurs between members of the community (McPherson, Smith-Lovin, and 

Cook, 2001; Alesina and La Ferrara, 2002; Andersen and Curtis, 2012). Homophily is 

documented as a basic organizing principle where more similar persons are more 

likely to connect, and more dissimilar persons are less likely to connect (Lazarsfeld 

and Merton, 1954; Simmel, 1971). Socio-economic factors have been shown to have 

the same level of homophilous pressure as religion and sex (Bottero, 2007). What’s 

more, similarity of economic class increases likelihood of interaction despite racial, 

ethnic, and gender differences (McPherson et al. 2001; Neckerman and Torche, 2007). 

For example, in London, where the Gini coefficient for income inequality is 0.43, the 

probability of a Caribbean person meeting someone from another ethnic group is 

about 88.4%. Conversely, in New York, where the Gini coefficient for income 

inequality is 0.55, the probability of a black person meeting someone from another 

racial group is 37.3% (Massey and Denton, 1989). In short, similarity in economic 

class drove more interaction between diverse groups in the London community, 

supporting the argument that a more equal distribution of income reduces social 

distance between community members. 

What’s more, income inequality tends to create a perception of injustice that 

hinders the development of trust towards others, and therefore lessens a community’s 

social capital. For example, Fischer and Torgler (2006) used data from the 

International Social Survey Programme to test the impact of income position relative 
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to one’s neighbors on individual attitudes and behavior. Pointing to the concerns of 

Adam Smith, Karl Marx, and John Maynard Keynes with regards to the social 

repercussions of envy, the authors argued that a person’s subjective well-being and 

social capital depends on the distance between their own income and their reference 

group’s income. The authors found that income inequality negatively impacted several 

aspects of social capital: a) higher income inequality decreases people’s trust in others 

as well as their perceptions of fairness, and b) decreases their trust in regulatory 

institutions, the legitimacy of which is crucial for entrepreneurship (Fogel et al., 2006; 

David, Sine, and Serra, 2017). Relatedly, Jordahl (2009) found that people begin to 

distrust those with higher incomes when they feel disadvantaged due to their relative 

income, and those people later extend that distrust to others in similar or lower income 

groups. What’s more, in order to assuage arguments that the direction of causality may 

run from social trust to income equality, Rothstein and Uslaner (2005:45) undertook 

extensive cross-national statistical testing for causality and found “no direct effect of 

trust on inequality; rather, the causal direction starts with inequality.” Zeroing in on 

the U.S., the authors also analyzed the impact of inequality on social capital from 1960 

to 2002 using standard indicators of social capital that included education, economics 

status, optimism about the future, and sociability with neighbors. The authors found 

that inequality was the strongest predictor of social capital overtime in the United 

States, and across states in the union. Finally, Gould and Hijzen (2016) analyzed how 

changes in the Gini-coefficient for income inequality influenced social trust in the 

United States from the 1970s onward. The authors found “Robust evidence that 
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overall inequality lowers an individual’s sense of trust in others in the United States as 

well as in other advanced economies” (Gould and Hijzen, 2016: 8). 

Reflecting Gould and Hijzen’s (2016) findings, Figure 3.1 shows the share of 

working-age Americans responding that “most people can be trusted” in the General 

Social Survey as well as the U.S. Gini-coefficient from 1978 to 2011. The figure 

shows a clear negative correlation between the two variables (-0.84). That is, increased 

income inequality is highly correlated with a decline in social trust. 

 

FIGURE 3.1. Social Trust and Gini-Coefficient (US), 1978–2011.  

Sources: General Social Survey, 1972–2012; Federal Reserve Bank of St. Louis. Note: 

Correlation is -0.84. 

Research suggests the aforementioned consequences are equally true for high income 

individuals. Durlauf (1996) explored the dynamics of income inequality by studying 

the neighborhood choice for families. The author concluded that increased economic 

inequality increases high-income earners’ efforts to maintain income-homogenous 

communities, due to a motivation to maintain high public financing of education and 
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lifestyle socialization. Similarly, Bayer, McMillan, and Rueben (2005) find that higher 

socioeconomic status families pay higher housing prices in order to live in more 

homogenous neighborhoods. Finally, Alesina, Baqir, and Hoxby (2004) used data on 

U.S. counties from the 1960s and 1990s to investigate the costs and benefits of a 

heterogeneous population. The authors found that high income earners will sacrifice 

efficiencies related to economies of scale in public provision of services in order to 

live in more homogenous municipalities. Overall, this body of scholarship suggests 

that income equality plays a critical role in promoting social capital. 

The following field observation, from one author in this study, contrasted the 

levels of trust in two rural Mexican communities, and seemed to support findings from 

previous research: 

In Community 3, I was asked for identification at several businesses that I 

visited, they wanted to see government ID or passport, a simple business card 

was not sufficient. In one business, for example, the woman looked at my NY 

driver’s license for 20 seconds or so (even though she couldn’t speak or read 

English), and then said she was willing to answer question about her business. 

With each question she seemed tepid and reluctant. In another hardware 

business, the mother and adult son asked for my ID, also reviewed it for half a 

minute, and then refused to answer any questions about the business. This 

contrasted sharply with my experience in Community 5, another rural area, but 

more economically equal. Businesses owners were quick to chat about their 

businesses, never asked for ID or additional proof of my intentions, and were 

quick to want to keep contact on Facebook. One business owner in Community 

5 invited me into his business providing alternative medicine to clients. After 

discussing his business, he invited me to have dinner with his family. 

Trust towards strangers was clearly higher in the rural Mexican community that had 

higher income equality. In summary, levels of income inequality heavily influence 

both the bond and trust dimensions of social capital. 
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I propose that higher social capital will support entrepreneurial activity 

because increased social capital reduces “transaction costs associated with creating 

contracts and monitoring compliance” (Kwon, Ruef, and Heflin 2013:982; see also 

Hiatt and Sine, 2014). Scholarship has demonstrated that high transaction costs are a 

barrier to entry that impedes venture foundings (Aldrich and Ruef, 2006). Knack and 

Keefer (1997:1252–53) elaborated how high transaction costs problematize 

entrepreneurship in their examination of why low-income countries are failing to 

catch-up to high income countries in terms of GDP per capita: “ . . . if entrepreneurs 

must devote more time to monitoring possible malfeasance by partners, employees, 

and suppliers, they have less time to devote to innovation in new products or 

processes.” That is to say that entrepreneurs will devote more time to monitoring 

colleagues when they trust less. As a result, the entrepreneur has less time for 

establishing and growing their business. Foss and Foss (2008:195) also argue that 

entrepreneurial discovery is influenced by transaction costs because these influence 

which resource attributes are subject to discovery: “ . . . the perceived cost of 

delineating and enforcing property rights to newly discovered attributes are likely to 

influence discovery efforts.” Thus, entrepreneurial energy will be directed towards 

those resources which can easily be appropriated by the entrepreneur. In other words, 

if the cost of using a particular resource attribute is too high, then the discovery and 

exploitation of opportunities related to it is low. 

In a similar vein, Kwon et al. (2013) argued that increased social capital will 

also increase entrepreneurial activity in communities because higher trust levels in 

communities help entrepreneurs overcome a lack of legitimacy. New businesses 
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struggle to be accepted as bona fide competitors in the market place because they 

aren’t familiar to customers and suppliers (Stinchcombe, 1965), but new businesses 

are more likely to be given the benefit of the doubt when the local marketplace 

requires less familiarity with an actor before accepting them (Carter, 2016). The 

authors tested the relationship between social capital and entrepreneurship using 

individual data from the 2000 US Census, the Social Capital Benchmark Survey, and 

the General Social Survey. In their study, they distinguished between individual social 

capital and community social capital. Where individual social capital refers to one’s 

personal social network, and the individual’s ability to extract resources from it, 

community social capital refers to “features of social life-networks, norms, and trust- 

that enable participants to act together more effectively to pursue shared interests” 

(Putnam, 1995:664–665). The authors found that higher levels of social capital was 

associated with higher levels of entrepreneurship across communities in the United 

States. 

The two lines of research, on income equality and social capital and on social 

capital and entrepreneurship, have not been connected previously. However, taken 

together, it is reasonable to hypothesize a positive relationship between income 

equality and entrepreneurship because income equality is a foundation for social 

capital, and social capital creates an environment more favorable for entrepreneurship. 

For example, Figure 3.2 displays data on the firm founding rate in the US from 1978 

to 2011 alongside the country’s Gini-coefficient for income inequality the same years, 

and the two are negatively correlated (-0.83). Increased income inequality in the 

United States is highly correlated with the decrease in firm entry rate. I also created a 



 

48 

graph, shown in Figure 3.3, that displays firm entry in the US from 1978 to 2011 

alongside the social trust measure from the General Social Survey. Again, the decline 

in the share of working-age Americans who say that most people can be trusted was 

highly correlated with the decline in firm entry rates over the same time period (0.85). 

The high correlation between the rise in income inequality and the decline in social 

trust in the US (-0.83), as well as the high correlation between the rise in income 

inequality and the decline in entrepreneurship (-0.84) and the strong correlation 

between the decline in social trust and the decline in entrepreneurship (0.85), strongly 

suggest that the level of income equality influence entrepreneurship via social trust. 

 

FIGURE 3.2. Firm Entry Rate and Gini-Coefficient (US), 1978–2011.  

Sources: US Census Bureau; Federal Reserve Bank of St. Louis. Note: Correlation is -

0.83 
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FIGURE 3.3. Firm Entry Rate and Social Trust (US), 1978–2011.  

Sources: US Census Bureau; General Social Survey, 1972–2012. Note: Correlation is 

0.85. 

Conversations with entrepreneurs in Mexico also supported my argument that 

income equality increases entrepreneurial activity via increased social capital. For 

example, I asked residents of several communities in Mexico whether they would start 

a business that required forming a team with strangers, a question that would provide 

some indication of their level of trust towards the general population. Responses from 

members of communities with higher income inequality typically had responses like: 

I would rather start a business that is less profitable with friends and family 

than start a more profitable business requiring me to find partners who are 

strangers. For Mexicans in general, we are not very trusting outside friends and 

family. (Interview 1, 6/7/19) 

It would be a grave risk to search for business partners among those you do not 

know personally, they could take advantage of you. I mean, in such a situation, 

support would be a real challenge in the business because you need to think 

alike so that there is integration, not confusion, in the business. That isn’t 

easily done with strangers. (Interview 2, 6/7/19) 

Respondents expressed more unwillingness to start a business with strangers because 
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strangers were not trustworthy. Whereas responses from members of communities 

with more income equality typically had responses like: 

Certainly, with starting a business you need support, meaning social and 

emotional support more so than financial support. You need trust amongst 

business partners. But I think there’s a good level of trust in Mexico. 

(Interview 5, 6/8/19) 

Having to find a partner that is a stranger would definitely make it more 

challenging, but wouldn’t absolutely kill the idea. (Interview 7, 6/8/19) 

In this case, respondents expressed a more positive view of the trustworthiness of 

Mexicans in general, and more willingness to start a business with strangers. This 

pattern of responses was consistent across communities in accordance with the level of 

income equality regardless of whether they were urban or rural communities. In 

summary, my experience in the field echoed the theory I developed on economic 

inequality and entrepreneurship using inequality and social capital literatures. Figure 

3.4 provides a visual of the mediation model I will test as a reflection of my alternative 

theory for income equality and entrepreneurship. I hypothesize: 

Hypothesis 1a (H1a): Entrepreneurial activity in communities increases as the 

income distribution becomes more equal. 

Hypothesis 1b (H1b): Social capital in communities increases as the income 

distribution becomes more equal. 

Hypothesis 1c (H1c): Social capital mediates the relationship between income 

distribution and entrepreneurship. 
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FIGURE 3.4. Theoretical Model. 

Income Equality, Social Capital, and Growth-Oriented Entrepreneurship 

Although entrepreneurship is viewed as a mechanism for economic development 

(Zahra and Wright, 2016; Baumol, 2010; Audretsch et al., 2006), scholars have noted 

that not all entrepreneurship is economically productive in terms of added gross 

domestic product (Baumol, 1990; Acs, Boardman, and McNeely, 2013), suggesting 

that social conditions promoting entrepreneurship may not necessarily promote 

growth-oriented entrepreneurship (Li et al., 2015). Growth-oriented entrepreneurship 

refers to organizational creation that results in added gross domestic product and 

employment (Acs, 2006; Fredstrom, Peltonen, and Wincent, 2020). Common 

indicators of growth-oriented entrepreneurship are new businesses introducing an 

innovation or new businesses in high-technology sectors (Van Stel et al., 2019; 

Nakara, Messeghem, and Ramaroson, 2019). Economic geographers have 

demonstrated that the labor multiplier for a new job in high-technology sectors is 

higher than a new job in non-technology sectors, and research across multiple 

disciplines has demonstrated the positive impact of innovating on economic growth 

(Moretti, 2012; Atkinson and Ezell, 2012). Prior research in this area has noted that 
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external conditions such as trade and competition between regions (Holmes and 

Schmitz, 2001), high levels of research activity (Shane, 2004; Taylor, 2016), low 

inflation, flexible labor markets, rule of law, and strong anti-trust laws (Litan, Baumol, 

and Schramm, 2008) are all ways to promote growth-oriented entrepreneurship. I 

argue that increased income equality not only increases levels of entrepreneurship 

generally via increased levels of social capital, but also increases levels of growth-

oriented entrepreneurship. Increased levels of social capital results in 1) fewer 

difficulties achieving legitimacy, 2) increased flow of novel information between 

community members, and due to 3) increased boundary spanning. 

First, increased income equality will increase growth-oriented entrepreneurship 

via social capital because increased social capital makes it easier for entrepreneurs to 

legitimate their new business (Kwon, Helfin, and Ruef, 2013). Legitimacy refers to 

“the acceptance by the general public and by relevant elite organizations of an 

association’s right to exist and pursue its affairs in its chosen manner” (Knoke, 

1985:222). Social trust refers to expectations that an actor will behave benignly (Molm 

Takahsahi, and Peterson 2000; Cook 2005) Acceptance of an organization by the 

general public is a function of whether the general public trusts that the organization 

will behave in ways that contribute to the goals of the public as the organization 

pursues its affairs (Dirks and Ferrin, 2001). Hence, lack of legitimacy indicates a lack 

of trust in that new businesses, those not known to potential customers and suppliers 

(Welter and Smallbone, 2006; Stinchcombe, 1965). Lucas and Lovaglia (2006) 

investigated the link between trust and legitimation, theorizing that individuals accept 

as legitimate that which they trust. After analyzing a series of studies that used 
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experiments to analyze the relationship between trust and legitimacy, the authors 

concluded that achieving legitimacy is fundamentally a trust-building exercise 

between an actor and its external audience. Lucas and Lovaglia’s theory that 

legitimation is a process of trust-building is also found elsewhere. Aldrich (2000) 

argued that entrepreneurs are more successful when they are able to build broad 

networks of trust to assist them in gaining legitimacy. In other words, entrepreneurs 

gain public acceptance to the degree that they can assure audiences that they will 

behave benignly. Hence, in communities with higher social capital, it is easier to 

assure audiences that a new business will be benign. Contexts with an easier 

legitimation process are particularly important to growth-oriented entrepreneurship 

because novel and high-technology ventures are inherently harder to legitimate 

(Zilber, 2006; Di Paola et al., 2018). 

Social capital should also increase growth-oriented entrepreneurship via 

increased flow of novel information between community members. A long history of 

research has demonstrated that the reception of novel information is critical to 

innovative entrepreneurial activity (Elfring and Hulsink, 2003; Dutta and Crossan, 

2005; Scott, 2006; Slotte-Kock and Coviello, 2010). Community members have more 

tolerance towards people different than themselves when there is high in social capital, 

believing that an interaction with a stranger is more an opportunity than a risk (Rotter, 

1980; Putnam, 1993; Seligman, 1997). Social capital, therefore, increases the 

likelihood that individuals in a community will make “casual acquaintances that span 

diverse social circles” (Kwon et al. 2013:983). According to social network theories, 

unique information is more likely to come from casual acquaintances than from close 
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friends and family (Granovetter, 1973; Burt, 1992). Thus, higher social capital should 

increase growth-oriented entrepreneurship due to increased flow of novel information 

between community members, and due to a more effortless pathway to legitimacy. 

Finally, increased income equality should increase levels of growth-oriented 

entrepreneurship via social capital because social capital increases boundary spanning 

across occupations, organizations, and hierarchies. Higher social capital increases 

boundary spanning due higher trust and a sense of cooperation between individuals 

(Tortoriello, Reagans, and McEvily, 2012; Perry-Smith and Mannucci, 2017). 

Boundary crossing is essential to high-tech innovation because boundary spanning, 

whether occupational, organizational or hierarchical, permits outsider perspectives to 

spur insights into novel ways to utilize existing technologies and resources (Kanter, 

2009). Tushman (1977), for example, studied the communication activity of 345 R&D 

professionals, and how their communications impacted innovation performance. The 

author found that R&D professionals who interacted across departments, and across 

organizations, played an important role in making the technology commercialization 

process successful because their communication with external areas provided critical 

information for the development of technology products. More recently, Tortoriello 

and Krackhardt (2010) studied 276 R&D scientists, and found that spanning 

organizational boundaries were more likely to generate new technology products when 

ties were embedded in a social structure that facilitates cooperation and coordinated 

action. Their results suggest that social capital plays a critical role for boundary 

spanning to generate technology commercialization because ties across boundaries did 



 

55 

not generate technology commercialization unless there was a sense of cooperation 

among individuals in the relationship. 

Flemming and Waguespack (2007) had similar results in their longitudinal 

analysis of the Internet Engineering Task Force community from 1986–2002. They 

found boundary spanning across occupational aeas to be essential to technology 

commercialization, and that a lack of trust could hamper boundary spanning efforts. 

However, “an inherent lack of trust associated with brokerage positions can be 

overcome through physical interaction” (Flemming and Waguespack, 2007:165). 

Those findings are notable given past research on income inequality revealing that 

interaction across social groups is reduced as income inequality increases (McPherson, 

Smith-Lovin, and Cook, 2001; Alesina and La Ferrara, 2002). In other words, 

boundary spanning requires trust, a lack of trust can be overcome through physical 

interaction, and interaction across social groups occurs more frequently as income 

equality increases. Therefore, I propose that increased income equality should increase 

social capital, and social capital should increase levels of growth-oriented 

entrepreneurship. In other words, increased income equality should increase a 

community’s level of growth-oriented entrepreneurship via increases in social capital. 

Hence, I hypothesize: 

Hypothesis 2a (H2a): Community levels of growth-oriented entrepreneurship 

increases as incomes become more equal. 

Hypothesis 2b (H2b): Social capital in communities increases as the income 

distribution becomes more equal. 

Hypothesis 2c (H2c): Social capital mediates the relationship between income 

distribution and growth-oriented entrepreneurship. 
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METHODS 

Data 

Data for this study come from the economic and demographic data gathered by the 

government’s Instituto Nacional de Estadistica y Geografia (INEGI), and the Mexican 

Chamber of Commerce. The resulting data set provides demographic, social, and 

economic data on every municipality in Mexico from 2000 to 2011 as well as the 

number of newly registered businesses in each municipality every year from 2000 to 

2011. There are, on average, 2448 municipalities in the country, resulting in 34,076 

observations from 2000 to 2011. Using a longitudinal dataset at a municipal-level 

allows me to adjust for the tenuous methodology of prior studies. Additionally, I 

collected qualitative data via semi-structured interviews and observation. I collected 

qualitative data in eight municipalities that were a mix of high and low Gini-

coefficient scores for income in both rural and urban areas. In each municipality, I 

randomly selected five companies from our dataset and visited them in order to 1) 

learn about how their business was started, and 2) learn their perceptions of the 

community. I also randomly selected five other community members with whom I 

could interview about trust levels generally. My intention was to get an idea of what 

was driving entrepreneurship across communities in Mexico, and, as indicated in the 

previous section, use qualitative data to demonstrate the central mechanism motivating 

my hypotheses. The interview guide is available in Appendix I of the study. 
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Measures 

Dependent Variables. My dependent variable is new business formation, which 

I measure as the number of newly registered businesses in each municipality in 

Mexico from 2000–2011. Municipalities average 41 new businesses every year (s.d.= 

277.95), with a range of 0 to 16,863. Growth-oriented entrepreneurship was measured 

as whether the new business indicated that it was introducing a new product or service, 

and/or whether the new business was in one of the following economic sectors: 

Professional, scientific, and technical services; information and communication; 

pharmaceutical, synthetic, food, and semiconductor manufacturing; energy; and 

consumer electronics repair and maintenance. 

Independent and Mediating Variables. My independent variable is income 

distribution at the municipality level which we measure using a reverse coded Gini 

coefficient, such that an increase in the Gini coefficient represented increased income 

equality. I reverse coded the Gini-coefficient so that the analysis was easy to interpret 

vis a vis my hypotheses. The municipality level Gini coefficients provided by INEGI 

were for every municipality for the years 2000, 2005, and 2010. I used linear 

interpolation in order to provide information on each municipality’s income 

distribution during the years 2000–2004, 2006–2009, and 2011. When I tested the 

hypotheses using only panel years 2000, 2005, and 2010, the results were similar to 

the results from the interpolated dataset. Figure 3.5 displays the change in income 

distribution between 2005 and 2010 across all Mexican municipalities 
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FIGURE 3.5. Change in Local Gini Coefficient, 2005–2010.  

Source: Enamorado et al., 2016. Note: The map above reports the change in Gini 

coefficient by municipality, the national average was -0.03. 

I used factor analysis to capture community levels of thin social capital 

because, operationally, social capital is a multi-dimensional social phenomenon that 

includes connection, norms of reciprocity, and trustworthiness (Putnam, 2000). 

Typical indices of social capital include measures of civic participation, marriage, 

crime, education, and community organizations such as clubs, fitness centers, sports 

organizations, and civic organizations (Knack, 2002; Rupasingha, Goetz, and 

Freshwater, 2006; Kwon, Heflin, and Ruef, 2013). Accordingly, the indicators I used 

in my factor analysis are proportion of community members who are college 

graduates, the number of rotary clubs in the community, the number of community 

organizations, the number of community members voting in local elections, 

proportion of community members who are married, violent crimes per capita, and 
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non-violent crimes per capita. Next, I conducted a KMO measure of sampling 

adequacy in order to measure the proportion of variance among the aforementioned 

indicators that might be common variance. The result of the KMO test was 0.66, 

which was higher than the 0.5 standard set by the field, and suggests that my data is 

suitable for factor analysis (Child, 2006). Following, I conducted a Bartlett Test of 

Sphericity. The result which was <0.001, again indicating that there is likely to be a 

statistically significant interrelationship between my indicators that affects my 

outcome variable (Bandalos and Boehm-Kaufman, 2008). Next I conducted a 

Cronbach’s Alpha to test for internal consistency, and the scale reliability coefficient 

was 0.755, higher than the 0.6 standard set by the field (Sijtsma, 2009). Finally, I 

conducted a factor analysis on the five aforementioned indicators, the resultant 

eigenvalue was 2.98, well above the field’s standard of an eigenvalue of one (Larsen 

and Warne, 2010). I used varimax orthogonal rotation of the factor axes, in accordance 

with common standards for factor analysis (Russell, 2002). Table 3.1 displays the 

factor analysis used to create my social capital variable. 

Table 3.1. Social Capital Factor Analysis 

  Factor Eigenvalue Proportion 

% College Graduates 0.72 2.98 0.43 

No. Rotary Clubs 0.64     

No. Community Organizations 0.46     

No. Voting in Local Elections 0.86     

% Married 0.87     

Violent Crimes Per Capita -0.41     

Non-Violent Crimes Per Capita -0.45     

KMO 0.67     

Bartlett Test of Sphericity 

Cronbach’s Alpha 
<0.001 

0.755 
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Control Variables. I control for each community’s public security 

expenditures, median income, perceived level of government corruption, FDI, 

proportion of community members who are self-employed, new business foundings 

during the previous year, proportion of community members who are immigrants, 

proportion of community members who affiliate with no religion, proportion of 

community members who are single, homicides due to aggressions per capita, 

homicides due to executions per capita, and proportion of the community population 

that is rural. I control for public expenditures on security to account for its impact on 

social trust. I control for median income in order to rule out the alternative explanation 

for the results being due to some communities simply being wealthier than others as 

opposed to results being due to equality. Perceived government corruption is 

measured on a scale of 1 to 100 where a higher number indicates higher perceived 

government corruption by community members. FDI is measured in billions of USD 

where 1.000 is 1 billion USD. I control for both corruption and FDI because previous 

research has indicated that each directly affects entrepreneurial activity (Dutta and 

Sobel, 2016; Eren, Onda, and Unel, 2019). I control for the proportion of community 

members who are already self-employed, and for new business foundings during the 

previous year to account for density dependence effects on current levels of 

entrepreneurial activity in the community (Hannan and Freeman, 1977). I control for 

the proportion of community members who are immigrants because a long history of 

research indicates that immigrants are more likely to become entrepreneurs (Mata and 

Alves, 2018; Lofstrom, Bates, and Parker, 2014). I control for the proportion of 

community members who affiliate with no religion because of its noted effect on 
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social capital (Edgenell et al., 2016; Putnam, 2000). I control for proportion of 

community members who are single because some research indicates that marriage, 

divorced, and separated persons may be less likely to practice entrepreneurship due to 

higher relational and familial obligations (Wadhwa et al., 2009). I control for 

homicides due to aggressions and executions because these types of homicides are 

especially harmful to entrepreneurial activity due to their visibility (Ramirez, Gomez, 

and Muniz, 2015). Finally, I control for proportion of the community population that 

is rural because of the rural/urban differences in social capital (Sorensen, 2016). 

Analysis and Robustness Checks 

I test my hypotheses using linear regression with municipality-level fixed effects. I use 

a fixed-effects model in order to remove omitted variable bias from my model. 

Additionally, I conducted Sobel, Aroian, and Goodman tests as mediation robustness 

tests. 

Selection Bias. In order to address the possible selection bias inherent in 

observational data, I created a propensity-matched sample with which to test my 

hypotheses (Ellenberg, 1994; Dubin and Rivers, 1989). Propensity matching is a 

statistical matching technique that attempts to control for selection bias in 

observational data by creating a sample of units receiving a treatment that is 

comparable on observed covariates to a sample of units that did not receive the 

treatment (Rosenbaum and Rubin, 1983). In this case, my propensity-matched sample 

consists of communities experiencing an increase in income equality that have a 

similar set of observed covariates to communities that did not receive an increase in 
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income equality. To create my propensity-matched sample, I first created a binary 

variable indicating whether or not the community had experienced an increase in 

income equality the previous year. Next, using logistical regression, I identified that 

income equality was strongly predicted by homicides per capita, the unemployment 

rate, and perceptions of corruption. The results of the logit are in Table 3.2. I matched 

on the logit of the propensity score using calipers of width equal to 0.1 of the standard 

deviation of the logit of the propensity score (Austin, 2011). The resulting matched 

dataset had 12,330 observations. 

Table 3.2. Logistic Regression Used to Create Propensity-Matched Sample 

  1 Caliper 

Homicidespc 115.9** (0.1) 

  (-40.08)   

Unemploymentrate 1.583**   

  (0.540)   

Corruption 0.013**   

  (0.005)   

Constant -2.302***   

  (0.419)   

Chi-squared 25.61   

Resultant Obs.  12,330   

✝= p<0.1; *=p<0.05; **=p<0.01; ***=p<0.001 

 

RESULTS 

Table 3.3 is the correlation matrix for the variables in our model. The correlations 

between the variables are all under 0.70, the variance inflation factor for each variable 

is below 3.00; indicating that there are no collinearity issues in the model. 
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Table 3.3. Summary Statistics and Correlation Matrix 

    Mean S.D. V.I.F.  1 2 3 4 5 

1. Social Capital 0 1 1.78 1         

2. Gini-coefficient -

0.003 
0.028 1.05 -

0.020 
1       

3. Public Security 

Expenditures 
5.252 0.358 1.36 0.019 0.023 1     

4. Median Income 9.609 0.509 1.83 0.499 -

0.045 
0.015 1   

5. Corruption 91.14 3.244 1.33 -

0.059 
0.005 -

0.465 
0.007 1 

6. FDI -

0.012 
0.923 1.17 0.226 0.015 0.194 0.219 -

0.195 
7. % Self-employed 0.309 0.199 1.22 -

0.270 
-

0.006 
-

0.037 
-

0.466 
0.026 

8. Foundings Previous Year 38.77 273.1 1.04 0.069 -

0.016 
0.015 0.092 -

0.039 
9. % Immigrant 0.005 0.006 1.15 -

0.105 
0.048 -

0.060 
0.095 0.120 

10. % No Religion 0.031 0.042 1.06 0.131 0.032 0.015 0.141 0.100 

11. % Single 0.160 0.057 1.15 0.017 -

0.206 
-

0.204 
-

0.204 
0.139 

12. Criminal Aggressions  0.543 5.769 1.09 -

0.022 
0.016 0.042 0.042 0.010 

13. Criminal Executions 3.760 22.19 1.11 0.063 0.041 0.042 0.042 0.013 

14. %Rural 0.881 0.268 1.85 -

0.613 
-

0.006 
-

0.093 
-

0.093 
0.053 

 

Table 3.3. (Continued) 

6 7 8 9 10 11 12 13 

                

                

                

                

                

1               

-0.116 1             

0.174 -0.064 1           

-0.019 -0.036 -0.001 1         

-0.003 -0.021 -0.006 -0.129 1       

0.010 0.056 0.013 -0.212 -0.118 1     

0.036 -0.022 -0.008 0.013 0.016 -0.078 1   

0.017 -0.046 0.001 0.069 0.058 -0.132 0.289 1 

-0.195 0.239 -0.052 0.069 -0.134 0.043 -0.004 -0.026 
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Hypothesis 1a predicted that a more even distribution of income would 

increase new business formation. Contrary to this hypothesis, communities 

experiencing increased income equality saw about seven fewer new businesses than 

those communities that did not experience an increase income equality, but the impact 

was not statistically significant (p<0.806; s.e.=28.41). Hypothesis 1b predicted that 

increased income equality would increase social capital. In accordance with this 

hypothesis, communities experiencing increased income equality saw a 2% increase in 

social capital (p<0.010; s.e.= 0.053). Hypothesis 1c predicted that social capital would 

increase entrepreneurial activity, mediating the impact of income equality on 

entrepreneurship. In accordance with this hypothesis, a unit increase in social capital 

was associated with about 177 additional new businesses (p<0.001; s.e.= 3.827) while 

the direct effect of higher income equality on entrepreneurial activity was 65 fewer 

businesses (p<0.011; s.e.=25.54). Overall, the results indicate an inconsistent partial 

mediation where the mediated effect has a different sign the direct effect (MacKinnon 

et al., 2000; Blalock, 1969; Davis, 1985). I discuss the implications of these results in 

the next section. 

Hypothesis 2a predicted that a more even distribution of income would 

increase growth-oriented entrepreneurial activity. I used two measures of growth-

oriented entrepreneurial activity: new businesses that claim to introduce new products 

and services, and new business in high-technology sectors. Communities experiencing 

an increase in income equality had about eight additional innovating new businesses 

than those communities that did not experience an increase in income inequality, but 

the result was not statistically significant (p=0.893; s.e.= 57.97). Communities 
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experiences an increase in income equality had one fewer new business in high 

technology sectors than communities that did not experience an increase income 

inequality, but again, the result was not statistically significant (p=0.563; 1.437). 

Hypothesis 2b predicted that increased income equality would increase social capital. 

In accordance with this hypothesis, communities experiencing increased income 

equality saw a 2% increase in social capital (p<0.010; s.e.= 0.053). Hypothesis 2c 

predicted that social capital would increase growth-oriented entrepreneurial activity, 

mediating the impact of income equality on entrepreneurship. In accordance with this 

hypothesis, a unit increase in social capital was associated with about 272 additional 

innovating firm foundings (p<0.001; s.e.= 8.071), and about 2.5 additional new 

businesses in high-tech sectors (p<0.001; s.e.= 0.234). Meanwhile, the impact of 

higher income equality on both innovative entrepreneurial activity (p=0.060; 

s.e.=53.87), and entrepreneurial activity in high tech sectors (p=0.718; s.e.=1.567) 

continued to be statistically insignificant. 

The results indicated an indirect mediation between income equality, social 

capital, and growth-oriented entrepreneurship where there are significant paths from 

the IV to Mediator, and from Mediator to DV, but the path from the IV to the DV is 

not significant (MacKinnon, 2008:99; Zhao, Lynch, and Chen, 2010). Table 3.4 

displays the results of the linear regression models for foundings generally. Model 1 

displays the results of regressing foundings on income equality without control 

variables, model 2 displays the results of regressing foundings on income equality 

with control variables, model 3 displays the results of regressing social capital on 

income equality, and model 4 displays the results of regressing foundings on both 
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social capital and income equality. Table 3.5 displays the results of the linear 

regression models for growth-oriented entrepreneurship. Model 1 displays the results 

of regressing innovative foundings on income equality without control variables, 

model 2 displays the results of regressing innovative foundings on income equality 

with control variables, model 3 displays the results of regressing social capital on 

income equality, and model 4 displays the results of regressing innovative foundings 

on both social capital and income equality. Model 5 displays the results of regressing 

foundings on income equality without control variables, model 6 displays the results 

of regressing foundings on income equality with control variables, model 7 displays 

the results of regressing social capital on income equality, and model 8 displays the 

results of regressing foundings on both social capital and income equality. 

Additionally, I conducted Sobel, Aroian, and Goodman tests for each mediation model 

as a robustness check. The results were statistically significant for each model, adding 

additional evidence that there is a mediated relationship between income equality, 

social capital, and entrepreneurship. Table 3.6 displays the results of the Sobel, 

Aroian, and Goodman mediation tests for the hypotheses. 
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Table 3.4. Analysis Results: All Foundings 

  
All Foundings Social Capital 

All Foundings 

  1 2 3 4 

Social Capital       176.6*** 

        (3.827) 

Gini-coefficient 26.98 -6.966 0.138** -64.62* 

  (35.41) (28.41) (0.054) (25.54) 

Public Security Expenditures   12.14 0.128*** -15.66 

    (11.61) (0.024) (11.44) 

Median Income   13.14** 0.052*** -4.481 

    (4.639) (0.010) (4.851) 

Corruption   -0.792* 0.003*** -0.984* 

    (0.329) (0.001) (0.385) 

FDI   0.624 0.005 -3.067 

    (2.203) (0.004) (2.074) 

% Self-employed   -24.19* -0.040* -7.569 

    (11.33) (0.020) (9.689) 

Foundings Previous Year   0.020*** -0.00003* 0.0457*** 

    (0.005) (0.00001) (0.007) 

% Immigrant   835.1** 3.548*** 374.9 

    (264.1) (0.600) (284.5) 

% No Religion   -490.2*** -0.491* -609.7*** 

    (99.91) (0.241) (113.9) 

% Single   415.2*** -0.531** -138.7! 

    (76.88) (0.172) (81.48) 

Criminal Aggressions    0.093 -0.003*** 0.712*** 

    (0.159) (0.0004) (0.168) 

Criminal Executions   -0.045 -0.0001 -0.015 

    (0.043) (0.0001) (0.057) 

%Rural   -1.863 -0.088*** -15.56 

    (12.15) (0.027) (12.88) 

Year Effects Y Y Y Y 

Fixed Effects Y Y Y Y 

Observations 24,958 24,958 24,958 24,958 

F 18.74*** 16.28*** 25.70*** 105.4*** 

R-Sq 0.0009 0.001 0.130 0.445 

✝= p<0.1; *=p<0.05; **=p<0.01; ***=p<0.001     

 



 

 

6
8
 

Table 3.5. Analysis Results: Growth-Oriented Foundings 

  
Innovative 

Foundings 
Social 

Capital 

Innovative 

Foundings 
High-tech 

Industries 
Social 

Capital 
High-tech 

Industries 

  1 2 3 4 5 6 7 8 

Social Capital       271.7***       2.273*** 

        (8.071)       (0.235) 

Gini-coefficient 68.54 7.790 0.138** -101.2✝ -1.528 -0.813 0.138** -0.566 

  (72.81) (57.97) (0.054) (53.86) (1.651) (1.437) (0.054) (1.567) 

Public Security 

Expenditures 
  35.56 0.128*** -15.71   -0.694 0.128*** -0.372 

    (23.68) (0.024) (24.13)   (0.586) (0.024) (0.702) 

Median Income   23.49* 0.052*** -11.45   0.329 0.052*** -0.093 

    (9.467) (0.010) (10.23)   (0.235) (0.010) (0.297) 

Corruption   -1.471* 0.003*** -1.885*   -0.010 0.003*** 0.024 

    (0.671) (0.001) (0.813)   (0.017) (0.001) (0.024) 

FDI   -1.549 0.005 -9.456*   0.628*** 0.005 0.623*** 

    (4.495) (0.004) (4.375)   (0.111) (0.004) (0.127) 

% Self-employed   -35.82 -0.040* -7.284   -0.686 -0.040* -0.267 

    (23.12) (0.020) (20.43)   (0.573) (0.020) (0.595) 

Foundings Previous Year   0.041*** -0.00003* 0.086***   0.0003 -0.00003* 0.0002 

    (0.009) (0.00001) (0.014)   (0.0002) (0.00001) (0.0004) 

% Immigrant   1475** 3.548*** 823.02   30.93* 3.548*** 19.02 

    (538.9) (0.600) (599.9)   (13.35) (0.600) (17.46) 

% No Religion   -682.4*** -0.491* -750.4**   -20.11*** -0.491* -16.53* 

    (203.9) (0.241) (240.1)   (5.051) (0.241) (6.986) 
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Table 3.5. (Continued) 

  
Innovative 

Foundings 
Social 

Capital 

Innovative 

Foundings High-tech Industries 
Social 

Capital 
High-tech 

Industries 

  1 2 3 4 5 6 7 8 

% Single   -954.1*** -0.531** -488.9**   -

19.17*** 
-0.531** -11.69* 

    (156.9) (0.172) (171.8)   (3.887) (0.172) (5.000) 

Criminal 

Aggressions  
  0.159 -0.003*** 1.147***   0.003 -0.003*** 0.014 

    (0.325) (0.0004) (0.354)   (0.008) (0.0004) (0.010) 

Criminal Executions   -0.069 -0.0001 -0.007   -0.003 -0.0001 -0.002 

    (0.089) (0.0001) (0.119)   (0.002) (0.0001) (0.003) 

%Rural   -1.025 -0.088*** -33.79   1.399* -0.088*** 1.294 

    (24.79) (0.027) (27.17)   (0.614) (0.027) (0.791) 

Year Effects Y Y Y Y Y Y Y Y 

Fixed Effects Y Y Y Y Y Y Y Y 

Observations 24,958 24,958 24,958 24,958 24,958 24,958 24,958 24,958 

F 16.26*** 13.85*** 25.70*** 60.24*** 16.68*** 12.09*** 25.70*** 12.31*** 

R-Sq 0.001 0.0001 0.130 0.445 0.003 0.006 0.130 0.143 

✝= p<0.1; *=p<0.05; **=p<0.01; ***=p<0.001             
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Table 3.6. Additional Mediation Tests 

  Foundings Innovative Foundings High-tech Industries 

Sobel Test 2.552** 2.548** 2.009* 

  (9.551) (14.71) (0.174) 

Aroian Test 2.551** 2.547** 1.998* 

  (9.553) (14.72) (0.175) 

Goodman Test 2.552** 2.549** 2.019* 

  (9.548) (14.71) (0.173) 

✝= p<0.1; *=p<0.05; **=p<0.01; ***=p<0.001   

Results with Propensity-Matched Sample 

With regards to overall entrepreneurial activity, results from the analysis using the 

propensity-matched sample revealed that income distribution had no statistically 

significant impact on firm foundings (p=0.970; s.e.= 42.61), increased income equality 

was associated with about a 2% increase in social capital (p=0.041; s.e.=0.075), and a 

unit increase in social capital was associated with about 130 additional new businesses 

(p<0.001; s.e.=5.676) while the impact of income distribution on firm foundings 

remained statistically insignificant (p=0.148; s.e.= 33.44). Overall, results using the 

propensity-matched sample indicate an indirect mediation between income equality, 

social capital, and entrepreneurship, as opposed to the inconsistent partial mediation 

revealed in the analysis with the full set of observations. 

With regards to innovating entrepreneurial activity, results from the analysis 

using the propensity-matched sample revealed that income distribution had no 

statistically significant impact on innovating firm foundings (p=0.941; s.e.= 88.24), 

increased income equality was associated with about a 2% increase in social capital 

(p=0.041; s.e.=0.075), and a unit increase in social capital was associated with about 
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233 additional innovating new businesses (p<0.001; s.e.=12.25) while the impact of 

income distribution on firm foundings remained statistically insignificant (p=0.205; 

s.e.= 72.17). Finally, results from the analysis using the propensity-matched sample 

revealed that income distribution had no statistically significant impact on firm 

foundings in high-technology sectors (p=0.828; s.e.= 1.915), increased income 

equality was associated with about a 2% increase in social capital (p=0.041; 

s.e.=0.075), and a unit increase in social capital was associated with about 4 additional 

new businesses in high-tech sectors (p<0.001; s.e.=0.389) while the impact of income 

distribution on firm foundings remained statistically insignificant (p=0.531; s.e.= 

2.295). 

Overall, results with the propensity-matched sample again indicated an indirect 

mediation between income equality, social capital, and growth-oriented 

entrepreneurship. Table 3.7 displays the results of the linear regression models for 

foundings generally. Model 1 displays the results of regressing foundings on income 

equality without control variables, model 2 displays the results of regressing foundings 

on income equality with control variables, model 3 displays the results of regressing 

social capital on income equality, and model 4 displays the results of regressing 

foundings on both social capital and income equality. Table 3.8 displays the results of 

the linear regression models for growth-oriented entrepreneurship. Model 1 displays 

the results of regressing innovative foundings on income equality without control 

variables, model 2 displays the results of regressing innovative foundings on income 

equality with control variables, model 3 displays the results of regressing social capital 

on income equality, and model 4 displays the results of regressing innovative 
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foundings on both social capital and income equality. Model 5 displays the results of 

regressing foundings on income equality without control variables, model 6 displays 

the results of regressing foundings on income equality with control variables, model 7 

displays the results of regressing social capital on income equality, and model 8 

displays the results of regressing foundings on both social capital and income equality. 

Additionally, I conducted Sobel, Aroian, and Goodman tests for each mediation model 

as a robustness check. The results were statistically significant for each model, adding 

additional evidence that there is a mediated relationship between income equality, 

social trust, and entrepreneurship. Table 3.9 displays the results of the Sobel, Aroian, 

and Goodman mediation tests for the hypotheses. 

Table 3.7. PSM Analysis Results: All Foundings 

  
All Foundings Social Capital 

All Foundings 

  1 2 3 4 

Social Capital       130.3*** 

        (5.676) 

Gini-coefficient 31.86 1.612 0.154* -48.39 

  (56.84) (42.61) (0.075) (33.44) 

Public Security Expenditures   25.79 0.131 -4.066 

    (17.62) (0.035) (15.91) 

Median Income   14.35✝ 0.053*** -1.091 

    (7.406) (0.016) (6.979) 

Corruption   0.018 0.003* 0.569 

    (0.524) (0.001) (0.556) 

FDI   -0.646 0.002 -3.047 

    (3.271) (0.006) (2.728) 

% Self-employed   -84.59* -0.260*** -3.016 

    (37.71) (0.074) (32.83) 

Foundings Previous Year   0.028*** -0.0001*** 0.070*** 

    (0.009) (0.00003) (0.012) 
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Table 3.7. (Continued) 

  
All Foundings Social Capital 

All Foundings 

  1 2 3 4 

% Immigrant   715.9✝ 3.135*** 54.62 

    (420.1) (0.937) (417.7) 

% No Religion   -339.1* -0.269 -491.8** 

    (156.36) (0.367) (163.9) 

% Single   -452.1*** -0.018 -92.56 

    (124.3) (0.270) (120.6) 

Criminal Aggressions    0.036 -0.001** 0.271 

    (0.238) (0.0005) (0.217) 

Criminal Executions   -0.001 -0.0001 -0.023 

    (0.061) (0.0002) (0.067) 

%Rural   -4.902 -0.053 -4.289 

    (17.93) (0.039) (17.29) 

Year Effects   Y Y Y 

Fixed Effects   Y Y Y 

Observations 12,330 12,330 12,330 12,330 

F 6.11*** 5.97*** 9.47*** 27.15*** 

R-Sq 0.0001 0.004 0.124 0.391 

✝= p<0.1; *=p<0.05; **=p<0.01; ***=p<0.001     
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Table 3.8. PSM Analysis Results: Growth-Oriented Foundings 

  
Innovative 

Foundings 
Social 

Capital 

Innovative 

Foundings 
High-tech 

Industries 
Social 

Capital 
High-tech 

Industries 

  1 2 3 4 5 6 7 8 

Social Capital       233.3***       3.767*** 

        (12.25)       (0.389) 

Gini-coefficient 58.79 -6.481 0.154* -91.52 0.749 0.417 0.154* -1.437 

  (115.7) (88.24) (0.075) (72.17) (2.033) (1.915) (0.075) (2.295) 

Public Security 

Expenditures 
  56.75 0.131 -13.56   -0.398 0.131 -0.477 

    (36.50) (0.035) (34.33)   (0.792) (0.035) (1.091) 

Median Income   27.14! 0.053*** -7.175   0.522 0.053*** -0.099 

    (15.34) (0.016) (15.06)   (0.332) (0.016) (0.479) 

Corruption   0.227 0.003* 0.775   -0.039! 0.003* -0.055 

    (1.087) (0.001) (1.199)   (0.024) (0.001) (0.038) 

FDI   -2.385 0.002 -6.195   0.287✝ 0.002 0.311✝ 

    (6.774) (0.006) (5.886)   (0.147) (0.006) (0.187) 

% Self-employed   -128.6✝ -0.260*** 35.67   -3.967* -0.260*** -1.738 

    (78.09) (0.074) (70.85)   (1.694) (0.074) (2.253) 

Foundings Previous Year   0.059*** -0.0001*** 0.146***   0.0001 -0.0001*** -0.0003 

    (0.019) (0.00003) (0.025)   (0.0004) (0.00003) (0.001) 

% Immigrant   1427 3.135*** 164.3   35.76✝ 3.135*** 19.89 

    (870.1) (0.937) (901.3)   (18.88) (0.937) (28.65) 

% No Religion   -429.7 -0.269 -559.3   -15.27* -0.269 -12.34 

    (323.9) (0.367) (353.8)   (7.028) (0.367) (11.24) 
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Table 3.8. (Continued) 

  
Innovative 

Foundings 
Social 

Capital 

Innovative 

Foundings High-tech Industries 
Social 

Capital 
High-tech 

Industries 

  1 2 3 4 5 6 7 8 

% Single   -1054*** -0.018 -326.6   -

17.81*** 
-0.018 -13.17 

    (257.5) (0.270) (260.3)   (5.588) (0.270) (8.275) 

Criminal 

Aggressions  
  0.054 -0.001** 0.475   0.001 -0.001** 0.010 

    (0.494) (0.0005) (0.469)   (0.011) (0.0005) (0.015) 

Criminal Executions   0.019 -0.0001 -0.050   -0.003 -0.0001 -0.002 

    (0.127) (0.0002) (0.145)   (0.003) (0.0002) (0.005) 

%Rural   -18.73 -0.053 -16.10   1.416✝ -0.053 -0.224 

    (37.14) (0.039) (37.33)   (0.806) (0.039) (1.186) 

Year Effects Y Y Y Y Y Y Y Y 

Fixed Effects Y Y Y Y Y Y Y Y 

Observations 12,330 12,330 12,330 12,330 12,330 12,330 12,330 12,330 

F 5.42 5.36 9.47*** 19.36*** 12.13*** 7.26*** 9.47*** 8.05*** 

R-Sq 0.0002 0.004 0.124 0.394 0.0001 0.002 0.124 0.296 

✝= p<0.1; *=p<0.05; **=p<0.01; ***=p<0.001             
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Table 3.9. Mediation Test PSM 

  Foundings Innovative Foundings High-tech Industries 

Sobel Test 2.045* 2.042* 2.007* 

  (9.811) (17.59) (0.288) 

Aroian Test 2.043* 2.039* 1.999* 

  (9.821) (17.62) (0.290) 

Goodman Test 2.047* 2.044* 2.019* 

  (9.802) (17.57) (0.043) 

✝= p<0.1; *=p<0.05; **=p<0.01; ***=p<0.001   

DISCUSSION 

This study tests a theory that higher levels of income equality at a community level 

will increase levels of entrepreneurial activity via increases in social capital. The 

theory is grounded in two robust research literatures. The first is a body of scholarship 

demonstrating that a more even distribution of income causes higher levels of social 

capital (Stiglitz, 2012; Noah, 2012), and the second is a body of scholarship 

demonstrating that higher levels of social capital increase entrepreneurship (Kwon et 

al., 2013). My study is notable because this constitutes the first time that these to 

research streams were connected to test an alternative theory for income equality and 

entrepreneurship. This study is also notable because of its empirical contribution to 

scholarship on income equality and entrepreneurship. Prior research in this area used 

country-level analysis (Xavier-Oliveira, Laplume, and Pathak, 2015), which suffer 

from omitted variable bias due to substantial differences in society and culture across 

countries (Enamorado et al., 2016), or used cross-sectional data (Sarkar, Rufin, and 

Haughton, 2018), which assume no change in the unit of analysis over time and also 

prevents the use of fixed effects models that could address omitted variable bias 
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(Greene, 2011). My study uses longitudinal data at a municipality-level, which allows 

for larger sample sizes and use of a fixed-effect model to remove omitted variable 

bias. What’s more, I created a propensity matched sample from the larger data-set to 

reduce selection bias. Overall, the study constitutes a more methodologically robust 

test of the impact of income equality on entrepreneurship. 

The methodological improvement is an empirical contribution to theory 

because it increases the precision of empirical evidence supporting theoretical 

explanation. Precision refers to apply more rigorous research designs. Currently, our 

field tends to resolve theoretical tensions by proposing boundary conditions where one 

works, and boundary conditions where another works. Precision takes a different route 

to resolving theoretical tensions by using methodological improvement. This empirical 

contribution to theory is as important as conceptual contributions to theory. 

Explanations need to be empirically substantiated in order to rise to the level of theory 

in sciences (Pigliucci, 2002). Hence, I find it important to highlight the study’s 

empirical contributions to theory as much as its conceptual contributions to theory. 

Overall, my results provide an empirical basis for a social capital theory of 

income equality and entrepreneurship. I found that increased income equality had no 

direct impact on the quantity and quality of entrepreneurial activity. What’s more, I 

found that social capital consistently mediated the impact of income equality on 

entrepreneurship such that income equality increased social capital, and social capital 

increased both the quantity and quality of entrepreneurial activity. The mediation was 

an inconsistent mediation on the first test using the full dataset, and regressing overall 

entrepreneurial activity on income distribution and social capital. The mediation was 
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an indirect mediation on all other tests, where there are significant paths from the IV 

to Mediator, and from Mediator to DV, but the path from the IV to the DV is not 

significant (MacKinnon, 2008:99; Zhao, Lynch, and Chen, 2010). One reason for the 

difference in mediation results between the test using the full dataset, and the test 

using the propensity-matched dataset for overall entrepreneurial activity could be due 

to the selection bias inherent in observational data. A conceptual reason for the 

inconsistent mediation on the first test regressing overall entrepreneurial activity on 

income distribution and social capital could be that the increases in entrepreneurial 

activity via social capital are capturing increases in growth-oriented entrepreneurship, 

and the corresponding reduction in entrepreneurial activity due to more income 

equality, controlling for social capital, is capturing decreases in necessity-driven 

entrepreneurship. 

The results provide several theoretical contributions. First, the study 

contributes to theory on economic inequality and entrepreneurship by providing 

evidence for an alternative theory for how, and why, income equality impacts 

entrepreneurial activity. Specifically, my equality theory of entrepreneurship is 

derived from four assumptions: 1) entrepreneurial talent is underutilized in 

communities due to inequality, 2) income is not a complete indicator of economic 

productivity because societies tend to be stratified along the lines of race, ethnicity, 

and gender, 3) rising income inequality decreases social capital among members of the 

community, and 4) increasing social capital leads to increased entrepreneurial activity. 

Building on these assumptions, my theory argues that increased income equality 

increases both the level and quality of entrepreneurship via increases in social capital. 
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Increased income equality increases social capital because social distance between 

members of the community is reduced, and social capital increases levels of 

entrepreneurial activity because social capital “encourages the free flow of 

information between social groups and (2) it helps small entrepreneurs overcome a 

lack of recognizability and well-defined reputation” (Kwon, Helfin, and Ruef, 2013: 

982). Results also indicated that increase income equality was associated with an 

increase in growth-oriented entrepreneurship, defined here as new businesses that are 

incorporated, innovating, or employ six or more people at founding. Empirical 

research suggests that my results generalize to developed countries as well. Boudreaux 

and Nikolaev (2019) used data from the Global Entrepreneurship Monitor (GEM) to 

examine how economic institutions impact the relationship between capital and 

opportunity-motivated entrepreneurship. They found that as the quality of the 

institutional environmental improves, human and financial capital become less 

important determinants of entrepreneurship, and the relationship between social 

capital and entrepreneurship substantially increases. If the relationship between social 

capital and entrepreneurship becomes stronger as a country develops, then I expect the 

indirect effect of income equality on entrepreneurship via social capital generalize to 

developed market contexts. 

My study also contributes to research on conditions that give rise to productive 

forms of entrepreneurship. Again, entrepreneurship is viewed as a mechanism for job 

creation and economic development (Zahra and Wright, 2016; Baumol, 2010; 

Audretsch et al., 2006). However, not all entrepreneurship is economically productive 

in terms of job creation and economic innovation (Baumol, 1990; Acs, Boardman, and 



 

80 

McNeely, 2013). Suggesting that social conditions promoting entrepreneurship 

generally may not necessarily promote productive entrepreneurship (Li et al., 2015). 

Prior research in this area has noted that external conditions such as trade and 

competition between regions (Holmes and Schmitz, 2001), high levels of research 

activity (Shane, 2004; Taylor, 2016), low inflation, flexible labor markets, rule of law, 

and effect anti-trust laws (Litan, Baumol, and Schramm, 2008) are all ways to promote 

productive over unproductive entrepreneurship. I add to this literature by providing 

evidence that increased income equality also increase growth-oriented 

entrepreneurship. 

Finally, my study has implications for future research. Scholars should 

continue to test mechanisms explaining the relationship between economic inequality 

and entrepreneurship. Particularly, future studies could explore the interplay between 

income equality, consumer spending, and entrepreneurship. Increased income equality 

may increase consumer spending, and increased consumer spending is likely to 

increase opportunities for entrepreneurship. Also, scholars at the nexus of institutional 

theory and entrepreneurship should more directly examine issues related to social 

stratification and entrepreneurship. One primary question that guides the institutional 

approach to entrepreneurship is what makes entrepreneurship more or less accessible 

to members of society (Tolbert, David, and Sine, 2010). Social institutions underlying 

the non-economic ways that society is stratified influences which social groups have 

entrepreneurship more or less accessible to them regardless of their entrepreneurial 

talent. 
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APPENDIX: Mexico Business Questionnaire 

Business Owner(s) 
Business Owner Name (1): 

 Male or Female 

 Age:___ 

 Education Level 

 Primary 

 Secondary 

 Some College 

 College Degree (Please list major): 

 Graduate Degree (Please list the academic area): 

 Relationship Status 

 Single 

 Married 

 Divorced 

 Living with a partner 

 Number of Kids:___ 

 Religious Affiliation 

 Catholic 

 Protestant 

 Other Christian (Please list): 

 Jewish 

 Muslim 

 Other (Please list): 

 Atheist 

 Agnostic 

 How would you describe yourself? 

 Traditional 

 Non-traditional 

 Neither 

 If Non-traditional: why? In what ways? 

 

 How do you feel when you see others in the community behaving in non-

traditional ways? (e.g. homosexual, pre-marital sex, others?) 

 

 What are the most important social norms to uphold? 

 

 

 Parents’ Education Level 

 Primary 
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 Secondary 

 Some College 

 College Degree 

 Graduate Degree 

 About how many people do you know from other countries? 

 About how many people do you know who attend a different church than you? 

 About how many of your non-family friends are the opposite sex? 

 About how many of your friends and family have a different sexual orientation 

than you? 

 What is your relationship with your business supplier(s) (circle all the apply) 

 Friends 

 Sibling 

 Cousin 

 Aunt or Uncle 

 Parent 

 Strictly Professional 

 What is your relationship with your business partner(s) (circle all the apply) 

 Friends 

 Sibling 

 Cousin 

 Aunt or Uncle 

 Parent 

 Strictly Professional 

 

Business Owner Name (2): 

 Male or Female 

 Age:___ 

 Education Level 

 Primary 

 Secondary 

 Some College 

 College Degree (Please list major): 

 Graduate Degree (Please list the academic area): 

 Relationship Status 

 Single 

 Married 

 Divorced 

 Living with a partner 

 Number of Kids:___ 

 Religious Affiliation 

 Catholic 

 Protestant 

 Other Christian (Please list): 

 Jewish 

 Muslim 
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 Other (Please list): 

 Atheist 

 Agnostic 

 How would you describe yourself? 

 Traditional 

 Non-traditional 

 Neither 

 If Non-traditional: why? In what ways? 

 

 

 How do you feel when you see others in the community behaving in non-

traditional ways? (e.g. homosexual, pre-marital sex, others?) 

 

 What are the most important social norms to uphold? 

 

 

 Parents’ Education Level 

 Primary 

 Secondary 

 Some College 

 College Degree 

 Graduate Degree 

 About how many people do you know from other countries? 

 About how many people do you know who attend a different church than you? 

 About how many of your non-family friends are the opposite sex? 

 About how many of your friends and family have a different sexual orientation 

than you? 

 What is your relationship with your business partner(s) (circle all the apply) 

 Friends 

 Sibling 

 Cousin 

 Aunt or Uncle 

 Parent 

 Strictly Professional 

Business Owner Name (3): 

 Male or Female 

 Age:___ 

 Education Level 

 Primary 

 Secondary 
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 Some College 

 College Degree (Please list major): 

 Graduate Degree (Please list the academic area): 

 Relationship Status 

 Single 

 Married 

 Divorced 

 Living with a partner 

 Number of Kids:___ 

 Religious Affiliation 

 Catholic 

 Protestant 

 Other Christian (Please list): 

 Jewish 

 Muslim 

 Other (Please list): 

 Atheist 

 Agnostic 

 How would you describe yourself? 

 Traditional 

 Non-traditional 

 Neither 

 If Non-traditional: why? In what ways? 

 

 

 How do you feel when you see others in the community behaving in non-

traditional ways? (e.g. homosexual, pre-marital sex, others?) 

 

 

 What are the most important social norms to uphold? 

 

 

 Parents’ Education Level 

 Primary 

 Secondary 

 Some College 

 College Degree 

 Graduate Degree 

 About how many people do you know from other countries? 

 About how many people do you know who attend a different church than you? 

 About how many of your non-family friends are the opposite sex? 
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 About how many of your friends and family have a different sexual orientation 

than you? 

 What is your relationship with your business partner(s) (circle all the apply) 

 Friends 

 Sibling 

 Cousin 

 Aunt or Uncle 

 Parent 

 Strictly Professional 

Business Owner Name (4): 

 Male or Female 

 Age:___ 

 Education Level 

 Primary 

 Secondary 

 Some College 

 College Degree (Please list major): 

 Graduate Degree (Please list the academic area): 

 Relationship Status 

 Single 

 Married 

 Divorced 

 Living with a partner 

 Number of Kids:___ 

 Religious Affiliation 

 Catholic 

 Protestant 

 Other Christian (Please list): 

 Jewish 

 Muslim 

 Other (Please list): 

 Atheist 

 Agnostic 

 How would you describe yourself? 

 Traditional 

 Non-traditional 

 Neither 

 If Non-traditional: why? In what ways? 

 

 

 How do you feel when you see others in the community behaving in non-

traditional ways? (e.g. homosexual, pre-marital sex, others?) 
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 What are the most important social norms to uphold? 

 

 

 Parents’ Education Level 

 Primary 

 Secondary 

 Some College 

 College Degree 

 Graduate Degree 

 About how many people do you know from other countries? 

 About how many people do you know who attend a different church than you? 

 About how many of your non-family friends are the opposite sex? 

 About how many of your friends and family have a different sexual orientation 

than you? 

 What is your relationship with your business partner(s) (circle all the apply) 

 Friends 

 Sibling 

 Cousin 

 Aunt or Uncle 

 Parent 

 Strictly Professional 

 

Business Information 
1) Business Name:____________________ 

 How did you develop the name? why did you decide on this one? 

 

 

 

 

 

 

 

 

 

 

 

2)Address: 

3)Economic Sector:_________________________ 

 Why did you decide to start a business in this area of the economy? 
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4) Where did you obtain the initial funding for your business? Why? 

 

 

 

 

 If you used credit or a loan, did you think the interest rates were fair? 

 

 

 

 Would you have preferred not to have used credit or a loan? Why? 

 

 

 

 Where/Who was the loan/credit from? How did you decide to seek a 

credit/loan from them? 

 

5) Have you had to finance business growth in other ways since the business was 

founding? If so, tell me about it. If not, why? 

 

 

 

 

6) Was it difficult to find suppliers and customers when you first started your 

businesses? Why or why not? (Tell me about it) 

 

 

 

 

 

7)Would you rather start a business that required you to find business partners among 

strangers, or start a less profitable business that allowed you to partner with friends 

and family? Why? 
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8) How trusting are you of people you do not know (1–10; 10 being high trusting)?___ 

9) How trusting are you of people from other countries (1–10; 10 being high 

trusting)?___ 

10) How trusting are you of people you view as different from you (1–10; 10 being 

high trusting)?___ 

11) How trusting are you of people who are non-traditional in their behavior (1–10; 10 

being high trusting)?___ 

12) Do you consider yourself a family business? Why?___ 

 

13) Business Revenue in 2007:___ 

 Current Business Revenue:___ 

14) Employees in 2007:___ 

 Current Employees:___ 

 How many of your employees are family?___ 

 How many of your employees were your friends before you hired 

them?___ 

15) How would you describe your company culture? 

 

 

16) What are your company’s three main values? 

 

 

17) What is the critical information you review when you make business decisions? 

Why? 

 

 

 

 What business decisions are the hardest decisions to make? 
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18) Does your company do strategic planning? 

 If not, why? 

 

 

 If so, why? How often? 

 

 Can you describe to me the company’s process for strategic planning? 

 

 

 

 

19) What does it mean to say that you were innovating? (if not from the dataset—- 

What is your main strategy for growth? Do you try to innovate?) 

 

 

 

 

 Can you describe the innovation you were working on? (Be sure to be able to 

classify as internal organizational innovation, internal technological 

innovation, or new product or service offering) 

 

 

 

 What is your company’s process for innovating? 

 

 

 

 

 Was the innovation successful? How do you know? 

 

 

 

 What phase of the innovation process do you find most difficult? Why? 

 Idea Generation 

 Production 

 Introduction/Selling 
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What does it mean to say that you received “Asesoria”? From who? How do you 

decide whether to receive “Asesoria”? 

 

 

 

What does it mean to say that you received “Orientacion”? From who? How do you 

decide whether to receive “Orientacion”? 

 

What does it mean to say that you received “Vinculacion”? From who? How do you 

decide whether to receive “Vinculacion”? 

 

 

What did you mean when you said that you had access to credit? 

 

 

What did you mean when you said that your firm was developing new businesses? 

 

 

 

When you reported that your firm was operating (locally, regionally, nationally, or 

internationally), what does that entail? (employing people outside of this local area, or 

just sending products/services to extra-local markets?) 

 

 

 

What did you mean to say when you reported having an integrated supply chain? 

 

 

 

What are the 3 major challenges your business faces today? Why? 

 

 

What are the 3 major social challenges facing Mexico today? 
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What are the 3 major economic challenges facing Mexico today? 

 

 

 

 

What is the defining challenge facing humanity today? 
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CHAPTER 4: 

“I SOLEMNLY SWEAR THAT I AM UP TO NO GOOD”3: THE DEVIANT 

ORIGINS OF VALUING ENTREPRENEURSHIP 

ABSTRACT 

Research at the nexus of institutional theory and entrepreneurship has not considered 

whether and how normative deviance impacts entrepreneurship. I argue that normative 

deviance will foster greater entrepreneurial activity in social contexts where 

entrepreneurship is not valued (or where traditional employment models are more 

valued). As deviance increases, a culture develops which yields higher social value for 

entrepreneurship as a career path in two ways. First, it leads to valuing behaviors 

commonly associated with an entrepreneurial orientation: Risk-taking, 

experimentation, independent thinking. Second, a stronger deviant subculture is more 

supportive of entrepreneurship as a career path because a deviant subculture views 

entrepreneurship as disrupting the economic status quo of the dominant system. Thus, 

increasing aggregate levels of deviance should lead to increases in entrepreneurial 

activity. I test this argument using longitudinal data on all 2448 municipalities in 

Mexico. The results, and a series of robustness checks, confirm my hypotheses. 

 

Keywords: Entrepreneurship, Institutions, Deviance, Emerging Markets 

  

                                                 
3 The phrase used to open the Marauder’s Map in the Harry Potter series. 
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INTRODUCTION 

Entrepreneurship scholars have shown how components of institutional systems 

influence new venture performance (Pahnke, Katila, Eisenhardt, 2015; Eberhart, 

Eesley, and Eisenhardt, 2016; Hiatt, Carlos, and Sine, 2018), rates of entrepreneurial 

activity (Hiatt and Carlos, 2019; Eesley, 2016; Dowell and David, 2011; Marquis and 

Lounsbury, 2007), as well as the set of entrepreneurial opportunities available for 

exploitation (Sine and David, 2003; Sine and Lee, 2009; Hiatt, Sine, and Tolbert, 

2009). However, research at the nexus of institutional theory and entrepreneurship has 

not considered whether, and how, deviance impacts entrepreneurship. Deviance, or the 

degree to which norms are violated can vary substantially across communities (Welch, 

Tittle, and Petee, 1991; Dornbusch et al., 2001). Relatedly, a long history of 

sociological research has analyzed the impact of deviance on a variety of social 

outcomes, but has not considered the latent and manifest functions of deviance in 

society as it relates to entrepreneurship (Flexon, 2010; Wadsworth, 2000; Paternoster 

and Mazerolle, 1994; Mitchell and Dodder, 1983; Becker, 1963). 

The aforementioned gap is notable due to critique over the role of agency in 

neo-institutionalism (Cardinale, 2018). New institutionalism’s emphasis on practical 

consciousness, where institutions delineate “preconscious understandings that actors 

share” (DiMaggio, 1988:3), restricts action to a range of possible behaviors within the 

parameters of those shared understandings. Subsequent scholars, including DiMaggio, 

have struggled to account for institutional change given neo-institutionalism’s over 

socialized world view (DiMaggio, 1988; Micelotta, Lounsbury, and Greenwood, 

2017). One strand of research has addressed this issue by studying the impact of 
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broad-based social movements on entrepreneurship and organizational behavior. 

While this stream of research has advanced our understanding of institutional change 

and entrepreneurship, social movements are “dangerous, if not suicidal” in social 

settings where most humans live (Scott, 1985:XV), and everyday acts of deviance are 

more common forms of challenging the institutional status-quo than social movements 

(Hobsbawm, 1973). Therefore, understanding whether, and how, deviance from 

institutions impacts entrepreneurship more fully illuminate how more quotidian forces 

of institutional change impact entrepreneurship. Such an endeavor, by extension, can 

also illuminate the sources of agency in theories of institutions by incorporating a 

fundamental body of work within Sociology, spanning more than a century of 

scholarship, understanding why actors in a society depart from institutionalized 

behaviors. 

Accordingly, I analyze the impact of deviance on new firm creation at a 

community level. I argue that increasing deviance in a community will foster 

entrepreneurial activity because entrepreneurship will be more highly valued as a 

career path. Increasing deviance in a community increases the value placed on 

entrepreneurship as a career path because, as deviance increases in a community, a 

deviant local culture develops. The development of a deviant local culture results in 

higher value placed on entrepreneurship in two ways. First, a stronger deviant local 

culture cultivates entrepreneurial values such as independent thinking, openness, risk-

taking, and experimentation (Bernberg, 1954; Bennett and Robinson, 2000; Gino, 

2018; Zhao, Seibert, and Lumpkin, 2010; Baum and Locke, 2004). Second, deviant 

subcultures tend to de-value bureaucratic career paths, and they tend to value career 
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paths that provide for self-expression and autonomy (Becker, 1963; Matza and Sykes, 

1961). Entrepreneurship is popularly viewed as a career path providing autonomy and 

self-expression (Van Gelderen and Jansen, 2006; Koch, Park, and Zahra, 2019). 

Hence, increased deviance in a community should increase normative support for 

entrepreneurship, and in accordance with previous work, increased normative support 

for entrepreneurship should increase entrepreneurial activity (Sine and David, 2010; 

Eesley et al., 2018). I test my deviance-entrepreneurship nexus using data from 2000 

to 2011 on the entrepreneurial activity within municipalities in Mexico. Mexico is an 

ideal context to test my argument because entrepreneurship is generally not a highly 

valued career path in the country, and there is variance from one community to 

another. 

I contribute to the institutional approach to entrepreneurship in three ways. 

First, I consider the influence of deviance from institutions on entrepreneurial activity. 

A basic premise of institutional theory is that institutions constrain certain behaviors 

and enable others (Scott, 2011; Zukin and DiMaggio, 1990). Sociology of deviance is 

the other side of the theoretical coin focusing on why actors, or groups of actors, do 

not adhere to institutionalized behaviors in society (Macionis and Gerber, 2010; 

Thomson, 2004; Douglas and Waksler, 1982; Clinard and Meier, 1968). To develop 

my argument, I use theories from sociology of deviance. Specifically, I draw from 

labeling theory, general strain theory, and Cohen’s theory of deviant subcultures. 

According to labeling theory, a society defines its goals, expectations, norms, and 

values by labeling what is deviant. When an individual in society is labeled as deviant 

by peers, they are more likely to pursue, and persist in, a socially deviant path. The 
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result, according to strain theory, is a rejection of society’s dominant set of norms and 

values, and alternative norms and values are developed in opposition with the 

dominant value system (Merton, 1938:675, 676, 677). If entrepreneurial behavior 

disrupts the economic status quo (Calas, Smircich, and Bourne 2009; Steyaert and 

Hjorth 2007; Jones and Spicer, 2005; Steyaert, 2005), then an institutional approach to 

entrepreneurship is fundamentally incomplete without an analysis of how deviance, 

which is disruption of the social status quo, can enable or constrain disruption of the 

economic status quo. Within the same approach, I also contribute to the conversation 

on social movements and entrepreneurship by extending the conversation to an 

analysis of how routine contestations of institutional systems affect entrepreneurship. 

Broadening the conversation to include everyday acts of deviance is important because 

it deepens the field’s understanding of where change comes from. Finally, I contribute 

to the approach by illuminating how entrepreneurship emerges as an institutionalized 

career path (Tolbert, David, and Sine, 2011). Prior work has highlighted how 

normative support for entrepreneurship as a career path varies across geographies 

(Tolbert and Coles, 2018), and that variation in normative support for entrepreneurship 

accounts for differences in entrepreneurial activity across those geographies, but 

research in this area has yet to fully explain how entrepreneurship emerges as a 

normative institution within a community. 

I also contribute to sociology of deviance in two ways. First, I expand the 

scope conditions of the field by extending theories within the field to analyze 

entrepreneurship. Typically, deviance scholars analyze crime and delinquency, but 

have not considered how their theories could help explain departure from the status 
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quo in the economic sector of social life (Best, 2004; West, 2004; Konty, 2007; Ben-

Yehuda, 2019). Second, I develop theory in the field by highlighting latent functions 

of deviance. Research on deviance tends to focus on the manifest and latent 

dysfunctions of deviance despite classic social theory’s argument that informal 

deviance has manifest and latent functions in society as well (Durkheim, 1982; 

Merton, 1968; Elster, 1990). My study argues that one latent function of deviance is 

spurring entrepreneurial activity by building normative support for the practice. 

THEORY AND HYPOTHESIS 

I follow the “big tent” tradition which defines entrepreneurship as all efforts to create 

new formal economic organizations (Tolbert and Coles, 2018:273; see also Aldrich 

and Wiedenmayer, 1993). I use this conceptualization of entrepreneurship because it is 

difficult to predict a priori which innovating new ventures will disrupt existing 

industries, and conceptualizing entrepreneurship as all efforts to create formal 

economic organizations adheres closely to the empirical measures used in 

entrepreneurial research (Stuart and Sorensen, 2003; Eberhart, Eesley, and Eisenhardt, 

2017). Thus, when I argue that entrepreneurship is higher in communities where there 

is higher levels of deviance, I mean to say that more new economic organizations are 

formed in communities where violation of society’s normative institutions are more 

prevalent. In the following section, I outline the theoretical support for my argument, 

and formally propose three hypotheses drawn from my argument. 
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Institutions and Entrepreneurship 

Broadly, the term institution refers to persistent behaviors that are characteristic of a 

social group, and the set of beliefs that justify those behaviors. Institutions can exist as 

laws and regulations, as informal norms and values, or even as taken-for-granted 

social schemas (Scott, 2007). Institutional theorists have produced a strong body of 

work demonstrating how institutions, and their logics, influence levels of 

entrepreneurial activity (Aldrich, 1990; Bruton and Ahlstrom, 2003; Tolbert, David, 

and Sine 2011; Pahnke, Katila, and Eisenhardt, 2015; Armanios et al., 2016; Canales, 

2016). Institutional theory suggests that in order for organizations to flourish, they 

must be congruent with their institutional environment (Henderson, 1999; Le Mens, 

Hannan, and Polos, 2015). If society is not favorable or does not value 

entrepreneurship, new ventures will not likely do well by entering the market. For 

example, Karimi et al. (2016) studied the entrepreneurial intentions of 205 Iranian 

university students before and after an entrepreneurship education program. The 

authors found that entrepreneurial intentions were significantly higher after receiving 

entrepreneurial education in part due to participating in a context where 

entrepreneurship was highly valued as a career path. Likewise, Walter and Block 

(2016) studied the impact of entrepreneurship education on 11,230 individuals across 

32 countries, and also concluded that entrepreneurial education’s positive impact on 

entrepreneurial activity was even higher in countries where entrepreneurship was not 

highly valued because of entrepreneurial education’s ability to shift norms regarding 

the practice. Finally, Wyrwich, Stuetzer, and Sternberg (2016) used natural 

experimental setting of Germany’s reunification to analyze the impact of institutional 
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approval of entrepreneurship and entrepreneurial activity. With reunification in 1990, 

the two regions in Germany shared the same formal institutional framework, but their 

informal institutions were persistently different (Brosig et al., 2011). The authors 

found that entrepreneurial activity was consistently higher in West German 

communities than East German communities due to the higher value West German 

communities placed on entrepreneurship as a career path. 

Notwithstanding, research has noted how regulatory changes in the 

institutional environment can allow for new types of organizations to enter. For 

example, Eberhart, Eisenhardt, and Eesley (2013) used data from Japan to demonstrate 

how lowering standards of what constitutes a successful entrepreneurial exit via 

lowering IPO listing requirements, increases IPO activity, improves venture 

performance, but it can also damage the performance of firms which are not funded by 

elite investors. Dowell and David (2011) found that a regulatory change in Alberta 

which permitted private liquor stores set off a string of liquor store foundings that 

followed the location patterns of government-run stores. Finally, Sine et al. (2007) 

found that creating a certification process raised the confidence of investors in the 

electric power industry towards the sector’s entrepreneurs despite the certification 

providing no new information that wasn’t already available to investors. Moreover, 

research on social movements also show how institutional change at a normative level 

can foster entrepreneurship (Weber et al., 2008; Sine and Lee, 2009; Hiatt and Carlos, 

2016). For example, Weber, Heinze, and DeSoucey (2008) showed that social activists 

make certain cultural codes more salient, enabling grass-fed beef entrepreneurs to 

develop new products and build markets around those products. Hiatt et al. (2009) 
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elaborated how the woman’s temperance movement in the United States created 

demand for a new category of beverages by deinstitutionalizing breweries on a 

normative level. Finally, Pacheco et al. (2014) demonstrated that social movement 

organizations spur sector growth initially by advocating for institutional change, but 

continued growth of emerging economic sectors depended on the emergence of 

specialized social movement organizations. Overall, this strand of research has 

provided key insight into the forces of institutional change, and how those institutional 

changes influence entrepreneurship. 

However, organized movements for social change are rare and unpredictable. 

In fact, research finds that everyday acts of deviance are more common forms of 

challenging the social status quo by the poor, middle class, and elites (Scott, 1985). 

Organized social movements that publically challenge the status quo is “dangerous, if 

not suicidal. . . . The vast majority are crushed unceremoniously. [It may be] more 

important to understand what we might call everyday forms” of deviance (Scott, 1985: 

iv). Given the rarity and danger of social movements, studying how common deviance 

impacts entrepreneurship can further develop this strand of literature within the 

institutional approach to entrepreneurship by looking at how more persistent and 

common forces of institutional change make space for entrepreneurship. 

Deviance and Entrepreneurship 

I argue that deviance will foster entrepreneurship when traditional employer-employee 

business models are favored, and entrepreneurship is disfavored. I follow the 

sociological approach and define deviance as violating a society’s institutions 
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(Macionis and Gerber, 2010). Formal deviance refers to violating the regulatory 

institutions of the state, or in other words, crime and other illegal activity that ranges 

from jaywalking to armed robbery (Baucus and Baucus, 1997). Informal deviance 

refers to violating normative institutions (Warren, 2003). In this study, I focus on 

informal deviance because there is an existing body of work analyzing how formal 

deviance impacts entrepreneurial activity (Rosenthal and Ross, 2010; Hiatt, Carlos, 

and Sine, 2018; Shahriar and Shepherd, 2019), as well as an existing body of work 

analyzing how the extent of violence in the community impacts entrepreneurship 

(Hiatt and Sine, 2014; Canares, 2011). However, to my knowledge, there is scant work 

on how the extent of informal deviance in a community impacts entrepreneurial 

activity. In order to substantiate my argument, I will first outline how more 

widespread deviance leads to more normative support for entrepreneurship in the 

community, and then I will outline how more normative support for entrepreneurship 

leads to more entrepreneurial activity. I draw from labeling theory, general strain 

theory, and Becker’s work on deviant subculture in order to outline how deviance 

leads to more normative support for entrepreneurship. 

Increasing instances of deviance in a community leads to more normative 

support for entrepreneurship in the community because 1) with an increasing density 

of deviant behavior, a deviant local culture develops that will 2) place increasing value 

on career paths that are viewed as disruptive of the economic status quo. Increasing 

instances of deviance leads to the development of deviant local culture because as an 

increasing number of persons violate norms, they will seek out the companionship of 

similarly labeled persons, and in their association develop a deviant subculture. 
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Labeling theory argues that a society defines its goals, expectations, norms, and values 

in part by labeling who and what is deviant (Farrington et al., 2014). According to the 

theory, a deviant label causes a person to persist in a socially deviant path. Bernberg, 

Krohn, and Rivera (2006) used data on urban adolescents to test the impact of juvenile 

justice intervention on subsequent delinquent behavior, and in line with labeling 

theory, the authors found that juvenile justice intervention positively affected 

subsequent delinquency. In other words, upon being labeled as deviant, the individual 

accepts the deviant label and makes “efforts at adjustment based on the associated 

role” (Lemert, 1951: 77). Moreover, persons with a deviant label are forced “into 

companionship” with other individuals similarly defined (Tannebaum, 1938:20). 

Returning to Bernberg et al.’s (2006) study, the authors further found that juvenile 

justice intervention positively affected subsequent deviant behavior through the 

medium of involvement in deviant social groups. Overall, deviants withdraw their 

stakes in conformity, reject the institutions that they feel reject them, and turn to 

deviant peers whom they believe will provide them with social support (Paternoster 

and Iovanni, 1989). As community members, labeled as deviant, associate with one 

another, they develop a culture that stands in opposition to the dominant cultural 

system in society. The result is a development of a local deviant subculture (Schrag, 

1971; Becker, 1963). 

The development of a local deviant subculture results in higher value placed on 

entrepreneurship in two ways. First, a stronger deviant subculture cultivates 

entrepreneurial values such as independent thinking, risk-taking, openness, and 

experimentation (Miller, 1958). For example, Haenfler’s (2018) qualitative study of 
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values learned via participation in deviant subcultures showed that deviant subcultures 

promoted risk-taking, self-reliance, adaptability, and strong work ethic. What’s more, 

those values seemed to persist with individual adherents even if they left the social 

group. For instance, one participant in his study commented: 

One of the things that I think hardcore helped instill in me early on by seeing 

people that were my age and little older just going out and doing things, was 

that if you want to do something just do it. You didn’t have to wait for 

permission. Didn’t have to have anyone necessarily walk you through it, you 

could just go and try it. (Haenfler, 2018: 183) 

The participant’s comments highlights a sense of initiative and risk-taking when he 

uses phrases such as “just do it” or “just go and try it.” Another participant highlighted 

similar values when she recounted, “Guys are like, ‘Oh you’re a girl, you don’t know 

what you’re doing.’ And I’m like, ‘Oh OK, then watch me [laughs]’” (Haenfler, 2018: 

180). Prior research has shown that entrepreneurial activity is higher in communities 

that more highly value independent thinking, risk taking, and experimentation (Zhang 

and Dodgson, 2007; Thomas and Mueller, 2000). In Saxenian’s (2000) comparison of 

the development of technology hubs in Boston’s Route 24 vs. California’s Silicon 

Valley, she found that differences in community social characteristics were among the 

key drivers for Silicon Valley thriving and Route 129’s demise. West Coast 

communities, where Silicon Valley is located, developed less formal social 

relationships, and promoted collaborative traditions that tolerated experimentation. 

West Coast communities, therefore, tended to have greater freedom to experiment 

with institutions, organizational forms, and technologies. On the other hand, Northeast 

communities were characterized by conservative traditions rooted in the hierarchical 

and authoritarian ethic of Puritanism with well-defined social boundaries and low 
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tolerance for experimentation. The result, according to the author, was higher levels of 

entrepreneurship and innovation in Silicon Valley in the long-run. 

Not covered in Saxenian’s (2000) seminal work is a description of where 

Silicon Valley’s local culture came from. Historical accounts of the region point to the 

development of a deviant subculture in the late 1960s as the source of the persistently 

defiant, experimentative, and tolerant local culture (Markoff, 2005; Roszak, 1986; 

Roszack, 1969). Brand (1995, para. 16) argued that “the counterculture’s scorn for 

centralized authority provided the philosophical foundations of not only the leaderless 

internet, but also the entire personal-computer revolution.” Similarly, Haroun (2013, 

para. 6–7) concluded the following: 

During the hippie movement of the 60s, Bay Area technology companies 

become more open minded and embraced the open-source movement and the 

sharing of ideas. This unparalleled culture has been critical to innovation and 

the exceptional speed at which new companies have been and will continue to 

be founded. Additionally, this open nature mentality has led to a culture that 

embraces risk-taking where failure is seen as a learning experience and—

unlike in other global economic hubs- is not shameful . . . Other regions have 

tried to emulate what the Bay Area has done with little success. The regions 

technological prowess isn’t just due to great minds and high quality schools 

like Stanford and Berkley, among others. If this were the case then Oxford and 

Cambridge would make London a dominant tech center. (emphasis added) 

Silicon Valley’s cultural advantages developed from increasing association of deviants 

who developed a deviant subculture that valued risk-taking, experimentation, 

openness, and disruption of the dominant cultural system. That subculture left a 

persistent imprint in the local community’s socio-cultural fabric. 

Returning to Haenfler’s (2018) qualitative work, the author further found that 

cultivating entrepreneurial values via participation in deviant subcultures translated 

into entrepreneurial activity even outside of deviant subculture-related businesses. For 
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example, one participant in the study joined together with other punks to forge their 

own company because he desired greater independence and creative control: 

[My business partners and I] didn’t like how the companies we were working 

for were running their businesses. . . . Some guy would sell something that was 

totally impossible or just a really dumb idea and we were like, ‘We could do it 

better.’ And we’ll cut out all the middle men and all the talkers. It’s kind of a 

less talk more rock kinda [thing] I guess [laughs]. All of us are doers. We 

actually create the stuff. We don’t even have any project managers or anything 

in the company. We just manage our own projects. (Haenfler, 2018:180) 

The participant’s association with a deviant subculture instilled in him the values of 

independence and creative control, and consistent with prior research, those values 

increased his propensity to be an entrepreneur. Thus, stronger deviant subcultures 

create greater normative support for entrepreneurial values throughout the community, 

which translates into greater entrepreneurial activity in the community. 

Second, deviant subcultures de-value work viewed as establishment labor, and 

they directly value unconventional career paths such as entrepreneurship (Gelder and 

Thornton, 1997). The notion of entrepreneurship as an emancipatory career path, 

freeing entrepreneurs from the constraint of what are viewed as oppressive social 

structures, has been noted extensively in scholarly literature (Chandra, 2017; Goss et 

al., 2011; Rindova, Barry, and Ketchen, 2009). Hence, subcultures have an 

“entrepreneurial dynamic that has rarely been acknowledged” (McRobbie, 1997:197), 

and members of deviant subcultures tend to value success “on their own terms” 

(McRobbie, 2002:000), because of the widespread view that entrepreneurship is a 

career path providing liberation from the dominant social system (Jennings, Jennings, 

and Sharifian, 2014). The entrepreneurial infrastructure of deviant subcultures is 

attributed in part as a reaction to the boring career choices subculture members face 
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(Snyder, 2011). Borrowing again from Haenfler’s qualitative work highlighting the 

values and work experiences of members of deviant subcultures, one participant 

commented: 

My involvement in straight edge, punk and hardcore has definitely influenced 

[my choice of] the industries I’m comfortable working in. I was already 

cynical about big business and the corporate world before I got involved in 

straight edge or hardcore, but it helped shape that cynicism in a direction 

where, rather than blind hatred and aggression . . . it helped me focus on what 

areas of society and career choice I could engage with in a constructive way. 

Straight edge helped me figure out how I could be part of what I saw as the 

solution, rather than the problem. I don’t even bother applying for jobs in big 

corporations if I don’t see some social benefit to their existence. (Haenfler, 

2018:179) 

The participant directly stated his disdain for more conventional careers paths where 

the individual finds employment at large corporations, and connected his preference 

for less conventional career-paths to his involvement in deviant groups and 

subcultures. Isaacson’s (2011:00) biography of the late Steve Jobs highlighted the role 

of a supportive local deviant culture as critical to his engagement with 

entrepreneurship: 

In San Francisco and Santa Clara Valley during the late 1960s, various cultural 

currents flowed together. There was the technology revolution . . . There was 

the hack subculture . . . There were the quasi-academic groups doing studies on 

the effects of LSD . . . There was the hippie movement, born out of the Bay 

Area’s beat generation, and the rebellious political activists . . . Overlaid on it 

all were various self-fulfillment movements pursuing paths to personal 

enlightenment . . . This fusion of flower power and processor power, 

enlightenment and technology, was embodied by Steve Jobs as he meditated in 

the mornings, audited physics classes at Stanford, worked nights at Atari, and 

dreamed of starting his own business. 

As noted by Isaacson, the local deviant context surrounding Steve Jobs imbued in him 

the values he has come to be associated with: “Stay hungry, stay foolish” (Jobs, 2005, 
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para. 26). Steve Jobs directed credited the local deviant context for instilling his core 

values, “I came of age at a magical time . . . it reinforced my sense of what was 

important” (Isaacson, 2011:00). Hence, increased deviance in a community should 

increase direct normative support for entrepreneurship because deviant subcultures 

promote entrepreneurial values, and directly encourage entrepreneurship as a career 

path. 

Increased normative support throughout the community has been shown to 

increase entrepreneurial activity (Eesley et al., 2018). For example, Tominc and 

Rebernik (2007) used data from the Global Entrepreneurship Monitor to analyze 

differences in entrepreneurial activity across Eastern European countries, and they 

found that cultural support for entrepreneurship explained a greater variance of 

entrepreneurial activity across Eastern European countries than entrepreneurial skills, 

knowledge, and experience. More recently, Valdez and Richardson (2013) similarly 

used data from Global Entrepreneurship Monitor in their study of social conditions 

determining levels of entrepreneurship, but the authors expanded their analysis to 

include 51 countries. Similar to Tominc and Rebernik (2007), Valdez and Richardson 

(2013) found that normative and cultural-cognitive institutional support for 

entrepreneurship were higher predictors of entrepreneurial activity than favorable 

regulatory institutions and GDP per capita. Taken together, I make the following 

hypotheses: 

Hypothesis 1a: In communities where entrepreneurships is not normatively 

valued, entrepreneurial activity will be higher with higher levels of deviance. 

Hypothesis 1b: Normative support for entrepreneurship is higher in 
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communities with higher levels of deviance. 

Hypothesis 1c: Increased normative support for entrepreneurship in the 

community will increase entrepreneurial activity in the community, mediating 

the relationship between deviance and entrepreneurship. 

Figure 4.1 displays my theoretical model for whether, and why, deviance increases 

entrepreneurial activity in a community. 

 

FIGURE 4.1: How Deviance Increases Entrepreneurial Activity. 

METHODS 

Research Context 

I test my theoretical arguments using data from Mexico because the national context is 

highly generalizable. First, Mexico is an emerging market, an economic context in 

which 58% of the human population live. Common economic characteristics that 

emerging markets share are that they have low to middle per capita income, they have 

market and a regulatory body for managing investment and currency, higher GDP 

growth rates than their developed market peers, relatively high sociopolitical 

instability and volatility, vulnerable to swings in commodities and other currencies, 

immature capital markets, and are typically have export heavy economies. While most 

organization and management research is conducted in developed markets (Peng et al., 

2009; Carney, Gedajlovic, and Yang, 2009), only 15% of the human population live in 
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a developed market context. As a result, the generalizability of organizational research 

is questionable given substantial differences across developed and emerging economic 

contexts. Accordingly, testing my arguments in Mexico should increase the 

generalizability of my theoretical developments. 

Currently, a single person in Mexico, Carlos Slim, has a net worth equal to six 

percent of GDP. According to the OECD, Mexico is the country with the second 

highest degree of economic disparity between the extremely poor and extremely rich. 

The poorest ten percent of the population disposes of just 1.36% of the country’s 

resources, whereas the richest 10% of the population dispose of almost 36% of the 

country’s resources. The OECD also notes that Mexico’s budgeted expenses for 

poverty alleviation and social development is only about a third of the OECD average, 

both in absolute and relative numbers. According to the World Bank, 17.6% of 

Mexico’s population lived in extreme poverty, and 21% lived in moderated poverty, in 

2004 (Stiglitz, 2013). 

Testing my hypotheses in Mexico should increase the generalizability of the 

results because Mexico’s social environment also closely mirrors the social 

environment in which a majority of the human population live. Table 4.1 shows 

responses from Mexican citizens on the World Values Survey compared to responses 

from the other most populous countries in the world where over 50% of the human 

population lives. Using responses from the survey, countries are rated along two 

primary dimensions of values: Survival/Self-expression values, and 

Traditional/Rational-Secular values. Survival values place emphasis on economic and 

physical security while self-expression values, on the other end of the spectrum, place 

https://en.wikipedia.org/wiki/Carlos_Slim
https://en.wikipedia.org/wiki/OECD
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high priority on tolerance of foreigners, homosexuality, gender equality, and greater 

participation in decision making in political life. Traditional values center on religion, 

deference to authority, and traditional family values. Societies embracing these values 

tend to reject divorce, abortion, and exhibit high levels of national pride. On the other 

end of the spectrum, Secular-rational values see abortion and divorce as more 

acceptable, and place less emphasis on religion. Mexico, like the other most populous 

countries in the world, carries survival values and traditional values. 
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Table 4.1. World Values Survey 

 

Mexico 

(10) Mean Median China (1) India (2) U.S. (3) Brazil (5) 

Pakistan 

(6) 

Nigeria 

(7) Russia (9) 

Population (% Total) 1.72% N/A N/A 18.41% 17.74% 4.27% 2.75% 2.65% 2.60% 1.87% 

Follow customs 

handed down by your 

family (“Somewhat” to 

“a lot like me”) 

80.70% 76.23% 78.30% 67.70% 72% 64.50% 79.70% 81.90% 89.50% 78.30% 

Believe in God 93.80% 81.73% 96.40% 16.80% 96.40% 87.70% 98.40% 100% 99.50% 73.30% 

Family is Important 

(“Very important” or 

“Rather important”) 
99.30% 98.80% 98.70% 98.50% 99.20% 98.20% 98.70% 99.60% 99.70% 97.70% 

Divorce 59.50% 66.21% 62.20% 62.20% 91.80% 45.80% 44.30% 90.80% 87.70% 40.90% 

Sex before marriage (5–

10 “Never Justifiable”) 
62.40% 65.71% 60.00% 60% 88.30% 48.20% 43.00% 97.50% 85.00% 37.70% 

How much you trust 

people of another 

nationality (“Do not 

trust much” or “Do not 

trust at all”) 

76.50% 55.50% 61.50% 43.40% 61.50% 32.40% 62.20% 74.80% 64.10% 50.10% 

How much you trust 

people of another 

religion (“Do not trust 

very much” or “Do not 

trust at all”) 

71.20% 46.31% 44.60% 37.50% 44.60% 29.40% 40.00% 68.40% 54.20% 50.10% 
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Table 4.1. (Continued) 

 

Mexico 

(10) Mean Median China (1) India (2) U.S. (3) Brazil (5) 

Pakistan 

(6) 

Nigeria 

(7) Russia (9) 

Population (% Total) 1.72% N/A N/A 18.41% 17.74% 4.27% 2.75% 2.65% 2.60% 1.87% 

Incomes should be made 

more equal (5–10) 
53.10% 53.97% 56.70% 61.40% 80.20% 47.90% 56.70% 25.50% 31.40% 74.70% 

Survival Values 

(Overall) 
60.10% 76.81% 78.80% 78.80% 91.10% 42.40% 59.50% 93.90% 95.20% 76.80% 

Traditional Values 

(Overall) 
87.50% 77.26% 85.60% 45.70% 93.40% 78.20% 85.60% 90% 95.70% 52.20% 
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Relatedly, Mexico does not enjoy strong social support for entrepreneurship as a 

career path. According to Hofstede’s cultural dimensions, Mexico exhibits high 

uncertainty avoidance (82/100), meaning the country maintains rigid codes of 

behavior, and displays low tolerance of unorthodox behavior and ideas. Furthermore, 

Mexico scores low on Hofstede’s long-term orientation cultural dimension, meaning 

Mexican culture is normative. In normative cultures, people have a strong concern 

with establishing absolute truth, and exhibit great respect for traditions. Prior research 

has demonstrated that cultures with high uncertainty avoidance and low long-term 

orientation have a negative impact on entrepreneurial activity (Hayton, George, and 

Zahra, 2002; McGrath et al., 1992). More directly, the Global Entrepreneurship and 

Development Institute ranks countries in terms of their support for entrepreneurship 

along legal, educational, and social pillars. Mexico scores 15/100 on the normative 

and cultural support for entrepreneurship as a career path. In comparison, the United 

States, China, and Brazil score 88/100, 27/100, and 36/100 respectively. 

Dataset 

Data for this study comes from the economic and demographic data gathered by the 

Mexican government’s Instituto Nacional de Estadistica y Geografia (INEGI), and the 

Mexican Chamber of Commerce. Consistent with prior research on geographical (vs. 

elective or virtual) communities, I operationalize geographical communities as 

municipalities (Lynd and Lynd, 1929; Baltzell, 1958; Villarreal, 2002). The reason I 

focus on the municipality, as opposed to regional or state level, is because researchers 

have noted that local social dynamics influence founding and failure rates more than 
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the social dynamics at a regional, national, or global level (Hannan and Freeman, 

1977; Carroll and Wade, 1991; Greve, 2000; Freeman and Audia, 2006). Therefore, I 

gathered demographic, social, and economic data on every municipality in Mexico 

from 2000 to 2011 from INEGI, as well as the number of newly registered businesses 

in each municipality every year from 2000 to 2011 from the Mexican Chamber of 

Commerce. There are, on average, 2448 municipalities in the country, resulting in 

34,076 observations from 2000 to 2011. 

Dependent Variable. My dependent variable is new business formation which I 

measure as the number of newly registered businesses in each municipality in Mexico 

from 2001–2011, consistent with measures used in previous research (cites). 

Municipalities average 41 new businesses every year (s.d.= 277.95), with a range of 0 

to 16,863. 

Independent and Mediating Variables. My independent variable is deviance, 

and my mediating variable is valuing entrepreneurship. I used factor analysis to 

capture the extent to which normative violations occur in a community. To begin, I 

used the World Values Survey and Hofstede’s Cultural Dimensions to determine 

Mexico’s normative values. The World Values Survey is the largest time series 

investigation of human beliefs and values every executed, and Hofestede’s Cultural 

Dimensions are some of the most widely used measures for national culture profiles 

(World Values Survey, 2006; Hofstede, 2011) As noted earlier, The World Values 

Survey classifies Mexico as a country that emphasizes the importance of religion and 

traditional family values, meaning that members of Mexican society tend to reject 

divorce, marital separation, and atheism. Hoftede’s Cultural Dimensions classifies 
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Mexico as a country that maintains “rigid codes of belief and behavior and are 

intolerant of unorthodox behavior and ideas” (Hofstede, 2019), making it highly likely 

that violations of core values in Mexican society are likely to be met with labeling and 

shame (cites on reactions to norm violations). 

Taking these into consideration, I used municipal-level indicators reporting the 

proportion of community members who graduated from college, proportion of 

community members earning five times the minimum wage, the proportion of 

community members who were divorced, the proportion of community members who 

are living separated from their spouse, the proportion of community members who do 

not identify with a religion, and whether the municipality holds a gay pride parade as 

variables to include in my factor analysis for normative deviance. I included 

proportion of community members who are college graduates, and the proportion of 

community members earning five times the minimum wage, because education and 

income capture socioeconomic status (Whitely, Dougherty, and Dreher, 1991; Orr, 

2013; Cundiff et al., 2014). Scholars have demonstrated that individuals from higher 

socioeconomic statuses are more likely to violate norms because they have more 

leisure time, have more access to opportunities for deviance, and because they feel 

more empowered (Dubois, Rucker, and Galinsky, 2015; Stamkou, Eftychia, and Van 

Kleef, 2014; Osgood et al., 1996; Thio, 1973). For example, Piff et al. (2011) 

conducted seven studies using experimental and naturalistic methods, and found that 

upper-class individuals were more likely to engage in antisocial behavior that middle 

class and lower class individuals. Results from studies one and two indicated that 

upper-class individuals were more likely to break traffic laws than lower and middle 
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class individuals. Results from five laboratory studies indicated that upper-class 

individuals were more likely than middle and lower class individuals to “exhibit 

unethical decision-making tendencies (study 3), take valued goods from others (study 

4), lie in a negotiation (study 5), cheat to increase their chances of winning a prize 

(study 6), and endorse unethical behavior at work (study 7)” (Piff et al., 2011: 4086). 

Similarly, Van Kleef et al. (2015) found that individuals with high socioeconomic 

status were more likely than individuals from middle and low socioeconomic statuses 

to eat with their mouths open, to interrupt conversation partners and invade their 

personal space, claim credit for other’s efforts, and overcharge customers. I did not 

include indicators of low socioeconomic status due to scholars adding several scope 

conditions to the middle-status conformity hypothesis (Phillips and Zuckerman, 2001), 

and due to recent organizational scholarship suggesting higher deviance only among 

those actors with higher ascribed status (Prato et al., 2019). 

I further included the proportion of community members who were divorced or 

separated from their spouses because the behaviors violate Mexican society’s 

emphasis on marital commitment, and I included the proportion of community 

members who did not specify religious affiliation because non-religious affiliation 

also violates Mexican society’s emphasis on faith and religious participation (Inglehart 

et al., 2014). Finally, I used an indicator as to whether the community holds a gay 

pride parade is because the event violates Mexican society’s emphasis on traditional 

marriage and family organization (Hofstede, 2011; Reitzes and Diver, 1981). In short, 

each of the aforementioned indicators constitutes a deviation from core values in 

Mexican society: marriage, family, and religiosity. Taken together, previous 
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scholarship strongly suggests these six indicators should capture the extent to which 

normative violations are occurring in a community. To test this supposition 

statistically, I conducted a KMO measure of sampling adequacy in order to measure 

the proportion of variance among the aforementioned indicators that might be 

common variance. The result of the KMO test was 0.795, which was higher than the 

0.6 standard set by the field, and suggests that my data is suitable for factor analysis 

(Child, 2006). Following, I conducted a Bartlett Test of Sphericity. The result which 

was <0.001, again indicating that there is likely to be a statistically significant 

interrelationship between my indicators that affects my outcome variable (Bandalos 

and Boehm-Kaufman, 2008). In addition, I conducted a Cronbach’s Alpha in order to 

test the internal consistency of the indicators included in my deviance measure. The 

result of the Cronbach’s Alpha analysis was 0.822, higher than the 0.6 standard set by 

the field, suggesting internal consistency of my six indicators (Sijtsma, 2009). The 

results are especially strong considering data collection did not occur in a controlled 

setting. For reference, the KMO and Cronbach’s Alpha for the secular values measure 

in the widely used World Values Survey are 0.640 and 0.570 respectively (Welzel, 

2013). Finally, I conducted a factor analysis on the six aforementioned indicators, and 

the resultant eigenvalue was 3.33, well above the field’s standard of an eigenvalue of 

one (Larsen and Warne, 2010). I used varimax orthogonal rotation of the factor axes, 

in accordance with common standards for factor analysis (Russell, 2002). Table 4.2 

displays the results of my factor analysis for my deviance variable. Finally, I lagged 

my variable for normative deviance by one year because temporality is one well 

established criteria for causality (Hill, 1965). 
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Table 4.2. Factor Analysis for Normative Deviance Indicators 

Factor Analysis: Deviance 

Variables 

Factor 

Loadings Eigenvalue Proportion 

% College Graduate 0.90 3.33 0.56 

% 5x Minimum Wage 0.92 

  % Divorced 0.54 

  % Separated 0.43 

  % Not Religiously 

Identified 0.89 

  Gay Pride Parade 0.64 

  Average 0.72 

  

Chi-Squared 

82,696 

(p<0.001) 

  KMO Measure of Sampling Adequacy 0.795 

 Bartlett Test of Sphericity 

 

<0.001 

 Cronbach’s Alpha 

 

0.822 

  

I measured the degree to which a community values entrepreneurship by measuring 

the proportion of community members voting for the National Action Party (PAN) in 

Mexico. Several studies in political science have shown that political affiliations are a 

reflection of the social values a person holds (Caprara et al., 2017; Graham, Haidt, and 

Nosek, 2009). Schwartz, Caprara, and Vecchione (2010), for example, analyzed the 

relationship between personal social values, political values and voting among Italian 

adults before and after the 2006 national election. The authors found that personal 

social values explained a substantial variance of a person’s political values, which in 

turn predicted voting significantly. Piurko, Schwartz, and Davidov (2011) also studied 

the relationship between basic social values and political orientation using 

representative samples from twenty European countries. They found that personal 

social values was more predictive of political orientation than socioeconomic 

variables, consistent with research among voters in the US showing that the working-
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class votes against their economic interests, but in line with their personal social 

values (Campbell, 2002). Hence my choice to use political party affiliation as an 

expression of social values. 

The PAN party expressly values and advocates for entrepreneurship, free 

enterprise, privatization, pragmatism, free trade, and privatization (Mizrahi, 1994). 

Scholars have noted that Mexican entrepreneurs played a critical role in PAN’s 

development (Camp, 1989:48): 

In the 1985 elections [entrepreneurs] financed candidates from the largest 

opposition party, the National Action Party (PAN), and some of their most 

articulate spokespersons ran for congress or governorships. Their most radical 

proposal . . . favors the creation of a political party espousing a clear free-

enterprise identity. 

Scholarship in political history have documented that PAN explicitly rejected 

corporatism and state capitalism in favor of laissez-faire market principles. As the 20th 

century progressed, the party became even more entrenched in its commitment to the 

traditions of John Locke, Adam Smith, and John Stuart Mill, enshrining property 

rights, free trade, free enterprise, and religious freedom into their core principles. 

While the PRI began to embrace more neoliberal ideology at the turn of the century, 

historians have commented that the PRI’s shift was viewed as a “me too” in the eyes 

of the Mexican public. Thus, the PRI’s embrace of a more neoliberal ideology served 

to further cement PAN as the legitimate political body representing free enterprise 

(Poitras, 2003). 

Mexico isn’t the only country where a political party has come to embody 

entrepreneurial values. In the U.S., small business owners are 24 percent more likely 

to be affiliated with the Republican Party than with the Democratic Party (Marks, 
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2016). What’s more, the U.S. Chamber of Commerce, an organization dedicated to 

advocating for entrepreneurship, gives 86% of its political donations to Republicans 

(Bushey, 2012). Despite strong association between the Republican Party and 

entrepreneurial values among the American electorate, Beland and Unel (2019) 

analyzed gubernatorial elections in 50 states over three decades, and found that 

Republican governors are no different than Democratic governors in their effects on 

entrepreneurship. The discrepancy between strong affiliation of entrepreneurial values 

with the Republican Party, and actual impact of Republican politicians on 

entrepreneurship, is important because it indicates that the party may be more a 

vehicle for expressing one’s values as they relate to entrepreneurship, than a vehicle 

for providing actual laws favorable to entrepreneurship. Expressed association with 

PAN, therefore, serves as a useful variable for capturing the degree to which the 

community values entrepreneurial activity. 

Control Variables. I control for FDI, unemployment rate, poverty, income 

similarity, self-employment, homicides per-capita, non-violent crimes per-capita, the 

proportion of community members who are immigrants, the proportion of community 

members who are 65 years or older, and whether the municipality is classified as 

urban or rural. The rationale for choosing my control variables was previous research 

indicating important community factors that could affect levels of entrepreneurial 

activity (Hiatt and Sine, 2014; Field et al., 2013; Goetz et al., 2010; Faria, Cuestas, 

and Gil-Alana, 2009; Lippmann, Davis, and Aldrich, 2005; De Backer and 

Sleuwaegen, 2003). 
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Analysis 

I test my hypotheses using a negative binomial regression with year-dummies and 

municipality-level fixed effects due to over-dispersion in my outcome variable. 

However, in order to make sure this was the best analytical technique for testing my 

hypotheses, I estimated the Akaike Information Criterion (AIC) as well as the 

Bayesian Information Criterion (BIC) in order to compare the quality of the negative 

binomial model against a Poisson model and a linear regression model. The AIC and 

the BIC was 66% lower for the negative binomial model than for the linear regression 

model, and 95% lower for the negative binomial model than for the Poisson model. 

Lower AIC and BIC scores indicate, statistically, that the negative binomial model is a 

better quality analytical technique for testing my hypotheses than a Poisson or linear 

regression model. 

RESULTS 

Table 4.3 displays the correlation matrix, variance inflation factors, and summary 

statistics for each variable in my model. The correlation between the variables in my 

model are all below 0.315, and the variance inflation factors are all below two, 

indicating no issues with regards to multicollinearity. Table 4.4 displays the results of 

the negative binomial regression analyses conducted to test my hypotheses. Model 1 

displays a regression of the independent variables on the outcome variable, model 2 

displays a regression of the independent variables and the control variables on the 

outcome variable, and models 4–7 display the hypothesized interaction effects. 
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Table 4.3. Summary Statistics and Correlation Matrix 

    Mean  S.D. VIF 1 2 3 4 

1. Deviance -0.0001 0.999 1.11 1       

2. % PAN 0.23 0.186 1.06 0.087 1     

3. % Researchers (STD) -0.0001 1 1.02 0.011 0.009 1   

4. FDI (STD) -0.002 0.994 1.19 0.224 0.070 0.024 1 

5. % Self-employed 0.310 0.204 1.15 -0.090 -0.089 -0.013 -0.097 

6. % Unemployed 0.030 0.026 1.34 0.002 -0.018 -0.039 0.013 

7. % Government 0.012 0.009 1.27 0.145 0.029 -0.009 0.213 

8. % Immigrant 0.006 0.006 1.42 -0.079 -0.108 -0.057 -0.031 

9. % Women 0.513 0.017 1.25 0.035 -0.068 0.021 0.028 

10. Corruption 91.17 3.270 1.21 -0.047 0.046 -0.002 -0.237 

11. Homicides per capita 0.001 0.004 1.05 -0.004 -0.031 -0.017 0.002 

12. Crime per capita 2.156 4.019 1.34 -0.119 -0.097 -0.031 0.065 

13. Urban/Rural 0.196 0.397 1.30 -0.027 -0.038 -0.036 0.035 

 

Table 4.3. (Continued 

5 6 7 8 9 10 11 12 

                

                

                

                

1               

-0.206 1             

-0.149 0.111 1           

-0.101 0.315 0.020 1         

0.061 0.035 -0.227 0.190 1       

-0.037 -0.012 0.021 0.107 -0.215 1     

0.044 0.078 0.086 0.083 -0.115 -0.0001 1   

0.147 0.077 0.233 0.091 -0.092 -0.059 0.045 1 

0.087 0.035 0.228 0.007 -0.176 0.089 0.009 0.410 
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Table 4.4. Results of the Main Analysis  

  Founding %PAN Founding 

  1 2 3 4 5 6 

Deviance 0.054*** 0.038*** 0.055** 0.052** 0.062*** 0.042*** 

  (0.007) (0.007) (0.018) (0.018) (0.008) (0.007) 

% PAN         0.221*** 0.138** 

          (0.049) (0.049) 

Control Variables             

% Researchers (STD)   0.015*   0.016   0.021** 

    (0.006)   (0.017)   (0.007) 

FDI (STD)   0.049***   -0.008   0.045*** 

    (0.007)   (0.035)   (0.007) 

% Self-employed   -1.715***   0.185   -1.614*** 

    (0.178)   (0.611)   (0.188) 

% Unemployed   -4.192***   -0.838   -3.743*** 

    (0.739)   (1.701)   (0.792) 

% Government   22.83***   2.706   24.36*** 

    (2.242)   (13.25)   (2.417) 

% Immigrant   -10.72***   1.083   -11.95*** 

    (2.686)   (7.659)   (2.992) 

% Women   9.213***   -4.811   6.761*** 

    (1.145)   (5.592)   (1.228) 

Corruption   0.035***   -0.012   0.032*** 

    (0.003)   (0.008)   (0.004) 

Homicides per capita   -112.7**   33.75   -173.9*** 

    (43.14)   (40.83)   (51.96) 

Crime per capita   -0.024   -0.0001   -0.038** 

    (0.013)   (0.026)   (0.014) 

Urban/Rural   0.106**   -0.003   0.084* 

    (0.039)   (0.097)   (0.043) 

2000–2011 Year Dummies Y Y Y Y Y Y 

Municipality-level Fixed Effects Y Y Y Y Y Y 

Chi-Squared 1733*** 2326*** 57.42*** 55.64*** 1240*** 1726*** 

***p<0.001; **p<0.01; *p<0.05             

 

Hypothesis 1a predicted that increased deviance in the community will 

increase entrepreneurial activity. In support of the hypothesis, my analysis reported 

that a standard deviation increase in the community level of deviance corresponded 
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with a 4% increase in entrepreneurial activity in the community the following year 

(p<0.001; s.e.=0.007). Hypothesis 1b predicted that increased normative deviance will 

increase normative support for entrepreneurship in a community. In accordance with 

the hypothesis, a standard deviation increase in community normative deviance 

corresponded with a 5% increase in normative support for entrepreneurship in the 

community the following year (p<0.01; s.e.=0.018). Hypothesis 1c predicted that 

increased normative support for entrepreneurship will increase entrepreneurial 

activity. In accordance with the hypothesis, a standard deviation increase in normative 

support for entrepreneurship increased entrepreneurial activity by 15% the following 

year (p<0.001; 0.007). I conducted Sobel, Aroian, and Goodman tests for mediation, 

and each test supported my mediation hypothesis with p-values at the <0.05 level. 

Table 4.5 displays the results to the Sobel, Aroian, and Goodman tests. In sum, the 

statistical analysis found support for hypotheses 1a, 1b and 1c. 

Table 4.5. Mediation Tests 

Type 

Test 

Statistic s.e. p-value 

Sobel Test 2.647 0.007 0.008 

Aroian Test 2.622 0.007 0.009 

Goodman Test 2.673 0.007 0.008 

Robustness Checks 

Observational data has limitations with regards to establishing causality. Therefore, I 

undertook several robustness checks that included testing for directionality, using 

propensity score matching to more approximate randomized administration of my 

social deviance treatment, and testing my hypotheses using another deviance measure. 
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Directionality. One alternative explanation for my results centers on 

directionality. Research shows that entrepreneurship can strain the family 

(Parasuraman et al., 1996; Jennings and McDougald, 2007; Werbel and Danes, 2010). 

Given my deviance variable included family related indicators such as divorce and 

living together with a romantic partner, it is plausible that the causal arrow goes the 

other way. That is to say, it could be that increased entrepreneurial activity increases 

normative deviance via increased family strain as opposed to increased normative 

deviance increasing entrepreneurial activity via increased normative support for 

entrepreneurship as a career path. Thus, in addition to lagging my normative deviance 

variable by one year in my main statistical test, I regressed normative deviance on a 

firm foundings. Table 4.6 displays the results from the regression which showed that 

increased firm foundings had no statistically significant impact on the level of 

normative deviance in the community the following year (p=0.075; s.e.=0.00001). 

Overall, the results provide additional evidence for the causal arrow running from 

normative deviance to entrepreneurship as opposed to running from entrepreneurship 

to normative deviance. 
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Table 4.6. Robustness Check for Directionality 

% PAN Deviant Subculture 

  1 2   3 4 

Foundings 0.0001 0.00003 Foundings 

-

0.00002**

* 

-

0.00002*

* 

  (-0.0001) (0.0001)   (0.00001) (0.00001) 

Control Variables     %PAN -0.006 -0.009 

Deviance   0.052**   (0.007) (0.007) 

    (0.018) Control Variables     

% Researchers (STD)   0.016 % Researchers (STD)   -0.004*** 

    (0.017)     (0.001) 

FDI (STD)   -0.008 FDI (STD)   -0.007** 

    (0.035)     (0.002) 

% Self-employed   0.184 % Self-employed   0.210*** 

    (0.611)     (0.027) 

% Unemployed   -0.829 % Unemployed   -0.172 

    (1.701)     (0.097) 

% Government   2.683 % Government   9.962** 

    (13.24)     (0.799) 

% Immigrant   1.074 % Immigrant   -9.496*** 

    (7.661)     (0.430) 

% Women   -4.804 % Women   -2.891*** 

    (5.593)     (0.324) 

Corruption   -0.012 Corruption   -0.001* 

    (0.008)     (0.0005) 

Homicides per capita   33.73 Homicides per capita   7.707* 

    (40.85)     (3.650) 

Crime per capita   -0.0002 Crime per capita   -0.019*** 

    (0.026)     (0.002) 

Urban/Rural   -0.003 Urban/Rural   0.013* 

    (0.097)     (0.006) 

2000–2011 Year Dummies Y Y 2000–2011 Year Dummies Y Y 

Municipality-level Fixed 

Effects Y Y 

Municipality-level Fixed 

Effects Y Y 

Chi-Squared 51.98*** 55.70*** Chi-Squared 658.2*** 430.3*** 

***p<0.001; **p<0.01; 

*p<0.05           

 

Selection Bias. Propensity matching is a technique that attempts to control for 

selection bias in observational data. The technique creates a sample of treated units 
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that are comparable, on observed covariates, to a sample of units that did not receive 

the treatment (Rosenbaum and Rubin, 1983). The result is a sample of data that more 

closely approximates pure random administration of a treatment variable. Given that 

experimentation is a central criteria for establishing causality, I created a propensity 

matched sample with which I could test my hypotheses (Hill, 1965). In order to create 

the propensity matched sample, I turned my deviant subculture variable into a 

dichotomous variable indicating whether a community experienced a standard 

deviation increase normative deviance over the previous year or not. Next, using 

logistical regression, I identified that deviance was strongly predicted by the number 

of community members who are 65 years old or older, the number of community 

members who are Catholic, community members who are employed as laborers, and 

the number of community members who are economically active. Finally, I matched 

on the logit of the propensity score using calipers of width equal to 0.1 of the standard 

deviation of the logit of the propensity score, more rigorous than the field’s standard 

of 0.2 of the standard deviation of the logit of the propensity score (Austin, 2011). The 

resulting matched dataset had 20,798 observations. 

After creating the matched dataset, I tested my hypotheses again using 

negative binomial regression with year dummy variables and municipality-level fixed 

effects. In accordance with hypothesis 1, a standard deviation increase in deviance led 

to a 4.1% increase in entrepreneurial activity the following year (p<0.001; s.e.=0.009). 

In accordance with hypothesis 2, those communities that experienced a standard 

deviation increase in normative deviance saw a 5.4% increase in normative support for 

entrepreneurship the following year (p=0.020; s.e.=0.022). In support of hypothesis 3, 
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the results showed that a standard deviation increase in normative support for 

entrepreneurship led to a 16% increase in entrepreneurial activity the following year 

(p=0.014; s.e.=0.06). In sum, the statistical analysis using the propensity matched 

sample found support for hypotheses 1, 2, and 3. In fact, the effects were larger as the 

data was tweaked to more closely approximate randomized administration of 

normative deviance across communities. Table 4.7 displays the results of the negative 

binomial regression conducted with the matched sample. Additionally, Table 4.8 

displays the results from the Sobel, Aroian, and Goodman mediation tests. Again, each 

test supported my mediation hypothesis with p-values at the <0.05 level. 

Measure validity. I also conducted a robustness check for measure validity by 

using a deviance measure that excluded my socioeconomic status measures, and only 

included the set of deviant action and behavior indicators. The KMO for those four 

indicators was 0.610, the p-value for the Bartlett’s Test for Sphericity was <0.001, and 

the Cronbach’s Alpha was 0.611. Again, each above the common standard for each 

test. The eigenvalue was 1.852, and again, I used orthogonal varimax rotation to create 

the deviance measure. Following, I tested my hypotheses replacing my previous 

deviance measure with my robustness check deviance measure, and again, the 

hypotheses were significant as well as complementary mediation tests. 
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Table 4.7. Negative Binomial Regression with the Propensity-Matched Sample 

  Founding %PAN Founding 

  1 2 3 4 5 6 

Deviance 0.049*** 0.040*** 0.056* 0.053* 0.056*** 0.042*** 

  (0.009) (0.009) (0.022) (0.022) (0.009) (0.009) 

% PAN         0.198*** 0.149* 

          (0.061) (0.060) 

Control Variables             

% Researchers (STD)   0.009   0.012   0.015 

    (0.008)   (0.018)   (0.009) 

FDI (STD)   0.063***   0.023   0.061*** 

    (0.018)   (0.055)   (0.018) 

% Self-employed   -1.495***   0.245   -1.413*** 

    (0.197)   (0.667)   (0.209) 

% Unemployed   -2.733***   -0.993   -2.248** 

    (0.802)   (1.873)   (0.849) 

% Government   20.27***   1.422   23.71*** 

    (3.409)   (16.78)   (3.634) 

% Immigrant   -9.062**   3.081   -11.65*** 

    (3.131)   (8.579)   (3.427) 

% Women   8.404***   -6.049   6.238*** 

    (1.427)   (6.487)   (1.536) 

Corruption   0.050***   -0.018   0.048*** 

    (0.004)   (0.009)   (0.004) 

Homicides per capita   -233.7***   19.86   -257.1*** 

    (65.56)   (59.25)   (71.76) 

Crime per capita   0.0003   -0.003   -0.016 

    (0.015)   (0.029)   (0.017) 

Urban/Rural   0.031   0.008   0.012 

    (0.053)   (0.117)   (0.058) 

2000–2011 Year Dummies Y Y Y Y Y Y 

Municipality-level Fixed 

Effects Y Y Y Y Y Y 

Observations 20,798 20,798 20,798 20,798 20,798 20,798 

Chi-Squared 1078*** 1422*** 49.79*** 50.63*** 772.7*** 1070*** 

***p<0.001; **p<0.01; *p<0.05; ✝p<0.10 
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Table 4.8. Mediation Tests from Propensity-Matched Results 

Type 

Test 

Statistic s.e. p-value 

Sobel Test 2.401 0.008 0.016 

Aroian Test 2.37 0.008 0.018 

Goodman Test 2.432 0.007 0.015 

 

I also created a propensity-matched sample, based on the alternative deviance 

measure, to test my hypotheses. Using logistical regression, I identified that my 

alternative deviance measure was strongly predicted by the number of community 

members who are Protestant, the number of community members who are literate, 

and community members who are making less than the minimum wage. Finally, I 

matched on the logit of the propensity score using calipers of width equal to 0.1 of the 

standard deviation of the logit of the propensity score, more rigorous than the field’s 

standard of 0.2 of the standard deviation of the logit of the propensity score. The 

resulting matched dataset had 18,830 observations. The results of the factor analysis, 

the negative binomial regression using this alternative deviance variable, the negative 

binomial regression using a propensity-matched sample, and associated mediation 

tests are in Appendix I of this manuscript. 

DISCUSSION 

I examined whether, and why, normative deviance enhances entrepreneurship. I 

argued that higher levels of deviance in a community increases entrepreneurial activity 

because an accrual of deviance will increase normative support for entrepreneurship as 

a career path. I tested my argument using data on deviance and entrepreneurial activity 

from Mexico’s 2448 municipalities, and the results supported my argument. In 
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particular, I found that increased deviance was associated with higher levels of 

entrepreneurial activity the following year, increased deviance was associated with 

higher levels of normative support for entrepreneurial activity, and higher levels of 

normative support for entrepreneurship was associated with higher levels of 

entrepreneurial activity. 

I contribute to the institutional approach to entrepreneurship by incorporating 

deviance from institutions into our theorizing about institutions and entrepreneurship. 

Again, a basic premise of institutional theory is that institutions constrain certain 

behaviors and enable others (Scott, 2011; Zukin and DiMaggio, 1990). Empirical 

applications of institutional theory have shown how institutions create entrepreneurial 

opportunity (Lounsbury et al., 2003; Sine and David, 2003; Hiatt et al., 2009), 

influence founding rates (Baum and Oliver, 1992; Aldrich and Wiedenmayer, 1993), 

and also influence the kinds of organizations that are founded (Sine et al., 2005; 

Marquis and Lounsbury, 2007; Sine and Lee, 2009; Almandoz, 2012). Deviance from 

institutions is the other side of the theoretical coin focusing on why actors, or groups 

of actors, do not adhere to institutionalized behaviors (Macionis and Gerber, 2010; 

Thomson, 2004; Douglas and Waksler, 1982; Clinard and Meier, 1968). If 

entrepreneurial behavior is synonymous with social deviance (Calas, Smircich, and 

Bourne 2009; Steyaert and Hjorth 2007; Jones and Spicer, 2005; Steyaert, 2005), then 

we have to also understand how deviance from institutions can enable or constrain 

entrepreneurship in order to fully understand how institutions influence 

entrepreneurship. Entrepreneurship as social change has roots with Joseph Schumpeter 

who saw endogenous economic change occurring via entrepreneurship: 
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The opening up of new markets . . . and the organizational development from 

the craft shop and factory to such concerns as US Steel illustrate the same 

process of industrial mutation . . . that incessantly revolutionizes the economic 

structure from within, incessantly destroying the old one, incessantly creating a 

new one. (Schumpeter, 1994:83) 

For Schumpeter, entrepreneurship was developmental, as opposed to static, economic 

behavior, (Swedberg, 2006). From the Schumpeterian view, the simple act of creating 

a new organization was considered disruption of the economic status quo: “the most 

typical case representing all different possibilities and all the different sides of the 

matter, the organizational, commercial, technical side, etc. is the founding of a new 

enterprise” (Schumpeter, 2002:410, emphasis added). The institutional approach to 

entrepreneurship is focused on “how institutions both enable and constrain the creation 

of new organizations” (David, Sine, and Serra, 2017), but has not given much 

consideration to Schumpeter’s insight that creating a new organization is economic 

deviance, and what that means for a theoretical approach that focuses on how 

constraining social structures (institutions) influence an inherently non-conforming 

economic phenomena (entrepreneurship). My study is a starting point for considering 

how everyday acts of informal deviance influences entrepreneurship. This new strand 

of research within the institutional approach to entrepreneurship is distinct but 

complimentary to the strand of research analyzing how institutional change via social 

movements impact entrepreneurship. The latter focuses on defiant shocks to the inter-

institutional system, and how the resultant institutional changes on a regulatory or 

normative level impact the level and direction of entrepreneurial study. This study 

opens a line of inquiry exploring more endogenous and quotidian forces of 

institutional change. 
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Furthermore, my study theorizes how entrepreneurship emerges as an 

institutionalized practice in a community (Tolbert and Coles, 2018). Prior scholarship 

has noted how entrepreneurial activity is higher in regions that place more normative 

value on entrepreneurship as a career path, but scholars yet to theorize the origins of 

entrepreneurship as a normative institution in communities (cites). Understanding the 

deviant origins of entrepreneurship as an institutionalized practice is important for 

improving the applicability of scholarship at the nexus of institutional and 

entrepreneurship. Applications of knowledge that normative support for 

entrepreneurship increases entrepreneurship is limited until practitioners understand 

how entrepreneurship emerges as a normative institution. 

Finally, I contribute to sociology of deviance in two ways. First, I expand the 

scope conditions of the field by extending theories within the field to analyze 

entrepreneurship. Typically, deviance scholars analyze crime and delinquency, but 

have not considered how their theories could help explain departure from the status 

quo in the economic sector of social life (Best, 2004; West, 2004; Konty, 2007; Ben-

Yehuda, 2019). Second, I develop theory in the field by highlighting latent functions 

of deviance. Research on deviance tends to focus on the manifest and latent 

dysfunctions of deviance despite classic social theory’s argument that informal 

deviance has manifest and latent functions in society as well (Durkheim, 1982; 

Merton, 1968; Elster, 1990). My study argues that one latent function of deviance is 

spurring entrepreneurial activity by building normative support for the practice. 

There are several avenues for future research. First, future research should 

explore conditions under which the deviance-entrepreneurship link is magnified, 
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moderated, or reversed. Second, given the results indicated a partial mediation, future 

research should explore additional mechanisms that explain the deviance-

entrepreneurship link. Third, future scholarship in this area ought to explore how 

informal deviance influence the type of entrepreneurship occurring in communities. 

By this I refer both to dichotomies such as innovative vs. mimetic entrepreneurship, as 

well as to creating entrepreneurial opportunities in certain economic sectors. In 

addition, subsequent research in this area could explore how informal deviance 

influences the entrepreneurial process. Prior theorizing has highlighted how the 

practice of entrepreneurship could vary along certain dimensions across time and 

across communities (Tolbert and Coles, 2018). Levels of deviance could be one 

community factor that alters the process through which organizational creation occurs. 

Finally, future research should more fully explore how deviance from regulatory and 

cultural-cognitive institutions influences entrepreneurial activity. There is some 

research touching on deviance from regulatory institutions and entrepreneurship 

(cites), but there are still several fruitful avenues of research in this area. Research on 

deviance from cultural-cognitive institutions and entrepreneurship will first require a 

clearer conceptualization of deviance on this institutional level of analysis. 

Particularly, scholars will need to clearly distinguish this type of deviance from 

normative deviance, and come up with distinct operational measures before analyzing 

its impact on entrepreneurial activity. 

Finally, my study makes a contribution to sociology of deviance by extending 

its applications to entrepreneurial behavior. Scholarship in this area has made repeated 

calls to expand its applications to new phenomena (cites). In this case, I am expanding 
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the discipline to include entrepreneurship. Extending insights from the Sociology of 

Deviance to the field of entrepreneurship positions the discipline to be an additional 

theoretical underpinning of the institutional approach to entrepreneurship, fulfilling 

repeated calls to use Sociology of Deviance to explain more than crime and anti-social 

behavior. Traditionally, new institutionalism and liability of newness have provided 

much of the theoretical underpinnings of the institutional approach to 

entrepreneurship. New institutionalism postulates that rational actors in an 

organizational field tend to make their organizations increasingly similar over time. 

Isomorphism, or tendency towards similarity, is a constraining process that forces one 

unit in a population to resemble other units facing the same environmental conditions 

(DiMaggio and Powell, 1983). Scott (2008) later incorporated these isomorphic 

pressures into his typology of institutions: Regulative (coercive), normative, and 

cultural-cognitive (mimetic). Each pillar forming a point along a spectrum from 

conscious and legally enforceable (regulative and coercive) to unconscious and taken-

for-granted as social fact (cultural-cognitive and mimetic). Scholars have long 

critiqued new institutionalists for not developing a viable model for where non-

institutionalized behavior comes from. Sociology of deviance, a body of literature 

focused on explaining deviance in a social system, provides plausible explanations. 

This study is intended to be a starting point for the inclusion of insights from 

sociology of deviance into research at the nexus of institutional theory and 

organizations. Future institutional scholarship should continue to explore sociology of 

deviance for insights that can serve to develop institutional theory. Liability of 

newness postulates that young organizations are more likely to fail than established 
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organizations due to internal coordination problems, heavy reliance on social relations 

with strangers, lack stable ties with customers, and lack of legitimacy within their 

organizational field (Stinchcombe, 1965). Levels of deviance in the community could 

moderate the liability of newness. 
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APPENDIX 

Appendix Table A.1. Factor Analysis Deviance_2 

Variables 

Factor 

Loadings Eigenvalue Proportion 

% Divorced 0.614 1.852 0.463 

% Separated 0.528     

% Not Religiously 

Identified 0.838     

Gay Pride Parade 0.702     

Average 0.671     

Chi-Squared 

13,354 

(p<0.001)     

KMO Measure of Sampling Adequacy 0.610   

Bartlett Test of 

Sphericity   <0.001   

Cronbach’s Alpha   0.611   
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Appendix Table A.2. Negative Binomial Regression with Alternative Deviance Variable 

  Founding %PAN Founding 

  1 2 3 4 5 6 

Deviance 0.048*** 0.034*** 0.042* 0.040* 0.049*** 0.032*** 

  (0.007) (0.007) (0.018) (0.018) (0.008) (0.007) 

% PAN         0.478*** 0.384*** 

          (0.056) (0.055) 

Control Variables             

% Researchers (STD)   0.015*   0.016   0.020** 

    (0.007)   (0.017)   (0.007) 

FDI (STD)   0.050***   -0.010   0.048*** 

    (0.007)   (0.035)   (0.007) 

% Self-employed   -1.715***   0.203   -1.561*** 

    (0.175)   (0.607)   (0.187) 

% Unemployed   -4.153***   -0.743   -3.392*** 

    (0.734)   (1.693)   (0.784) 

% Government   22.93***   3.484   24.32*** 

    (2.216)   (13.21)   (2.382) 

% Immigrant   -10.97***   0.657   -13.13*** 

    (2.653)   (7.628)   (2.955) 

% Women   9.395***   -4.993   7.056*** 

    (1.132)   (5.569)   (1.219) 

Corruption   0.035   -0.012   0.028*** 

    (0.003)   (0.008)   (0.004) 

Homicides per capita   -113.12**   33.89   -127.31** 

    (42.82)   (40.98)   (46.38) 

Crime per capita   -0.021✝   -0.003   -0.036** 

    (0.012)   (0.025)   (0.014) 

Urban/Rural   0.108**   -0.005   0.086* 

    (0.039)   (0.097)   (0.042) 

2000–2011 Year Dummies Y Y Y Y Y Y 

Municipality-level Fixed Effects Y Y Y Y Y Y 

Observations 34,076 34,076 34,076 34,076 34,076 34,076 

Chi-Squared 1757*** 2360*** 56.48*** 54.80*** 772.7*** 1787*** 

***p<0.001; **p<0.01; *p<0.05; ✝p<0.10 
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Appendix Table A.3. Mediation Tests 

Type 

Test 

Statistic s.e. p-value 

Sobel Test 2.141 0.007 0.032 

Aroian Test 2.126 0.008 0.034 

Goodman Test 2.157 0.007 0.031 
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Appendix Table A.4. Negative Binomial Regression with Alternative Deviance Variable, 

Propensity-Matched Dataset 

  Founding %PAN Founding 

  1 2 3 4 5 6 

Deviance 0.045*** 0.033*** 0.046* 0.045* 0.045*** 0.031*** 

  (0.009) (0.008) (0.022) (0.021) (0.009) (0.009) 

% PAN         0.505*** 0.416*** 

          (0.066) (0.066) 

Control Variables             

% Researchers (STD)   0.014✝   0.015   0.022** 

    (0.008)   (0.019)   (0.009) 

FDI (STD)   0.044***   0.008   0.041*** 

    (0.008)   (0.041)   (0.009) 

% Self-employed   -1.519***   -0.001   -1.229*** 

    (0.220)   (0.792)   (0.236) 

% Unemployed   -4.784***   -1.179   -4.383*** 

    (0.912)   (2.253)   (0.974) 

% Government   21.25***   7.737   21.22*** 

    (2.499)   (15.35)   (2.644) 

% Immigrant   -19.49***   -1.553   -23.39*** 

    (3.286)   (9.725)   (3.712) 

% Women   10.69***   -2.901   8.934*** 

    (1.371)   (7.062)   (1.472) 

Corruption   0.029***   -0.005   0.022*** 

    (0.004)   (0.010)   (0.004) 

Homicides per capita   -62.63   22.27   -61.04 

    (42.35)   (47.43)   (44.79) 

Crime per capita   -0.010   -0.007   -0.030* 

    (0.015)   (0.029)   (0.015) 

Urban/Rural   0.059   -0.022   0.009 

    (0.046)   (0.116)   (0.049) 

2000–2011 Year Dummies Y Y Y Y Y Y 

Municipality-level Fixed Effects Y Y Y Y Y Y 

Observations 18,830 18,830 18,830 18,830 18,830 18,830 

Chi-Squared 1223*** 1599*** 49.79*** 33.15✝ 1005*** 34.73*** 

***p<0.001; **p<0.01; *p<0.05; ✝p<0.10 
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Appendix Table A.5. Mediation Tests from Propensity-Matched Results 

Type 

Test 

Statistic s.e. p-value 

Sobel Test 2.142 0.009 0.032 

Aroian Test 2.122 0.009 0.034 

Goodman Test 2.162 0.009 0.031 

 



174 

 

CHAPTER 5: 

CONCLUSION: HERE BE LIONS 

My dissertation explores the impact of income inequality and deviance on 

entrepreneurship at a local level. The level of income inequality and the extent to 

which norms are violated, are two components of social context that have not been 

explored previously on a local level. In addition to exploring the two aforementioned 

social characteristics at a new level of analysis, my dissertation marks a departure 

from previous scholarship on economic inequality and entrepreneurship by theorizing 

that reducing income inequality increases, rather than decreases, entrepreneurship. My 

dissertation also marks a point of evolution for the institutional approach to 

entrepreneurship because I begin to theorize how violating normative institutions 

impact entrepreneurship. Considering the impact of deviance on entrepreneurship is a 

point of evolution for the institutional perspective on entrepreneurship because 

previous scholarship has considered the impact of institutions on entrepreneurship 

assuming that they’re adhered to. 

In chapter three I found that social capital mediated the relationships between 

income distribution and both the quantity, and quality, of entrepreneurial activity. 

Specifically, I found that more income equality increased social capital, and social 

capital increased both the quantity, and quality, of entrepreneurial activity. The 

mediation was an indirect mediation on all tests, where there are significant paths from 

the IV to Mediator, and from Mediator to DV, but the path from the IV to the DV is 

not significant (MacKinnon, 2008:99; Zhao, Lynch, and Chen, 2010). I see the study’s 

results as confirming the present argument, while simultaneously adding caveats to it. 
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That is to say that inequality appears to have no direct impact on entrepreneurial 

activity. 

In chapter four I argued that higher instances of deviance in a community 

increases entrepreneurial activity because an accrual of deviance will increase 

normative support for entrepreneurship as a career path. I tested my argument using 

data on deviance and entrepreneurial activity from Mexico’s 2448 municipalities, and 

the results supported my argument. In particular, I found that increased deviance was 

associated with higher levels of entrepreneurial activity the following year, increased 

deviance was associated with higher levels of normative support for entrepreneurial 

activity, and higher levels of normative support for entrepreneurship was associated 

with higher levels of entrepreneurial activity. In other words, normative support for 

entrepreneurship partially mediated the impact of deviance on entrepreneurship. The 

results of the study are notable because it provides theory on the sources of normative 

support for entrepreneurship. Higher instances of deviance increases tolerance for a 

wider range of acceptable behavior among the wider community (Coser, 1962; Corbett 

et al., 1977; Ridenour et al., 2011; Schnabel, 2018). For example, Sing et al. (1979) 

found that community members change their reactions to deviance in part due to their 

exposure to a deviant act. Relatedly, Grollman (2017) found that being labeled as 

deviant made a person more tolerant towards other similarly labeled persons. Taken 

together, the studies suggest the directionality begins with instances of deviance, and 

extends towards higher tolerance of deviance generally through the community 

(among other deviants, and among community members more generally). My study 

suggests that these deviance-tolerance spillovers also extend to more tolerance for 
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deviant career paths such as entrepreneurship. What’s more, my study suggests that 

the accrual of deviance develops into a local deviant culture that begins to value, not 

just tolerate, entrepreneurship as a career path. Understanding the sources of the 

institutionalization of entrepreneurship on a normative level is critical to advancing 

our understanding of why some communities are more entrepreneurial than others. 

THEORETICAL CONTRIBUTIONS 

Communities and Organizations Framework. My dissertation contributes to 

the communities and organizations framework by expanding the framework’s lens to 

include the influence of a community’s human ecology on the community’s 

organizational ecology. The community and organizations framework focuses on how 

local market and institutional mechanisms influence the behavior of local 

organizations. Typically, research in this area focuses on the social dynamics of the 

community’s organizational population, without considering the social dynamics of 

the human population within which the organizational population is embedded. My 

dissertation considers institutional and market characteristics among the human 

population in the community, and their influence on organizational behavior, 

particularly entrepreneurship. In addition, my two mechanisms under consideration, 

income inequality and deviance, are mechanisms that have heretofore not been 

considered by scholars working within the communities and organizations framework. 

Income Inequality and Entrepreneurship. My dissertation also contributes to 

theory on economic inequality and entrepreneurship by providing evidence for an 

alternative theory for how, and why, income equality impacts entrepreneurial activity. 
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Specifically, my equality theory of entrepreneurship is derived from four assumptions: 

1) entrepreneurial talent is underutilized in communities due to inequities, 2) income is 

not a complete indicator of economic productivity because societies tend to be 

stratified along the lines of race, ethnicity, and gender, 3) rising income inequality 

decreases social capital among members of the community, and 4) increasing social 

capital leads to increased entrepreneurial activity. Building on these assumptions, my 

theory argues that increased income equality increases both the level and quality of 

entrepreneurship via increases in social capital. Increased income equality increases 

social capital because social distance between members of the community is reduced, 

and social capital increases levels of entrepreneurial activity because social capital 

“encourages the free flow of information between social groups and (2) it helps small 

entrepreneurs overcome a lack of recognizability and well-defined reputation” (Kwon, 

Helfin, and Ruef, 2013: 982). Results also indicated that increased income equality 

also positively impacted growth-oriented entrepreneurship, defined here as new 

businesses that are innovating and/or new business in high-technology sector, via 

increases in social capital. 

Institutional Theory. My dissertation contributes to institutional theory by 

providing an endogenous mechanism to explain the source of institutional change. The 

paradox of agency has persistently beset institutional theorists since the elaboration of 

New Institutionalism (DiMaggio and Powell, 1983; Meyer and Rowan, 1977). 

More specifically, I contribute to the institutional approach to entrepreneurship 

by incorporating deviance, or norm violations, into our theorizing about institutions 

and entrepreneurship. Again, a basic premise of institutional theory is that institutions 
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constrain certain behaviors and enable others (Scott, 2011; Zukin and DiMaggio, 

1990). Empirical applications of institutional theory have shown how institutions 

create entrepreneurial opportunity (Lounsbury et al., 2003; Sine and David, 2003; 

Hiatt et al., 2009), influence founding rates (Baum and Oliver, 1992; Aldrich and 

Wiedenmayer, 1993), and also influence the kinds of organizations that are founded 

(Sine et al., 2005; Marquis and Lounsbury, 2007; Sine and Lee, 2009; Almandoz, 

2012). Deviance from institutions is the other side of the theoretical coin focusing on 

why actors, or groups of actors, do not adhere to institutionalized behaviors (Macionis 

and Gerber, 2010; Thomson, 2004; Douglas and Waksler, 1982; Clinard and Meier, 

1968). If entrepreneurial behavior is synonymous with social deviance (Calas, 

Smircich, and Bourne 2009; Steyaert and Hjorth 2007; Jones and Spicer, 2005; 

Steyaert, 2005), then we have to also understand how deviance from institutions can 

enable or constrain entrepreneurship in order to fully understand how institutions 

influence entrepreneurship. Entrepreneurship as social change has roots with Joseph 

Schumpeter who saw endogenous economic change occurring via entrepreneurship: 

The opening up of new markets . . . and the organizational development from 

the craft shop and factory to such concerns as US Steel illustrate the same 

process of industrial mutation . . . that incessantly revolutionizes the economic 

structure from within, incessantly destroying the old one, incessantly creating a 

new one. (Schumpeter, 1994:83) 

For Schumpeter, entrepreneurship was developmental, as opposed to static, economic 

behavior, (Swedberg, 2006). From the Schumpeterian view, the simple act of creating 

a new organization was considered disruption of the economic status quo, not just the 

introduction of innovations or the opening up of new markets: “the most typical case 

[of entrepreneurship] representing all different possibilities and all the different sides 
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of the matter, the organizational, commercial, technical side, etc. is the founding of a 

new enterprise” (Schumpeter, 2002:410, emphasis added). The institutional approach 

to entrepreneurship is focused on “how institutions both enable and constrain the 

creation of new organizations” (David, Sine, and Serra, 2017), but has not given much 

consideration to Schumpeter’s insight that creating a new organization is economic 

deviance, and what that means for a theoretical approach that focuses on how 

constraining social structures (institutions) influence an inherently non-conforming 

economic phenomena (entrepreneurship). My study is a starting point for considering 

how everyday acts of informal deviance influences entrepreneurship. This new strand 

of research within the institutional approach to entrepreneurship is distinct but 

complimentary to the strand of research analyzing how institutional change via social 

movements impact entrepreneurship. The former focuses on everyday acts of non-

conformity that can lead to notable social changes overtime, and the latter focuses on 

shocks to the institutional system such as public policy changes or organized social 

movements. 

Implications for Policy and Practice. Advancing an alternative theory of 

income equality and entrepreneurship has practical implications as well. International 

development practitioners usually work under the assumption that income inequality is 

a natural part of economic development, and that it will eventually decrease on its own 

as the country develops. The assumption is rooted in the Inverted U-Curve Hypothesis 

for economic equality. Kuznet (1955) articulated the hypothesis in a presidential 

address to the American Economic Association stating that initial economic growth is 

accompanied by a rise in economic inequality, but those inequalities plateau over time 



 

180 

and ultimately fall as economies continue to expand and develop. As noted earlier, the 

rationale underlying this hypothesis is that economically productive members of the 

community will have more surplus financial capital to re-invest productively into new 

business ventures. The hypothesis attained the status of indisputable economic law, is 

referred to many as the iron law of development, and continues to be “one of the most 

influential statements on inequality ever made” (Moran, 2005:234) despite Kuznet’s 

caution that his hypothesis was based on “perhaps 5 percent empirical information and 

95 percent speculation, some of it possible tainted by wishful thinking” (Moran, 

2005:214). 

Again, the hypothesis is frequently used to allow for inequality and poverty to 

be ignored in the interim as an automatic byproduct of successful development. My 

study suggests that inequality could undermine economic development because it 

could undermine levels of entrepreneurial activity. If entrepreneurship is the primary 

driver of economic development (Schumpeter, 1912/1934), and income equality 

increases rates of entrepreneurship, then it follows that income equality should support 

economic development. In short, our study suggests that government and international 

development practitioners should pay closer attention to rises in economic inequality 

as a society develops economically. It is likely that economic development accelerates 

if income inequality is addressed earlier in a country’s economic development. 

FUTURE RESEARCH 

Income inequality. Scholars should continue to test mechanisms explaining the 

relationship between economic inequality and entrepreneurship. Particularly, future 
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studies could explore the interplay between income equality, consumer spending, and 

entrepreneurship. Increased income equality may increase consumer spending, and 

increased consumer spending is likely to increase opportunities for entrepreneurship. 

Also, scholars at the nexus of institutional theory and entrepreneurship should more 

directly examine issues related to social stratification and entrepreneurship. One 

primary question that guides the institutional approach to entrepreneurship is what 

makes entrepreneurship more or less accessible to members of society (Tolbert, David, 

and Sine, 2010). Social institutions underlying the non-economic ways that society is 

stratified influences which social groups have entrepreneurship more or less accessible 

to them regardless of their entrepreneurial talent. 

Future research should also consider how inequality interacts with other local 

factors to influence levels and type of entrepreneurship. Immigration is frequently 

viewed to positively impact levels of entrepreneurial activity in communities because 

immigrants are more likely to practice entrepreneurship. However, context of 

reception shapes whether arriving immigrants will practice entrepreneurship in their 

host community. Does income distribution in the community moderate the impact of 

immigration on a community’s entrepreneurial activity? Likewise, does income 

distribution moderate the impact of normative deviance on a community’s 

entrepreneurial activity? In addition, future research ought to move beyond firm 

founding as an outcome variable, and also analyze how income inequality influences 

the entrepreneurial process, as well as new venture growth and survival. For example, 

does increased income equality make founding teams more prevalent than solo 

business foundings due to increased social capital in the community? Does increased 
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income equality positively impact new venture growth and survival due to increased 

local demand? 

Fourth, scholars should analyze how income inequality may influence the 

success of certain organizational strategies. For example, does increased income 

equality positively moderate the impact of innovation on firm performance due to 

reduced mistrust in the community towards novelty? Does increased income equality 

reduce the likelihood of firm internationalization due to increases in local demand? 

Finally, researchers should consider how the causes of change in the income 

distribution influence the effect income distribution has on entrepreneurship. Increased 

income equality could occur via violence, economic recession, or public policy. 

What’s more, increased income equality via public policy could occur via various tax 

policy and social program changes. Each of these sources of income distribution are 

likely to influence whether increase income inequality increases social capital, and the 

degree to which it increases social capital. Understanding those nuances is critical to 

further developing a social capital theory of income inequality and entrepreneurship. 

Deviance. There are several avenues for future research. First, future research 

should explore conditions under which the deviance-entrepreneurship link is 

magnified, moderated, or reversed. Second, given the results indicated a partial 

mediation, future research should explore additional mechanisms that explain the 

deviance-entrepreneurship link. Third, future scholarship in this area ought to explore 

how informal deviance influence the type of entrepreneurship occurring in 

communities. By this I refer both to dichotomies such as innovative vs. mimetic 

entrepreneurship, as well as to creating entrepreneurial opportunities in certain 
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economic sectors. In addition, subsequent research in this area could explore how 

deviance influences the entrepreneurial process. Prior theorizing has highlighted how 

the practice of entrepreneurship could vary along certain dimensions across time and 

across communities (Tolbert and Coles, 2018). Levels of deviance could be one 

community factor that alters the process through which organizational creation occurs. 

Fifth, future research should more fully explore how deviance from regulatory and 

cultural-cognitive institutions influences entrepreneurial activity. There is some 

research touching on deviance from regulatory institutions and entrepreneurship 

(cites), but there are still several fruitful avenues of research in this area. Research on 

deviance from cultural-cognitive institutions and entrepreneurship will first require a 

clearer conceptualization of deviance on this institutional level of analysis. 

Particularly, scholars will need to clearly distinguish this type of deviance from 

normative deviance, and come up with distinct operational measures before analyzing 

its impact on entrepreneurial activity. 

Other Human Ecology Factors. There are fruitful avenues of research on 

communities and entrepreneurship that include other human ecology factors. First, 

future research can explore how local human demography influences 

entrepreneurship. Middle age is generally cited as the age of most successful 

entrepreneurs. Do communities with older or younger demographics experience lower 

levels of entrepreneurship? Or is new business growth and survival less likely in 

communities with older or younger demographics? 

Natural Ecological Factors. There are fruitful avenues of research on 

communities and entrepreneurship that consider the local natural environment as well. 
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The Covid-19 crises has highlighted the impact that natural disruptions have on 

organizational demography/behavior. It is widely predicted that climate change will 

increase the frequency with which a variety of natural disasters occur. Future research 

considering the impact of natural disruptions on a community’s organizational ecology 

is not only vital for theoretical completeness of the communities and organization 

framework, but also useful for society in terms of providing the knowledge 

policymakers and organizational mangers need to adapt to changing natural climates. 

Future research should also analyze the geography of entrepreneurial opportunities. A 

central aim of entrepreneurship research is to explain where entrepreneurial 

opportunities come from. Currently, scholarship offers two competing hypotheses. 

One stream of research argues that new entrepreneurial opportunities within an 

industry cluster in those communities containing the industry’s key resources (Stuart 

and Sorenson, 2003). Another stream of research argues that new entrepreneurial 

opportunities within an industry cluster in those communities with social support for 

the industry (Sine and Lee, 2009). It would be both theoretically and practically useful 

to resolve the central theoretical tension. 
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