
415

Organizations and Markets in Emerging Economies ISSN 2029-4581  eISSN 2345-0037 
2021, vol. 12, no. 2(24), pp. 415–439 DOI: https://doi.org/10.15388/omee.2021.12.63

Entrepreneurship and Small Island 
Economies
Paul Pounder (corresponding author)
St. George‘s University, Grenada
ppounder@sgu.edu
https://orcid.org/0000-0001-9926-6762

Naresh Gopal
Indian Institute of Management Ranchi, India
naresh.gopal@iimranchi.ac.in
https://orcid.org/0000-0003-0439-8303

Abstract. Over the past two decades, the study of entrepreneurship and its importance to the economy has 
increased in appeal to academics, practitioners and governments. This study explores entrepreneurship in 
small island economies within regions based on Total Entrepreneurial Activity (TEA) and Established 
Business Ownership (EBO) as observed in the Global Entrepreneurship Monitor (GEM) dataset. This 
research uses the pooled regression model to study the impact of TEA and EBO on economic growth. The 
findings highlight that new venture creation is a driver that improves gross domestic product (GDP); 
however, there are significant differences across SIDS in the orientation of TEA and EBO that suggest 
that other contextual issues like culture, education system, and entrepreneurial support elements influence 
entrepreneurial behaviour across regions as well. The more advanced of these nations like Singapore 
and Puerto Rico benefit from knowledge networks and scientific mobility, while the smaller economies 
in the Caribbean and Pacific Region show less openness to pursuing entrepreneurial endeavours. These 
findings provide a foundation for further research on varying types of combinations of both economic 
factors and contextual differences that lend to the transitioning process towards an emerging economy. 
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1. Introduction

The subject of entrepreneurship has increased its appeal to many persons and groups 
in varying ways over the last two decades as shown by the augmented number of pub-
lications. This allows academics, practitioners and governments  to use such research 
to facilitate decision-making. A gap of the research exists in small and less-developed 
economies that witness local and regional peculiarities as most of the attention focuses 
on entrepreneurial studies in large and developed economies. Further, other research 
highlights the importance of entrepreneurship to local economies with a focus on inno-
vation, economic growth, and job creation (Baumol, 2002; Urbano & Aparicio, 2016). 
These works have paved a way for identifying ways in which the government can pro-
mote entrepreneurship and identify the major factors that can spur such entrepreneur-
ial behaviour. Therefore, as recent academic literature highlights that entrepreneurial 
activity is crucial to increasing economic growth in developed nations, this research 
sets out to develop an understanding of entrepreneurship and its impact on economic 
development of the Small Island Developing States (SIDS). These unique nations (see 
Table 1) have diverse and complex characteristics that influence the transitioning pro-
cess to an emerging economy.  

These  nation state characteristics (economic, political/legal, social-cultural and 
technological) and demographic features affect  the institutions and support systems 
that facilitate entrepreneurial activity. In addition, they provide the basis for regulations 
and controls to ensure competitiveness. The purpose of this research is to explore the 
distinctiveness of entrepreneurial activity in SIDS at varying stages of economic devel-
opment.

2. Literature Review

2.1 Entrepreneurship and Economic Challenges and Opportunities SIDS Face

Discourse on the many challenges faced by SIDS provides a foundation for contextual-
izing this research, especially as the impact of international crises and natural disasters 
heavily affects their growth prospects. When compared to developed countries, SIDS 
in general are marginalized due to their relatively small size, isolated locations, exter-
nal shocks and high reliance on foreign markets and economies. Many authors state 
that there is limited literature on entrepreneurship in small islands (Baldacchino et al., 
2006; Booth et al., 2020). This section of the literature review provides a brief overview 
of articles dealing with the core concerns and prospects of SIDS.

In reviewing what was available, much of the literature research was global in scope 
with views on the Asia-Pacific region and challenges faced by small island economies. 
Saffu (2003) claims that culture influences the characteristics of entrepreneurs and ac-
counts for key differences between the entrepreneurs in the Pacific Islands and Western 
entrepreneurs. This article highlights that models developed in Western context are not 
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holistically applicable in an island economy as little consideration to uniqueness of the 
country and its culture is given. Further, this article recognizes that in most islands, a 
collectivist culture exists and as such, goals of the entrepreneur align with social obli-
gations rather than a focus on profit. Baldacchino et al. (2006) identify that literature 
on entrepreneurship in small islands is rare and specify that within this field the focus 
reflects Pacific and European research. Some of the main challenges identified include 
limited resources, small domestic markets and physical isolation. The research high-
lights that despite the varying degree of challenges faced by island entrepreneurship, 
there are success stories in many of the island territories. For instance, some success 
identified includes Bob Marley, a musical icon from the Caribbean island of Jamaica 
whose music transcends island and cultural boundaries. Other venture success cases 
identified were in the traditional retail and wholesale sectors such as the food trade. 
Also noticeably mentioned was the opportunity to take advantage of information and 
communication technologies that could break down the barriers of islandness. Anoth-
er study by Booth et al. (2020), which was global in scope with perspectives on the 
tourism and hospitality sector in the Asia-Pacific region, suggests that such works are 
important because those sectors appear as key drivers of growth for that region. The 
research showed that the major issues identified in the tourism sector of the Asia-Pacific 
region are limited fiscal space, its reliance on the sector as it is the largest contributor to 
GDP, tourism sustainability (protecting heritage and culture) and the high dependency 
on foreign exchange revenues from tourism.

Other studies considered the uniqueness of issues confronted by indigenous and 
rural enterprises in SIDS. Danson et al. (2014) and Burnett et al. (2017) discussed ru-
ral enterprise in an island environment, indicating that such businesses face additional 
and exaggerated problems that are different to other business ecosystems. Danson et al. 
(2014) highlighted that despite advances in technology and internet capacity, remote-
ness of rural local enterprises is still challenging, thus making a case for policies and 
strategies to consider location differences. Burnett et al. (2017), who studied entrepre-
neurial experiences on small islands, stressed the importance of leveraging economic 
and cultural development agencies to spur entrepreneurship. Wennecke et al. (2019) 
study on indigenous island entrepreneurship identified some motivational peculiarities 
of operating within such an ecosystem. Wennecke et al. (2019, p. 43) stated that “entre-
preneurship in the context of an indigenous island community seems driven by certain 
communal values, such as supporting the local community, cultural pride, family, and 
place.” The concept of a ‘self-sustaining economy’ also appears to be key to the develop-
ment of entrepreneurship in these communities.

Other researchers present a strategic way forward in supporting entrepreneurship 
in small islands. In a book chapter on the Aland Islands, Fellman et al. (2015) identi-
fied some structural handicaps to the growth of small islands, namely, no economic 
heft, isolationist effects of remoteness, relatively small populations, limited materials 
and financial resources. Despite these challenges, the islands have built a modern ser-
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vice economy. The article goes on to highlight three pillars of the pathway pursued: 
leveraging geophysical characteristics of the island to formulate economic opportunity, 
focusing on niche markets and branding of high quality outputs, and being creative in 
political and institutional initiatives.

2.2 Entrepreneurship, the Economy and Beyond

Many researchers and practitioners have explored the field of entrepreneurship. Entre-
preneurship is the study of an individual’s mindset and competencies geared towards 
startup, the actual processes for establishing a business and the running of the new 
venture. Ireland and Webb (2009) espoused the idea that an entrepreneurship mind-
set features strong foci on both opportunity seeking and advantage seeking behaviour. 
Ajzen (1991), Morris et al. (2013) and Sanchez (2013) analysed entrepreneurial be-
haviours and highlighted that entrepreneurial competencies focus on knowledge areas, 
skill sets, attitudes and intentions. Gaglio (2004) recognized the significance of cogni-
tive variables and other forms of intellectual reasoning in the entrepreneurial process 
and discussed behaviours of individuals, development of competencies and the regu-
lation of an individual’s entrepreneurial actions. Beyond entrepreneurial behaviours, 
Mitchell et al. (2002) advocated that across cultures, varying factors will influence new 
venture creation. Hodges and Kuratko (2004) provided a good summation of entre-
preneurship by defining it as a dynamic process requiring vision, creation and passion.

Despite previous researchers having documented many factors surrounding entre-
preneurship, much is still required to understand entrepreneurship and its impact on 
the economy. The field of entrepreneurship is multi-faceted and interdisciplinary, with 
several other dynamics that influence its development. For instance, economic con-
straints is one such factor manipulating the process. Stephan and Roesler (2010) as-
certained that the rise of entrepreneurship aligns with understanding the contribution 
it makes to labour markets and economies. Additionally, previous research has shown 
the strong and positive relationship between entrepreneurial activity and economic 
growth. Holcombe (1998) highlights that “the key element in economic growth is the 
production of entrepreneurial opportunities” (p. 60). Further, Holcombe (1998) em-
phasises the significance of the “context” of entrepreneurial actions for economic de-
velopment and growth. Szerb et al. (2013) recognize the contextually embedded entre-
preneurial action and its contribution to economic development. In a set of empirical 
studies, Acs (2006) and Acs et al. (2012) used panel data from 18 countries, and Li et 
al. (2012) studied panel data from 29 Provinces in China to find similar results showing 
that entrepreneurship has a significant positive effect on economic growth. Similarly, 
Bygrave and Minniti (2000) suggested structuring a model to enhance entrepreneurial 
activity in delineating the process of economic growth.

Other studies have investigated linkages between entrepreneurial dynamics, com-
petitiveness and the economy. Todtling and Wanzanbock (2003) highlight that innova-
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tions and rivalry among ventures are key contributors to the growth in local economies. 
Porter et al. (2002) evaluated competitiveness and its relationship to economic devel-
opment within a nation. Several authors pointed out the importance of innovation to 
economic development and growth (Roper & Love, 2002; Schramm, 2006; Audretsch, 
2007; Galindo & Mendez-Picazo, 2013). Island study researchers (Baldacchino, 2006; 
Baldacchino et al., 2009; Grydehoj, 2011) recognised that some small jurisdictions are 
uniquely positioned to nurture and exploit international competitiveness in their juris-
dictional capacities.

Reynolds et al. (2000) suggest that the Global Entrepreneurship Model allows for 
studying complex relationships between entrepreneurship and economic growth. De-
spite this opportunity, few authors utilize this GEM dataset to examine the influence 
of entrepreneurial activity on the growth of small economies. Acs and Varga (2005), 
in their research on nine European countries, highlighted that entrepreneurial activity 
has a positive significant effect on development of the European economies explored. 
Wennekers et al. (2005) researched the level of economic development of 36 countries 
using 2002 data for nascent entrepreneurship and found that entrepreneurship in the 
start-up stage trails policy, based on the maturity of economic development. Wong et 
al. (2005) used a cross-sectional analysis of 2002 data from 37 countries and found that 
only entrepreneurial activities in the high growth areas have a significant impact on the 
economic growth of a country. Van Stel et al. (2005) empirically analysed 37 countries 
using GEM data from 2001 and found that TEA index positively affects the growth in 
countries with high-income levels. Van Stel et al. (2005) study also found that TEA has 
a negative effect on economic growth, especially in nations with lower GDP. Valliere et 
al. (2009) researched data for the period 2004–2005 from 44 countries to find the ef-
fect of different types of entrepreneurship on GDP growth. Valliere et al. (2009) study 
shows that a high proportion of economic growth is due to the intensified positioning 
of entrepreneurs who take advantage of the regulatory freedom and formulating new 
ideas in developed countries. Martin, Picazo and Navarro (2010) conducted an em-
pirical analysis investigating the linkages between entrepreneurship, the distribution of 
income, and economic growth and determined that entrepreneurial activity is the key 
factor in the economic system and key to economic growth. Hessels et al. (2013) ana-
lysed 70 countries using regression analysis over the period 2001–2009 and concluded 
that entrepreneurial activities within the industries of tech innovation have a positive 
contribution to economic growth. Research using the GEM Model has also consid-
ered the relationship between different types of entrepreneurial activity and economic 
growth, namely, opportunity and necessity entrepreneurship (Reynolds et al., 2002). 
This distinction has shown that in developed or more advanced economies, opportu-
nity entrepreneurship is more dominant, while in less-developed economies, necessity 
entrepreneurship is prevalent (Wennekers et al., 2010). Further research by Herrington 
et al. (2010) on the GEM Model showed the relative contribution to TEA and EBOs 
for efficiency driven and innovation driven economies. Despite these studies showing 
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the value of the GEM dataset in exploring complex relationships between entrepre-
neurship and economic growth, there remains a gap in such work that would focus on 
small less-developed economies.

Beyond the macro-economic factors of the economy, many other environmental 
factors influence entrepreneurship. In many cases, new venture creation is due to rea-
sons beyond economic factors, for instance, political, social, technological, and legal 
factors. An understanding of these additional forces will give a more comprehensive 
picture of entrepreneurship. In a study on pervasiveness of government regulation, 
Shleifer (2005) highlighted country-specific bottlenecks based on differing business 
environment contexts that provide social control of institutions and businesses. Mar-
tinelli (2004) and Leung et al. (2012) did research focusing on other non-economic 
contextual factors and highlighted that entrepreneurial attitudes and motives influence 
various aspects of the socio-cultural and politico-institutional environment. In addi-
tion, Caputo et al. (2016) maintain that the socio-cultural and institutional environ-
ment is regionally specific for new venture creation. Ratten (2014) analysed the ways 
of encouragement of entrepreneurial spirit in the business environment in developing 
countries. Other studies highlight that good infrastructure, efficiency of labour regula-
tions, societal values and beliefs, specific entrepreneurial support elements and favour-
able entry regulations spur entrepreneurship. Winegarden (2019) indicated that by 
reducing regulation burdensomeness, including labour regulations, governments can 
give a boost to the entrepreneurial sector. Tan et al. (2000) also showed the need for ad-
equate facilities and services to spur new venture creation and enhance entrepreneurial 
activity. In addition, Hofstede et al. (2004) underlined the need for society to view 
socio-cultural aspects of the environment as desirable and acceptable before pursuing 
new ventures, while Hayton et al. (2002) stressed the supportiveness and freedom to 
establish new ventures as a critical part of environment. Stephen et al. (2005, 2009) 
and, more recently, Alvarez et al. (2014) analysed the influence that regulations have on 
entrepreneurial activity, and indicated that the stronger the institution, the higher the 
likelihood of entrepreneurial activity.

Noticeably, research on entrepreneurial activity has focused mainly on developed 
nations and neglected less-developed economies and the regions they make up. In 
many ways, being small hinders the opportunities that a country and its population 
can pursue based on share size and limited resources (Anderson, 2000). Therefore, to 
counteract these limitations, a case can be made for a regional development approach 
that syncs with national economic decisions in order to foster economic development 
at both the regional and the national levels. Berglund and Johansson (2007) highlight 
that regional economic development encompasses growth in GDP, local income, net 
job creation and employment growth. As SIDS are viewed and analysed based on their 
various regions, this research takes into account regional context and entrepreneurship 
from the following three regions: Caribbean, Pacific and South East Asia. Trettin and 
Welter (2011) investigated the spatial aspects of entrepreneurial activities and support 
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policies, and stressed the need for more research to gain insights on the entrepreneurs’ 
socio-spatial contexts under which they have to operate. Meccheri and Pelloni (2006) 
assessed the types of ventures, differences in the adoption of institutional assistance 
and the varying types of regional engagement within a heterogeneous space. Grydehoj 
(2014) indicated that islands like Singapore are less island-like than places like Vanuatu, 
as this author sees that the true character of islandness lies in rural, remote, and out-of-
the-way places.

3. Methodology

This research reviews the  literature at the intersection of entrepreneurship and the 
economy to determine the role of entrepreneurial activity and its effect on the econo-
my. Data collection and pooling was the next step in the methodology. The basic data 
sets of the paper are GEM1 and GDP2 from ten SIDS in the period from 1981 to 2016. 
The entrepreneurship activity was selected for specific Small Island Developing States 
(SIDS) as defined by the United Nations Department of Economic and Social Affairs, 
which include the Barbados, Belize, Dominican Republic, Jamaica, Puerto Rico, Suri-
name, and Trinidad and Tobago from the Caribbean region; Tonga and Vanuatu from 
the Pacific region; and Singapore from South East Asia. Out of forty-two possible SIDS, 
this selected sample of 10 representative countries has data that is available for at least 
five successive recent years. A comparison of the chosen small economies according to 
some characteristics is shown in Table 1.

In this study, Total early-stage Entrepreneurial activity (TEA) and Established Busi-
ness Ownership (EBO) data have been collected from the GEM and their respective 
GDP data obtained from the World Bank website. To study the impact of TEA and 
EBO on the economic growth, the authors used the pooled regression model (Balta-
gi & Griffin,1995). In this approach, the dependent variable was GDP, and the inde-
pendent variables were TEA and EBO. Dielman (1983) supports this technique for 
analysis. Pooled regression type of model was deemed fit as it has constant coefficients 
representing intercepts and gradients. Therefore, the authors used this model to pool all 
the data and run an ordinary least squares regression model, i.e., this research method 
allows for estimating and summarizing relationships amongst a number of countries.

To illustrate the performance of these selected small nations, the authors gauged the 
propensity of GDP per capita of these nations and the World’s GDP over the period 
1981 to 2016. GDP acts as a performance indicator and signifies the value of all domes-
tically finished goods and services. In addition, the ubiquity of GDP in contemporary 
studies shows its relevance for inter-country comparisons. It is worth noting that where 
domestic currencies exist, the equivalent U.S. Dollar amounts are calculated using of-
ficial annual exchange rates (World Bank, 2016). Further, formulation of a trend-line 
shows comparison of the small nations and the World’s average GDP. It should be noted 
that a trend-line is a line showing the general direction through a series of data points.
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Finally, to gain more insights of other contextual factors within the entrepreneurial 
environment, the authors reviewed the key areas that contribute to the main differences 
in the entrepreneurial environments within SIDS. The focus of this section is the po-
litical/legal, socio-cultural and the technological environments with much emphasis 
being on the culture, education system, and entrepreneurial support elements as the 
main contextual factors identified. Hollensen (2020) highlights the importance of un-
derstanding the environmental characteristics of a home nation as key to setting the 
frame conditions for entrepreneurial activity.

4. Findings and Analysis

4.1 Analysis of Economic Factors Within the Entrepreneurial Environment

From the graphs of GDP per capita as shown in Figure 1, the SIDS like Trinidad and 
Tobago, Barbados, Puerto Rico and Singapore are well above the World’s average GDP 
per capita. While Singapore is a developed economy, Trinidad and Tobago, Barbados, 
and Puerto Rico are in a transformation stage and hence are viewed as emerging econ-
omies. These latter economies are noticeably moving away from a small open market 
system to a much more open market system as seen through their many initiatives on 
economic reforms, which have also influenced other non-economic reforms like edu-
cation and institutional capability as discussed later. In addition to GDP per capita, the 
next segment highlights the Nation’s trend-line as shown in Figure 2 and the equations 
for the OLS as shown in Table 2.

Trinidad and Tobago, despite its size, is a recognized producer of petroleum, and this 
represents about 40% of GDP and 80% of the country’s exports that benefit from low 
input energy cost in the production of manufactured goods mainly in food and beverage. 
Equation 2 (Table 2) represents the trend-line observed during the period. This heavy 
reliance on the oil sector has proven positive for the local SME sector, as energy pric-
es have remained low. However, should this status change, the country would need to 
substantially increase economic activity in sectors other than oil and gas. For instance, 
SMEs in tourism, agriculture, information technology, construction, and the creative in-
dustries are essential in going forward as they are leading options to drive the economy.

Barbados is a SID that is on a path of development against many odds. It has a small 
land size of 430 km2 and 287,000 people living within an upper-middle-income economy. 
The nation has three main economic drivers that include tourism, the international busi-
ness sector, and foreign direct-investment. The the trend-line observed during the period 
is represented in Equation 3 (see Table 2). This heavy reliance on these sectors is a dou-
ble-edged sword. In the good times, things are seamless, and SMEs thrive well, however, 
in times of contraction, these sectors consolidate and do not lead to favourable economic 
growth. Thus, to be sustainable, there need to be alternative options to reduce the impact 
of external shocks that make it difficult for future investments in the local SME sector.
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Under World Bank classifications, Puerto Rico falls under a high-income econo-
my. The main contributors to Puerto Rico’s high level of GDP per capita are due to its 
excellence in the manufacturing industry. The country’s main strategic clusters are in 
pharmaceuticals, electronics, textiles, and petrochemicals. The equation for the trend-
line observed during the period is shown in Equation 4 (Table 2).

Singapore is a highly developed free-market economy that has a high level of GDP 
per capita. Singapore is pro-business with low taxes. Its main exports are electronics, 
chemicals and services (Osman‐Gani, 1999). The equation for the trend-line observed 
during the period is represented in Equation 5 (Table 2).

19
81

19
83

19
85

19
87

19
89

19
91

19
93

19
95

19
97

19
99

20
01

20
03

20
05

20
07

20
09

20
11

20
13

20
15

0

10000

20000

30000

40000

50000

60000
GDP per capita (Current US$)

WLD BRB BLZ DOM JAM PRI
SUR TTO TON VUT SGP  

 
FIGURE 1. GDP Per Capita in SIDS (1981–2016)

Of course, these respectively high GDP numbers in the SIDS mentioned are not 
necessarily a reflection of development or a lack of poverty in any of the economies. 
Though GDP growth can make conditions right for virtuous cycles of prosperity and 
opportunity, under different conditions, similar rates of growth can have very different 
effects on development as shown in some SIDS. The rest of the SIDS including Belize, 
Dominican Republic, Jamaica, Suriname, Tonga, Vanuatu are below the World’s GDP.

The Belize economy has shown declines based on poor fiscal health, government 
inadequacies and judicial inefficiencies, due to which it has limited entrepreneurial ac-
tivity. Equation 6 (Table 2) shows the trend-line observed during the period for Belize. 
The Dominican Republic (Equation 7, Table 2) has limited transparency, and its insti-
tutional effectiveness has challenged the capacity of new ventures to thrive (Sánchez 
& Senderowitsch, 2012). In addition, the inadequacies in the judicial system and laws 
have led to the prevalence of corruption and complications for entrepreneurs when 
doing business (Harper et al., 2003). In Jamaica, economic growth is constrained by 
weak rule of law, bureaucracy, high crime, fraud, and a high debt-to-GDP ratio ( John-
son, 2014). The trend-line observed in this country during the period is represented in 
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Equation 8. Suriname, however, faces an anaemic economic recovery, the government 
spending cutbacks and deficiencies in governance post the period when commodity 
prices fell in 2014 (Ooft, 2019). The government is severely constrained by a trouble-
some and disorganized regulatory framework leading to corruption. In addition, pri-
vatization has been slow and uneven (Wanjiru & Prime, 2018). Its trend-line observed 
during the period is represented in Equation 9. Tonga (Equation 10, Table 2) lacks 
fully open markets, which in turn impedes investment growth. Duncan (2016) linked 
the slide in growth to weak policies, limited export base, and remittance dependency. 
In Vanuatu, inadequate infrastructure, tariff barriers, rigid labour regulations and cor-
ruption hinder entrepreneurial activities (Henckel, 2019). The economic growth rates 
have been lacklustre in recent years for this economy. The trend-line observed during 
the period for Vanuatu is expressed in Equation 11 (Table 2).
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In general, these economies have less favourable macroeconomic factors, such as 
higher inflation, poor export orientation and higher business taxes. To gauge the pro-
pensity of GDP per capita of these nations, they are compared with the World’s GDP. 
According to the World Bank, the 2017 nominal World’s GDP was around US$80.935 
trillion, with 3.5% being the average growth rate. Equation 12 shows its trend-line ob-
served during the period. Thus, the trend-lines for the GDP of the SIDS show upward 
movement with positive slope for all in comparison with the World’s GDP. However, 
the more affluent economies have much more positive trend-lines.

In this section we consider the model equation (1) y = a + bx, where a = intercept (at 
period 0); b = slope of the line; x = time period; y = forecast for demand for period x. 
The y-intercept of the trend-line is the point at which the trend-line has an x value of zero.

Having seen the growth of these countries with the GDP measure, the impact of 
TEA and EBO on the respective country’s growth provides the foundation for further 
testing. The Pooled Ordinary Least Squares (OLS) technique will be used to check 
the influence of the exogenous variable TEA on the economic growth measured using 
GDP. The equation for the OLS is Equation 13 (Table 2). 

TABLE 2. Equations Representing GDP Per Capita (US$) Trend-lines and Impact 
of TEA on GDP

2) GDPTTO = 473.02x + 690.92

GDPTTO = GDP of Trinidad 
and Tobago, 690.92 = intercept; 
473.02 = slope of the line

3) GDPBRB = 425.01x + 2842.5

GDPBRB = GDP of Barbados, 
2842.5 = intercept;  
425.01 = slope of the line

4) GDPPRI = 808.22x + 1238.8

GDPPRI = GDP of Puerto Rico, 
1238.8 = intercept;  
808.22 = slope of the line

5) GDPSGP= 1526.4x – 1930.1

GDPSGP = GDP of Singapore, 
-1930.1= intercept;  
1526.4 = slope of the line

6) GDPBLZ = 114.85x + 1011.9

GDPBLZ = GDP of Belize, 
1011.9= intercept;  
114.85 = slope of the line

7) GDPDOM= 171.11x - 135.57

GDPDOM = GDP of Dominican 
Republic, -135.57 = intercept; 
171.11 = slope of the line

8) GDPJAM= 131.02x + 672.76

GDPJAM = GDP of Jamaica, 
672.76 = intercept;  
131.02 = slope of the line 

9) GDPSUR= 208.72x - 78.948

GDPSUR = GDP of Suriname, 
-78.948= intercept;  
208.72 = slope of the line

10) GDPTON= 108.14x + 180.17

GDPTON = GDP of Tonga, 
180.17 = intercept;  
108.14 = slope of the line

11) GDPVUT = 70.839x + 424.37

GDPVUT = GDP of Vanuatu, 
424.37 = intercept;  
70.839 = slope of the line

12) GDPWLD = 252.7x + 1449

GDPWLD = GDP of World, 
1449 = intercept; 
 252.7 = slope of the line

13) GDP per capita = 28981.22 - 
82.16 * TEA – 1315.40 * EBO

In general, the model provides acceptable levels of interesting and instructive les-
sons. From F statistic (3.4012) one sees that Beta is not equal to zero, meaning the ex-
ogenous variable in the model is of use. The R2 value stands at 0.18, indicating that 18% 
of variation in GDP is described in relation to the exogenous variables in the model. 
The OLS result shows that the exogenous variables have a significant influence on GDP 
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(at 5%). The estimation procedure adopts the selection of cross-section seemingly un-
related regression. In addition, to test the robustness of the standard errors, the authors 
look at residual diagnostics. 

A pooled regression is run between the TEA and GDP per capita of selected SIDS 
for the selected period of five years (latest available).

GDPi,t  =  β0 + β1 TEAi,t  + β2 EBOi,t  + et                                       equation   (13)

where GDP =Gross Domestic Product, TEA = Total early-stage entrepreneurial activ-
ity, t = time, e  is error term. 

Or for all n groups (SIDS economies), the Pooled OLS model will be 
 
 Y1            X1 e1 

 Y2 X2   e2 

   .   =     .         β     +   . 

   . .   . 

   . .   . 

 Yn Xn                             en 

 

 
where Y1 to Yn represent a group of endogenous or Dependent variables (GDP of se-
lected 10 SIDS economies); X1 to Xn represent the exogenous variables (TEA of the 
respective SIDS economies); and e1 to en represent the exogenous variables (EBO of 
the respective SIDS economies).

TABLE 3. Summary Results of Regression Analysis and ANOVA

Regression Statistics
Multiple R 0.424201

R Square 0.179947

Adjusted R Square 0.12704

Standard Error 15164.69

Observations 49

GDP per capita = 28981.22 - 82.16 * TEA – 1315.40 * EBO  -----→ Equation 13
ANOVA

df SS MS F Significance F

Regression 2 1564337740 7.82E+08 3.4012 0.0461

Residual 46 7129000788 2.3E+08

Total 48 8693338527
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Coeffi-
cients

Standard 
Error t Stat P-value Lower  

95%
Upper 
 95%

Lower  
95.0%

Upper  
95.0%

Intercept 28981.22 4959.08 5.84 1.91E-06 18867.08 39095.35 18867.08 39095.34

TEA -82.16 473.80 -0.17 0.863462 -1048.50 884.18 -1048.50 884.18

EBO -1315.40 898.39 -1.46 0.153215 -3147.68 516.88 -3147.68 516.88

The variables in Table 3 show a significant relationship among themselves, i.e., GDP 
with TEA and EBO among the selected SIDS. That is, the total of early-stage entre-
preneurial activity and established business entrepreneurship has a negative impact on 
the GDP per capita for the latest five-year periods available in the GEM database. The 
key reason why it shows a negative impact is that the gestation period for investments 
is longer than the selected period of study. Thus, the results show that the SIDS invest-
ments in entrepreneurial activities are less impactful on economic growth in the short 
term. These entrepreneurial investments, however, in the long term may prove to be 
vital to the development of these small economies as entrepreneurs stick to their long-
term investment plans that bolster the economy and “weather the storm” of day-to-day 
economy fluctuations.

In essence, some of the main themes identified concerning the variances in eco-
nomic environments of the countries being analysed include differences in economic 
regulations and policy in each country, varying financial infrastructures, unpredictable 
bureaucracy and cost of adaptation of policies. These issues highlight that there is a 
gap from an economic standpoint between the more developed nations and the more 
penurious countries. The more economically disadvantaged a country remains, the big-
ger the struggle for an SME to thrive and prevail. Thus, the greater the constriction 
of the economy, the fewer chances entrepreneurs have to gain a fair and equal access 
to resources needed to pursue economic activity. Analysis also points to the fact that 
SMEs have the potential to become the engines that sustain growth for long-term de-
velopment in economies like SIDS. The research shows that when economic growth 
becomes stronger, SMEs progressively take up the key role in enhancing industrial de-
velopment and restructuring. A strong GDP and SME sector will satisfy the increasing 
local demand for products and services and create an opportunity for exporting. Dana 
et al. (2016) highlighted that planning activities within the firm to support its export-
ing activities is key to success in international entrepreneurship. This study strongly 
recommends higher adherence to strengthening GDP through SME activity and per-
formance as a good practice. Policy makers, technical and financial support partners, 
entrepreneurs, and managers of SMEs may use these findings to enhance the impact 
and sustainability of the SME sector in SIDS.

4.2 Analysis of Non-economic Factors Within the Entrepreneurial Environment 

The research has identified some non-economic contextual factors that give insights to 
some differences between entrepreneurial environments in SIDS that may contribute 
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to new venture creation. This section sets out to highlight some of the main differenc-
es in entrepreneurial environments within SIDS based on the contextual factors iden-
tified: political/legal environment, socio-cultural environment and the technological 
environment.

4.2.1 Political/Legal Environment

This section considers the extent to which government and government policy influ-
ences entrepreneurial activity. The authors reviewed political policy and stability, sup-
porting policies, and regulations as the major issues affecting the entrepreneurial envi-
ronment. For this research, political stability delineates the existence of a predictable 
political environment, capable of attracting local and international investment to spur 
entrepreneurial activity. This stems from previous works relating political stability to 
the ability to facilitate market activities, productivity and labour relations (Landa & 
Kapstein, 2001), and investment levels (Feng 2001). Baldacchino and Milne (2000) 
highlighted that small island states need to preserve their endogenous local capacities of 
law, policy and culture as a means of mitigating against external shocks of the entrepre-
neurial environment. Research by Armstrong and Read (2000) has identified that de-
pendent colonies flourished more than independent colonies when it came to quelling 
the effects of outside shocks. Further, Armstrong and Read (2000) suggest that smaller 
economies are quicker to adapt to change, as they are more flexible and less complex. 
Other researchers have also found that political stability affects the long term economic 
performance of a nation, thus indicating that more stable economies tend to exhibit 
more political stability and vice versa (Srebrnik, 2000).

Entrepreneurs need technical support and other advisory services in order to turn 
their new ventures or existing businesses into successful businesses. From an entrepre-
neurial support element perspective, the context of policies, programs and initiatives 
are required to facilitate a range of support services to varying types of entrepreneurs at 
differing stages. In the Caribbean, Chambers of Commerce and Small Business Devel-
opment Centres help support entrepreneurs at many stages of development. The pur-
pose of these agencies is to promote entrepreneurship and build capacity through offer-
ing technical assistance as stated by Brown (1997). There is also a push towards Youth 
Entrepreneurship development, which spurs entrepreneurship among young school 
leavers in the Caribbean. Devonish et al. (2010) point out that most countries have a 
Youth Business Trust, and the Region has a Caribbean Group of Youth Business Trusts. 
At the University of the West Indies, mthere are co-curricular courses; for instance, 
Student Entrepreneurial Empowerment Development (SEED) allows students to learn 
from the experiences of entrepreneurs and technical assistance agencies. The aim of 
this and other similar initiatives is to produce a business plan (Pounder, 2014). In the 
Pacific Rim, especially in Tonga and Vanuatu, much of the support focuses on disadvan-
taged groups like women, agriculturalist, indigenous persons and youth. Wonglimpi-
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yarat (2016), in her research in South East Asia, displayed the benefits Singapore has 
that focus on powerful network linkages with Silicon Valley and effective innovation 
policies in spurring entrepreneurial success. Such network interaction with other entre-
preneurs plays a notable role in joint opportunity projects at all stages of development. 
In addition, access to resources, information, raw materials and facilities is also part of 
these dynamic interactions pursued by Singapore. Wegner et al. (2016) emphasise the 
significance of network governance mechanisms in strengthening cooperative relation-
ships and minimizing competitive difficulties.

4.2.2 Socio-Cultural Environment

This section sets out to consider the cultural forces and social values that affect the en-
trepreneurial environment. The authors review possible emerging trends in supporting 
entrepreneurial culture, education system, and general shared values.

Culture is a set of enduring values within nations or organizations. Mitchell et al. 
(2002) suggest that culture is unique to countries as differing values and beliefs affect 
individuals’ entrepreneurial intentions in different ways. In general, SIDS recognize the 
importance of culture and its influence on advancing entrepreneurship. From a cultural 
context, Bosma et al. (2008) and Devonish et al. (2010) revealed that the middle and 
low-income economies in the Caribbean display early-stage entrepreneurial activity at 
high rates. Further, these studies showed that the owners of early-stage entrepreneurial 
activity had lower expectations for individual business growth going forward. In the 
Caribbean, the folklore suggests that entrepreneurial opportunities are lacking, and this 
has stemmed from the culture highlighting extreme amounts of red tape surrounding 
starting a business, difficulty of accessing capital and limited tax benefits. The Caribbe-
an region countries like Barbados, Belize, Dominican Republic, Jamaica, Suriname, and 
Trinidad and Tobago exhibit varying forms of these cultural aspects curtailing oppor-
tunities for new venture creation. However, as a US territory in the Caribbean, Puerto 
Rico is the least affected of the SIDS by such a culture, as it is common to accept failure 
as a part of the new venture creation process. Cave et al. (2007) state that historically 
the majority of indigenous cultures and values in the Pacific region have suffered forms 
of marginalization at the hands of colonialism and other forces of standardization of the 
modern world. This compels entrepreneurs from aboriginal or minority groups to op-
erate in the informal sectors and earn lower wages. Therefore, just like the other cultures 
within the Pacific, Tonga and Vanuatu continue to change and evolve with time and 
generation thus influencing the entrepreneurial intentions. In contrast, in South East 
Asia, where Singapore is located, values of the South East Asians are more inclined to 
spur entrepreneurial drive and dynamism than those of the other societies and cultures. 
Many scholars like Chen (2001) and Redding (2005) have investigated the distinc-
tive traits in South East Asian cultures that are essential ingredients and the ‘spirit’ that 
drives new venture creation. These studies on South EastmAsian cultures highlight the 
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role of family, guanxi (connections) and ethnicity. Bhasin (2007) highlighted new steps 
explored by the Singapore administration to spur entrepreneurship through creating a 
culture that encourages exploring unforeseen opportunities.

The education system is the process of facilitating learning or the acquisition of 
knowledge, skill sets and abilities that a person must possess in order to perform specif-
ic functions. From an education system perspective, the Caribbean governments have 
leveraged educational and training programs to enhance entrepreneurship. Jones and 
English (2004, p. 416) conceptualize entrepreneurship education as “the process of 
providing individuals with the ability to recognise commercial opportunities and the 
insight, self‐esteem, knowledge and skills to act on them”. Invariably, in the Caribbean, 
the entrepreneurship education offered incorporates a heterogeneous assortment of in-
terventions, comprising formal academic education and informal stand-alone training 
programs. These interventions aim at stimulating entrepreneurship intentions as well 
as supporting entrepreneurs already engaged in entrepreneurial activities. Based on ac-
ademia, Pounder (2016, p. 96) highlights a “repertoire of proven soft-skill approaches 
that have been successfully implemented strategically by entrepreneurship teachers in 
the Caribbean”. The informal training usually comes in a form of workshops hosted 
by various government ministries, non-governmental organizations and international 
organizations. The goal of such training focuses on satisfying a small cohort in need 
of a special skill set. However, such workshops have been ineffective as persons query 
governments’ ability to offer training in areas that they have failed to master. In the 
Pacific Region, Cheung and Au (2010) discussed the status of entrepreneurship ed-
ucation programs at secondary schools and highlighted gaps in the system as well as 
provided suggestions for improvement. Tonga and Vanuatu place emphasis in the tech-
nical and vocational areas of training with apprenticeship programs. In South East Asia, 
Singapore has adopted a unique entrepreneurial model within its university system. 
The role of the National University of Singapore has aimed at stimulating growth to the 
economy through research, technology, and high-tech spin-offs (Wong et al., 2011). 
Singapore shows a more superior education system to other SIDS in this research. Fosu 
et al. (2020, p. 10) advocate that “education has been a major priority of the Singapo-
rean government for long-term economic gains”. The more advanced of these nations 
like Singapore and Puerto benefit from knowledge networks and scientific mobility, as 
recognized by Trippl (2013) and Vale et al. (2013), as key anchors in regional business 
development.

4.2.3 Technological Environment

This section considers the technological development and adaptation that could in-
fluence entrepreneurial activity. The authors review emerging technologies, automa-
tion, research and development. Rodríguez-Pose et al. (2008) and Rigby (2015) point 
out  technological relatedness in  regional spaces and the positive effect on R&D and 
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spin-offs.  Mazzucato  (2013) maintains that not enough information exists  about 
the government policy reform and technology research investment, and this has un-
dermined the link between entrepreneurship and technological development. Lafuente 
et al. (2019) highlight that by following the Kirznerian model, entrepreneurial activi-
ty benefits economies in the move to achieve equilibrium through the adaptation of 
the best technology frontier available. Further, Lafuente et al. (2019) suggest that ap-
propriate adaptation of technology will enhance entrepreneurial activity. Schofer et al. 
(2000) highlight GDP and trade openness as fundamental to spurring a technological 
sound environment for economic growth. Waguespack et al. (2005) suggest there is a 
fundamental relationship between political institutions and technology development.  

5. Concluding Discussion

In this research, we advanced the understanding of entrepreneurial activity in SIDS 
based on the local and regional context. The preliminary results provide evidence to the 
advancement of the field of entrepreneurship in small island economies in their quest 
to rationalize themselves as emerging economies. The research highlights that the suc-
cess of new venture creation correlates with gross domestic product (GDP). In general, 
GDP is a monetary measure that represents economic production and growth, and this 
research has shown that there is an inter-linkage to total entrepreneurial activity. That 
is, early stage entrepreneurship and established business entrepreneurship affect GDP. 
When a country’s real GDP is stable or increasing, entrepreneurial ventures thrive bet-
ter and enhance the spending cycle through increased hiring of employees and higher 
wages. Under such conditions, spending power goes up as well. The research highlights 
that entrepreneurship is essential for economic growth. It further shows that the con-
tribution of entrepreneurship to economic growth varies among the SIDS with differ-
ing levels of economic development. This situation is noticeable when comparison of 
trend-lines among nations and the World’s GDP average is made (see Figure 2). In this 
regard, results of the paper confirm that the total early-stage entrepreneurial activity has 
an impact on the GDP per capita as shown by earlier research by Acs et al. (2005) and 
later by Acs et al. (2012). The GDP trend-lines are positive with many of the SIDS like 
Trinidad and Tobago, Barbados, Puerto Rico and Singapore being above average when 
compared to the world GDP and TEA averages. This result is however contrary to earli-
er research by Van Stel et al. (2005), which highlighted that TEA negatively affects the 
economic growth in countries where GDP levels are lower (as observed by SIDS). The 
results show the slope of the World GDP average to be 252.7 and the slopes of the SIDS 
explored to range from as large as 70.839 (Vanuatu) to 1526.4 (Singapore). This wide 
range highlights the importance of local context and externalities in addressing the re-
lationships between entrepreneurship and the economy as supported by Glaeser et al. 
(2014). The differing policies towards entrepreneurship within SIDS is a distinguish-
ing factor in influencing entrepreneurial behaviour as supported by Wennekers et al. 
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(2005). The results show that Singapore is the strongest with TEA positively affecting 
economic growth. Van Stel et al. (2005) support this finding and find that TEA index 
positively affects the growth and development of countries with high-income levels. 
In addition, Singapore’s recognition as a highly developed free-market economy with 
a dynamic income distribution gives rise to the strong economic system that reassures 
entrepreneurship, as supported by Lim (1983) and Martin et al. (2010). The research 
shows that Singapore is a best practice and potential model to follow as lessons learned 
within the country offer a path to expanding the entrepreneurial activity. It is a good 
example for less-developed SIDS, based on policies that led them on the path of devel-
opment against all odds (Fosu et al., 2020). Noticeably, industries requiring tech inno-
vations have excelled in Singapore’s macroeconomic environment. Hessels et al. (2013) 
promote keeping up with tech trends to transform industries. In comparison with the 
South East Asian state of Singapore, the entrepreneurs of the Caribbean and Pacific 
Regions researched in this paper lag behind in dynamism. The appropriateness of im-
plementing such strategic agendas as formulated by Singapore would need tailoring for 
less-developed economies. The main contextual factors within the Entrepreneurial En-
vironment that highlighted this shortcoming include culture, the education spending, 
and entrepreneurial support elements. Culture is a key component in business and has 
an impact on the way the SIDS do business. The country with the strongest entrepre-
neurial culture was Singapore (a developed economy) and the second strongest was 
Puerto Rico (an emerging economy). The main reasons supporting this strong culture 
were that in these SIDS, persons were pro-risk and ambitious to grow their ventures 
(Osman‐Gani, 1999). The smaller economies in the Caribbean and Pacific Region had 
a higher fear of failure. In addition, the culture of these economies does not adhere to 
openness to pursuing entrepreneurial endeavours as proposed by Burnett et al. (2017) 
and Wennecke et al. (2019). Recognizing that openness is a characteristic that favours 
emerging economies, it is one of the factors that limits these smaller Caribbean and 
Pacific Region economies from reaching this stage.

Further contextual differences show that though many of the SIDS in the Caribbean 
act in similar ways, the SIDS (Barbados, Puerto Rico, and Trinidad and Tobago) with 
bigger GDP have more entrepreneurial support initiatives in place (Devonish et al., 
2010). Additionally, the SIDS (Belize, Dominican Republic, Jamaica and Suriname) 
with smaller GDP (see Table 1) have lower education spending per capita than the 
SIDS with bigger GDP. These nation state characteristics have placed the SIDS with 
bigger GDP in a stronger mode for transitioning as emerging economies. The SIDS 
in the Pacific Region (Tonga and Vanuatu) have the least developed economies. The 
research highlights that Tonga and Vanuatu have minimum education spending per 
capita to develop their educational system and an inadequate entrepreneurial support 
system to spur new venture creation. Such SIDS with low spending on education and 
technical support lack dynamism in their educational system and entrepreneurial sup-
port system. Thus, they require a new or amended set of policies designed to promote 
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entrepreneurial activity (Danson et al., 2014). Singapore is a country that adopts good 
practice, so other less-developed SIDS can consider adapting comparable initiatives as 
a pathway towards increasing entrepreneurial activity. However, more investigation of 
the varying types of combinations of both economic factors and contextual differences 
is required to assess possible new venture creation in a regional setting.

A limitation of this research is that a small number of current and consecutive obser-
vations readily available in the data set inhibited the analysis undertaken as the authors 
used the latest five-year periods available in the GEM database. Generally, SIDS have 
insufficient resources to ensure data quality and standard that is desirable, however, 
GEM offers support in this regard. From the standpoint of GDP, a shortcoming is that 
entrepreneurial activity in SIDS includes the underground economy, black market and 
the informal sector that are not fully captured in such an economic indicator. Future 
research should ideally use data for more SIDS and longer time series.
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