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Entrepreneurs exert much effort in pursuit of new ideas that can lead to innovations. Relevant
knowledge and resources can often be found outside an entrepreneur’s immediate
competencies and expertise. For this reason, entrepreneurs use social relations to get access
to these resources. This paper analyzes the role of such social relations when it comes to
entrepreneurial performance; it also explores how entrepreneurial choices regarding social
networks depend on the quality of the institutions for whom they work. Low-quality
institutions create environmental uncertainties that have significant effects on an
entrepreneur’s strategic choices and the usage and usefulness of their social networks. This
paper uses cross-sectional survey data from entrepreneurial firms in the Middle East and
North Africa to show that institutional context directly influences various characteristics of
entrepreneurial network choices and that it also affects the relevance of strong and weak ties
with significant impact on entrepreneurial performance.

Keywords: social networks; institutions; entrepreneurial performance; emerging countries;
Middle East and North Africa

Introduction

Research has long recognized the importance of social relations (Granovetter, 1973) and social
networks for entrepreneurs (Bell & Zaheer, 2007; Greve & Salaff, 2003; Hill, McGowan, &
Drummond, 1999; Kogut & Zander, 1992). When entrepreneurs interact with others, they
benefit from access to knowledge, physical assets, and skills (Kogut & Zander, 1992). These
social contacts may help entrepreneurs identify and validate business opportunities (Hill et al.,
1999), provide information about the wider firm environment, and support entrepreneurs in
their management of customers and suppliers (Hills, Lumpkin, & Singh, 1997). Contextual differ-
ences do influence networking behaviors and structures significantly (Zahra & Covin, 1995), and
a country’s institutions form an important factor that influences entrepreneurial resource allo-
cations (Baumol, 1996) and shapes individual behavior (Greif, 2006). This can be seen in the
effects of political, legal, and economic institutions on the performance outcomes of entrepreneur-
ial economies (Djankov, La Porta, Lopez-de-Silanes, & Shleifer, 2002; Wennekers, van Stel,
Thurik, & Reynolds, 2005), entrepreneurial growth (Henisz & Delios, 2001), or new venture
evolution (Busenitz, Gomez, & Spencer, 2000). Moreover, on an individual level, previous
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research shows that the use of social relations can help adapt to the challenges and opportunities
of a particular institutional environment (Aidis, Estrin, & Mickiewicz, 2008; Batjargal, 2003;
Peng & Zhou, 2005; Stenholm, Acs, & Wuebker, 2013). Research argues that social networks
evolve right along with an institution as it transitions from a low-quality level to a high-quality
level (Estrin, Korosteleva, & Mickiewicz, 2013; Peng & Zhou, 2005; Stenholm et al., 2013;
Urbano & Alvarez, 2014). This evolution is particularly significant in developing and emerging
economic contexts (Peng & Zhou, 2005). High-quality institutions tend to incentivize economic
actors to pursue entrepreneurial activities of high social returns in order to reduce uncertainty in
economic interactions and increase the predictability of human interactions (Alonso & Garcimar-
tín, 2013; Baumol, Litan, & Schramm, 2009). Institutions of low quality, on the other hand, tend
to incentivize economic actors to pursue socially unproductive behaviors, which creates an
environment characterized by uncertainties and risk. This, in turn, hampers efficient entrepreneur-
ial planning and actions since such a practice affects performance negatively (Alonso & Garci-
martín, 2013).

Although research acknowledges the pivotal role of social embeddedness for entrepreneur-
ial action (Granovetter, 1973) and the influence of institutions on said action (Aldrich & Ruef,
2006; Aidis et al., 2008; Bartjagal et al., 2012), there is still a relative paucity of studies that
deal with the relationship between institutional context and entrepreneurs’ networking behavior
(Bartjagal et al., 2012). The present paper attempts to outline the ways in which the insti-
tutional context affects entrepreneurs by emphasizing its impact on entrepreneurial perform-
ance. The study will also analyze the extent to which institutional context influences the
effectiveness of certain social relations, notably strong and weak social ties, as well as entre-
preneurial outcomes (Granovetter, 1973). Our theoretical model addresses the effect of country
institutions on entrepreneurial performance and on the composition of social relations. It also
examines the mediating effect of different network ties (strong versus weak) on entrepreneurial
performance (see Figure 2).

The hypothesis developed is based on literature that addresses institutions from a political and
economic perspective (Acemoglu & Johnson, 2003; Denzau & North, 1994; North, 1990) and
that analyzes how institutions shape entrepreneurial behavior and strategies (Bruton, Ahlstrom,
& Li, 2010; Hwang & Powell, 2005). Moreover, the arguments presented are based on previous
research about social networks (De Carolis, Litzky, & Eddleston, 2009; Granovetter, 1973; Greve
& Salaff, 2003; Hoang & Antoncic, 2003; Klyver, Hindle, & Meyer, 2008; Stam, Arzlanian, &
Elfring, 2014). In order to analyze and test the research question, the study draws on cross-sec-
tional survey data collected from 2009 to 2012 gleaned from entrepreneurs in 13 countries in the
Middle East and North Africa (MENA).

The present research confirms that low institutional quality is positively correlated with the
increased use of strong ties, which are less conducive to innovation and entrepreneurial endeavors
(Gronum, Verreynne, & Kastelle, 2012; Kingsley & Malecki, 2004). However, the results also
show that high-quality institutions incite an increased use of weak social ties only within their
overseas job sites and not in an entrepreneur’s home country. The authors attribute this to a
low generalized trust (Rothstein, 2012) within the region that apparently does not apply to indi-
viduals working abroad. Moreover, the MENA region presents some cultural and institutional
idiosyncrasies, with the consequence that social networking does not necessarily follow the
rationale of improving operational conditions for the venture, etc., but where networks are
more associated with social obligations and webs of interests (Aidis et al., 2008). Given these
results, one cannot assume a quasi linear co-evolution of institutional quality and networking be-
havior of entrepreneurs, where high-quality institutions also lead to the thriving of weak tie
relations (Peng, 2003; Peng & Zhou, 2005) which are more supportive of innovation and entre-
preneurial venture success than strong ties.

152 B. Bastian and M.R. Zali



The remainder of this paper is structured as follows: its first section explores the literature and
explains the relevance of the institutional perspectives as well as the impact of institutions on
entrepreneurial networks and performance. The section then develops the hypotheses tested in
the analysis. In the second section, the paper outlines the database, describes the theoretical
model, data collection, and applied methods. The third section reports and discusses the results
and the final section contains the conclusion, limitations, and suggestions for future research.

Theoretical background

Research has long recognized that institutions are the framework within which economic activi-
ties take place (Denzau & North, 1994; North, 1990). When looking at institutions through a pol-
itical science and economics lens (Bruton et al., 2010), they are defined as the “rules of the game”
(North, 1990). Such rules include norms and regulations which give orientation and meaning to
social behavior (Scott, 2008) and define what is legal, tolerable, or acceptable within a certain
context (Aldrich & Fiol, 1994). In this way, institutions have an impact on firm strategy in
general and on entrepreneurial activities in particular (Bruton et al., 2010; Luo, Sun, & Wang,
2011). For entrepreneurs, the institutional context defines the limitations of opportunity within
a country (Hwang & Powell, 2005), the ease of doing business, and the possibilities for business
development (Baumol et al., 2009).

In many developing economies, entrepreneurs are confronted with a weak institutional
environment, characterized by ineffective formal institutions that hamper competitive firm man-
agement (Bloom & Van Reenen, 2010; Filatotchev, Jackson, & Nakajima, 2013) and tend to dis-
courage entrepreneurial endeavors. Examples of such weak institutions include ambiguous
property rights protection, bureaucratic red tape, corruption, poor law enforcement among
others. In this situation, entrepreneurs need to allocate significant amounts of resources, such
as time and money to compensate for the deficiencies (Bruton et al., 2010). Baumol (1996)
explains how the degree of entrepreneurial value creation for society depends on the allocation
of entrepreneurial resources between productive activities (e.g. innovation), and unproductive
activities (e.g. organized crime or rent seeking). The decision of how to deploy resources is influ-
enced by laws and regulations, which either enable or prohibit entrepreneurs from deriving profit
from certain activities. High-quality institutions enhance entrepreneurial activities that have high
social return, whereas institutions of lesser quality incite socially unproductive entrepreneurial
choices (Alonso & Garcimartín, 2013).

Kostova’s (1997) seminal paper explained how national institutions shape economic activities
of firms, and many researchers in the entrepreneurship field have since referred to it to understand
variations between countries regarding entrepreneurial activities. Yet, the main focus in terms of
institutional outcomes remain predominantly centered on economic effects, such as social welfare
and economic growth (Baumol et al., 2009), or effects on the number of newly founded firms
(Soto, 2000). The concrete correlation between formal institutions and firm level outcomes,
such as performance, has only recently received greater attention (LiPuma, Newbert, & Doh,
2013; Luo et al., 2011). Bhaumik and Dimova (2014) analyze data from nine developing
countries and measure the effect of institutions on “production efficiency”. Their results show
that institutional effects may differ tremendously between the macro and the micro levels.
Some institutions, such as less flexible labor markets impeded by rigid national regulations,
may engender higher initial costs for firms, but, on the other hand, they seem to incite greater pro-
duction efficiency (Bhaumik & Dimova, 2014). However, their research does not address the
quality of state institutions per se, but rather focuses exclusively on the impact of state interven-
tion. Other research concerned with the qualitative aspects of institutions finds that high-quality
institutions reduce transaction costs for firms (Peng, 2003), support social interaction, and make
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collaboration between economic actors easier (Alonso & Garcimartín, 2013). Moreover, high-
quality institutions are shown to increase the predictability of the firm environment as they
offer codified regulations and procedures (Boisot & Child, 1996) and well defined property
rights (Doh & Pearce, 2004; Gupta & Wang, 2004) that enable countries to develop functioning
capital markets that attract investors to public firms and encourage new entrepreneurial ventures
(Lagoarde-Segot & Lucey, 2008). Furthermore, high-quality institutions function as absorbers of
environmental uncertainty (O’Toole & Meier, 2003) through the implementation of standard
operating procedures and reliance on certain rules and predictable operational environments
(O’Toole & Meier, 2003). In this way, they assure the continuous governing of services since
such institutions uphold governmental functions even during times of drastic economic and pol-
itical change. Thus, well-developed, formal institutions provide a stable basis for entrepreneurial
ventures. Their absence, inefficiency, or underdevelopment will negatively affect entrepreneurial
performance (Campos & Kinoshita, 2003). From this follows:

Hypothesis 1: High-quality institutions have a positive effect on entrepreneurial performance.

Social relations and networks play an important role in helping entrepreneurs to overcome
resource limitations and facilitate firm growth and survival (Birley, Cromie, &Myers, 1991; Joha-
nisson, 2000; Shane, 1993). One central idea in entrepreneurial network research is the concept of
embeddedness (Granovetter, 1985), which refers to entrepreneurial actions that are enclosed in
social relations and which can either enhance or constrain individual behavior. Social relations
and network structures themselves are dynamic (Shane, 1993), and were shown to evolve in
density, size, and strength with entrepreneurial needs that change during different venture
stages (Greve & Salaff, 2003) or within different environmental contexts (Jack, Dodd, & Ander-
son, 2008). Social relations and networks comprise formal and informal links that entrepreneurs
maintain with family, friends, business, and other contacts (Birley, 1985).

Formal and informal relations overlap with the concept of weak and strong social ties (Gran-
ovetter, 1973). The authors address strong ties in the form of private contacts and work relations
and weak ties in the form of professional relations with different organizations, firms, and people,
as well as professional ties outside of the country (see Figure 1). Strong ties refer to people with
whom an entrepreneur shares common interests, backgrounds, and experiences. They lower the
risk of opportunism since they emerge naturally between people (Powell & Grodal, 2005) and are

Figure 1. Types of ties in an entrepreneur’s social network.
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based on trust and social control mechanisms (Granovetter, 1985). Strong ties also give access to
more detailed and tacit knowledge (Powell, 1990). On the other hand, weak ties are less personal
in nature and are characterized by little intimacy between connection partners (Granovetter,
1973); they refer to more distant relationships, such as acquaintances (in professional and
business settings) and friends of friends (Powell & Grodal, 2005). These contacts provide infor-
mation favorable for innovation and allow for the exploration of new business opportunities with
positive effects on performance and growth (Hite & Hesterly, 2001).

Strong and weak ties are both important for performance (Adler & Kwon, 2002; Kiss &
Danis, 2010), yet it is arguable that their relative value for entrepreneurs is also a function of
the institutional environment, which was shown to have moderating effects on social networks.
In this context, some research argues that entrepreneurial firms maintain different types of net-
works adapted to specific maturity and quality levels of local institutional development (Kiss
& Danis, 2010; Peng & Zhou, 2005). Research on early stage entrepreneurship in environments
with high-quality institutions, notably in Western Europe and the USA (Kwon & Arenius, 2010),
shows that founders rely predominantly on weak ties when starting their business. On the other
hand, in the developing world, informal and private networks are used by all kinds of players in
the entrepreneurial sphere to substitute for the lack of quality formal institutions, for example,
venture capitalists (Ahlstrom & Bruton, 2006), entrepreneurs (Puffer & McCarthy, 2011), and
angel investors (Scheela & Jittrapanun, 2012). An exception exists, though, in the Russian
context where entrepreneurs tend to invest into loose-knit networks consisting predominantly
of weak ties (Aidis et al., 2008; Puffer & McCarthy, 2001). However, the Russian context has
its own idiosyncrasies: it went through the brusque and complete dismantlement of old commu-
nist institutions and the absence of proper replacement by legitimate state institutions (Batjargal,
2003). On the other hand, Batjargal (2003) finds that in countries where institutional change has
been more gradual, such as in China, where a certain continuity of tradition exists, entrepreneurs
preserve their private networks and rely predominantly on trust based relationships in order to
deal with deficiencies in the institutional environment (Batjargal, 2003). These findings are in
line with research on emerging economies elsewhere, where entrepreneurs use strong ties to com-
pensate for “institutional voids” (Khanna & Palepu, 2000), especially the lack of market support-
ing institutions (Carney & Gedajlovic, 2002; Peng, 2003; Puffer, McCarthy, & Boisot, 2010).

A low-quality institutional context erodes trust because formal rules that would apply consist-
ently and equally to the entire society would not exist or would not be enforced. This would
increase uncertainty for some who cannot expect fair treatment and opportunism for others
who profit from inequalities (Efendic, Mickiewicz, & Rebmann, 2014; Ogilvie, 2004). Tightly
knit networks rely on social norms and are typically better able to monitor and enforce these
norms within the group as violators, for example someone breaking a contract will be sanctioned
by their social group (Aldrich & Kim, 2007; Batjargal, 2003). One must expect that this phenom-
enon would especially develop in environments where state institutions, such as “law enforce-
ment”, are weak and cannot assure sanctioning of misbehavior. Entrepreneurs then will rely on
strong social relationship networks to compensate for the lack of powerful institutions and to
reduce uncertainty; more often than not. They can also be expected to rely on ties that have
grown over time and interactions that are well-rehearsed, where relations are less prone to oppor-
tunism (Peng & Heath, 1996). In summary, it can be suggested that strong ties prevail in environ-
ments with weak institutions, whereas in settings with high-quality institutions, entrepreneurs will
predominantly rely on weak ties. It can be anticipated that this effect is the same for domestic
relations and for social ties abroad. From this follows:

Hypothesis 2a: An increase in low-quality institutions has a positive effect on the use of strong tie
based networks.
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Hypothesis 2b: An increase in high-quality institutions has a positive effect on the use of weak tie
based networks.
Hypothesis 2c: An increase in high-quality institutions has a positive effect on the use of international
weak tie based networks

Entrepreneurial performance depends on access to information and the development and deploy-
ment of knowledge (Eisenhardt & Martin, 2000). For example, interaction with social relations
proves to be significantly more beneficial for entrepreneurial opportunity recognition than intel-
lectual capital (Rodríguez, Garrido, Gómez, & Navarro, 2010). It is hypothesized in the previous
paragraphs about the relationship between institutional quality and tie strength – in particular the
properties of interpersonal relations. Research shows that various types of relations lead to diverse
individual or firm outcomes, as they support different forms of learning, knowledge transfer, and
collaboration between people (Phelps, Heidl, & Wadhwa, 2012). Strong ties are favorable for the
transfer of private knowledge (Uzzi & Lancaster, 2003), tacit knowledge (Centola &Macy, 2007),
and they are instrumental for motivation and social support (Hansen, Mors, & Lovas, 2005;
Powell & Grodal, 2005). Yet, strong ties, especially between family and friends, are often charac-
terized by social proximity and cohesion (Fleming, Mingo, & Chen, 2007).

Although communication within close relationships of that sort can be very effective and
efficient, knowledge communicated through these channels was shown to provide less novel
ideas and perspectives necessary for creativity and innovativeness (Ibarra, 1992), because
people in these relationships tend to be more homogeneous in terms of experiences and knowl-
edge than people who share weak links (Bell & Zaheer, 2007). In fact, entrepreneurs sharing
private relations were shown to recreate previous entrepreneurial behavior and strategies even
when individuals start a new business in a sector entirely different from that of the advice giver
(Birley, 1985). Kingsley and Malecki (2004) examined social networking of small manufac-
turers in Florida and found that these firms benefitted most from loose ties based on a mix
of diverse relationships with varying professional and social backgrounds which provided
them with local and non-local knowledge. Several researchers confirm that performance
benefits and increases most when people are connected in groups of non-redundant links
that do not have to be strong ties (Burt, 2000). Such relations profit innovation outcomes on
the one hand (Kingsley & Malecki, 2004; Shane, 2000) and increase sales and establish
firm growth on the other (Pirolo & Presutti, 2010). To conclude, entrepreneurs need knowledge
that empowers them to better exploit opportunities and to innovate, which is at the heart of
entrepreneurial performance. This knowledge tends to be available outside of strong tie
relationships. From this follows:

Hypothesis 3a: Entrepreneurial performance is negatively correlated with strong tie based networks
Hypothesis 3b: Entrepreneurial performance is positively correlated with weak tie based networks.
Hypothesis 3c: Entrepreneurial performance is positively correlated with international weak tie based
networks.

The context of the MENA region

The MENA is a large region with about 300 million inhabitants. Most often, when referring to the
MENA region, authors mean a territory that spans from Morocco in the West to Turkey and even
Iran in the East. It also comprises Algeria, Bahrain, Djibouti, Egypt, Iran, Iraq, Israel, Jordan,
Kuwait, Lebanon, Libya, Morocco, Oman, Qatar, Saudi Arabia, Syria, Tunisia, United Arab Emi-
rates (UAE), West Bank and Gaza as well as Yemen (Ahmed, 2008). Together with the Palestinian
territories, it has 22 countries, 10 of which have a border on the Southern and Eastern shores of the
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Mediterranean Sea. With the exception of Lebanon, which has a strong Christian population, and
Israel, which defines itself as a Jewish state, the countries in the regions adhere to Islam, which
exercises a great influence on people’s lives and behaviors.

The region has been going through profound socio-political and economic upheaval since the
beginning of the Tunisian Jasmine Revolution in 2011; this upheaval has swept over the entire
Arab world, challenging and even ousting some autocratic regimes. Nevertheless, most countries
in the region still share similar political systems that are shaped by theocracies, traditional mon-
archies, and tribalism (Mellahi, Morell, &Wood, 2003). Many governments regulate political and
social activities and actively interfere with business (Ahmed, 2008), which often leads to favorit-
ism of loyal clientele (Schlumberger, 2000). Countries in the MENA region are predominantly
collectivist (Hofstede, 2013), and meso-level institutions (such as tribes, family clans, or confes-
sional groups) play an important role in society. For example, in some countries with religious
diversity (such as Lebanon), people’s affiliation with certain confessions plays a central role in
the political and social sphere (Karam & Jamali, 2013). Similar to other regions in the world,
this is often the legacy of internal conflicts within countries that erode the authority of formal
state institutions and undermine the rule of law (Efendic et al., 2014). One consequence of this
phenomenon is that a person in the Arab world is not necessarily appreciated for his/her inherent
personal qualities or acquired capabilities but rather for the caliber or importance of his/her
relationships (Rosen, 2000). Trust and cooperative behavior, which are important for business
relationships, are also maintained through small and personalized groups that represent “webs
of indebtedness” (Rosen, 2000, p. 135) that are based on reciprocity, reputation, and repeated
interactions (Rosen, 2000). In comparison, formal state institutions are weak and often unable
to promote trustworthy behavior by punishing misconduct as is often the case in Western indus-
trialized countries (Bastian & Zali, 2014).

Economically, the MENA region is very diverse as it encompasses countries that are very rich
in natural resources such as Algeria, Libya, and the Gulf nations as well as countries with scarce
resources such as Yemen, Tunisia, and others. The economic fates of the MENA region countries
have been very much influenced by the price of oil (World Bank, 2014). About one-fifth of the
300 million inhabitants of the region live on less than 2 dollars a day (World Bank, 2014).
Most countries of the region are low to middle income countries, which typically have a relatively
low degree of institutional quality (Amorós, 2009).

Data and methods

In order to test the impact of institutional quality and networks on entrepreneurial performance, a
structural equation modeling (SEM) methodology was used which is based on multivariate analy-
sis. In contrast to regression analysis, SEM considers several equations simultaneously. SEM is
very flexible, because it deals not only with single simple or multiple linear regressions, but also
with a system of regression equations (Nachtigall, Kroehne, Funke, & Steyer, 2003). Variables
comprise of observed and latent ones. Unlike the observed variables, latent variables cannot be
directly observed and measured. Latent variables usually appear as linear combinations of
observed variables. SEM allows the testing of a hypothesis based on the causality approach. In
fact, the two main components of models are distinguished in SEM: the structural model (path
diagrams) showing potential causal dependencies between endogenous and exogenous variables,
and the measurement model (exploratory and confirmatory factor analysis) showing the relations
between latent variables and their indicators.

The data used in this study comes from two different sources: (1) the Global Entrepreneurship
Monitor (GEM), and (2) the International Country Risk Guide (ICRG). Since its inception, more
than 100 countries have been screened in GEM’s annual entrepreneurship research. The country
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level is considered to be the basic unit of analysis for the GEM initiative (Reynolds, Hay,
Bygrave, Camp, & Autio, 2000). The most important measurement tool of GEM is the Adult
Population Survey (APS), which annually surveys at least 2000 adults (18–64 years of age) in
each country through interviews (face-to-face or phone interviews) and through a standardized
questionnaire. These surveys involve locating a representative sample of the adult population
to create national measures of entrepreneurial activity. Additionally, unlike research focusing
on data of business registrations, the APS questionnaire captures both informal and formal entre-
preneurial activities and both independent and corporate ventures. Some limitations exist regard-
ing GEM data, as some issues are measured as single items, and most questions are based on a
nominal (yes/no) scale. However, these disadvantages are largely compensated for by increased
comprehensiveness and simplicity that make the questionnaire better adapted for practice. More-
over, the questionnaire is standardized and was pretested.

Respondents include early stage and established entrepreneurs and owner/managers of oper-
ating businesses, a total of 11,823 respondents from all of the countries for the period of 2010–
2012. According to GEM, early stage entrepreneurs include individuals in the process of starting a
business and those who have been running new businesses for less than 3½ years, while estab-
lished entrepreneurs are those who have owned and run a business for more than 3½ years
(Amorós & Bosma, 2013). GEM APS questions of network (strong ties, weak ties network,
and international weak tie networks) and entrepreneurial performance were used as mediating
and dependent variables, as well as social norms as a control variable. GEM measures entrepre-
neurship at the country level and allows one to estimate the rate of early stage entrepreneurial
activity and established business activities in member’s countries. Moreover, GEM data allows
researchers to compare entrepreneurship profiles across a large number of heterogeneous
countries (factor driven, efficiency driven or innovation driven).

The institutional variables in this study, which represent our independent variables, stem from
the ICRG dataset by the PRS Group. ICRG weighs the risks by assigning risk points to each risk.
Risk is measured by degree of institutional stability, which is depicted on a scale of 0–6, where the
maximum points represent the most stable and less risky situation.

In the present paper, the statistical sample comprises early stage and established entrepreneurs
for the years 2010–2012 covering 13 MENA countries, notably Algeria, Egypt, Iran, Jordan,
Lebanon, Morocco, Pakistan, Saudi Arabia, Syria, Tunisia, Turkey, UAE, and Yemen. In this
sample, 43.5% of the participants (total early stage and established entrepreneurs) come from
Iran and Algeria. Moreover, the sample consists mainly of a very young population, which reflects
demographics on the ground; about 38% of the participants are between 20 and 30 years of age
and about 27% are between 30 and 40 years of age (Table 1).

The GEM APS questionnaire was used to analyze social relations of entrepreneurs, entrepre-
neurial performance and social norms (which is included as a control variable).

The entrepreneur’s social network construction and its dimensions are presented in Table 2.
The authors have created three network variables: (1) strong ties network, (2) weak ties
network, and (3) international weak ties network. The variable of “strong ties network” was oper-
ationalized by measures getting advice from nodes of spouses, parents, other family members/
relatives and friends. Measurements of weak ties refer to advice from people in the professional
and market environment. These people do not maintain private relationships with the entrepre-
neur. Contacts include public advisers, accountants, researchers, bankers, investors, lawyers, as
well as competitors, suppliers, and customers. In fact, the concept of strong ties overlaps with
private relations and the concept of weak ties overlaps with market and professional networks
(Zali, Bastian, & Qureshi, 2013). This study used two variables to measure weak ties: one
refers to domestic weak ties and one to weak ties in the international context (international
ties) in order to understand if spatial proximity makes a difference.

158 B. Bastian and M.R. Zali



The measurement for the “international network” is based on the aggregate number of people
abroad who give advice to an entrepreneur. All network nodes are measured on a nominal (yes/no)
scale. If the respondent received advice, it would count; otherwise it would not count and would
be given a score of zero. For instance, if the respondent reports that he/she has received advice
from all four nodes that measure strong ties (spouses, parents, other family members/relatives,

Table 1. Descriptive statistics of entrepreneurs in the MENA region.

Demographics variables Scale Frequency Percent

Age Less than 20 826 7
20–30 4484 37.9
30–40 3183 26.9
40–50 2005 17
More than 50 1320 11.2
Total Responded 11818 100
Not Responded 5 0
Total 11,823 100

Gender Female 3250 27.5
Male 8563 72.4
Total responded 11813 99.9
Not Responded 10 0.1
Total 11,823 100

Education Pre-primary education 1180 10
Primary education or first stage of basic education 1252 10.6
Lower secondary or second stage of basic education 2601 22
(Upper) secondary education 3350 28.3
Post-secondary non-tertiary education 1255 10.6
First stage of tertiary education 1797 15.2
Second stage of tertiary education 243 2.1
Total responded 11678 98.8
Not responded 145 1.2
Total 11,823 100

Table 2. Operational measures, scale, and reliability of network variables.

Variables Measures Items Scale
Cronbach’s

alpha

Strong ties
network

Private
network

Total number of categories including
spouses, parents, other family
members/relatives, and friends

A value
from 0
to 4

0.65

Work network Total number of categories including
former colleagues, present
colleagues, previous boss, and current
boss

A value
from 0
to 4

Weak ties network Professional
network

Total number of categories including
investors, banks, lawyers,
accountants

A value
from 0
to 5

0.81

Market
network

Total number of categories including
collaborators, competitors, suppliers,
and customers

A value
from 0
to 2

International weak
ties network

Contacts
abroad

Total number of categories including
foreigner advisors

A value
from 0
to 2

0.69

Small Enterprise Research 159



and friends), the count will be four; if he/she reports not having received any advice from any
node in this group, the count will be zero. Table 2 shows the operational measures, scales, and
the reliability of moderating variables utilized. The alpha Cronbach reliability of the different net-
works is 0.65, 0.81, and 0.69 respectively.

One construct-variable was created for institutional quality, which measures the overall
quality of the institutional environment. This variable is composed of the sum of the following
construct components: bureaucracy, law and order, and corruption. Economists have stressed
the role that high-quality bureaucracy, as an expression of the provision and quality of public ser-
vices, plays for the institutional environment (La Porta, Lopez-de-Silanes, Shleifer, & Vishny,
1999) as an absorber of environmental uncertainty (O’Toole & Meier, 2003). High-quality
bureaucracy assures continuous governing – without interruption – in services as it upholds gov-
ernment functions even under drastic economic and political change (Campos & Kinoshita,
2003). “Law and order” or “the rule of law” refers to the strength and impartiality of the legal
system and popular observance of the law. Countries with an efficient and effective legal infra-
structure were shown to attract more investors, since transaction costs between economic
actors are expected to be low compared to an inefficient legal system which increases transaction
and investment costs (Campos & Kinoshita, 2003). Corruption is an informal institution that
engenders numerous, direct and indirect costs for firms (Fisman, 2001), which indicates that
parts of the organizational profits may be claimed by corrupt agents in the form of bribes
(Mauro, 1995). Managers perceive corruption as a tax with high uncertainties in terms of trans-
parency, illegality, and the need for secrecy (Shleifer & Vishny, 1993). The values concerning the
quality of bureaucracy and law and order, as well as the level of corruption in MENA counties, are
shown in Table 3.

The degree of institutional stability is depicted on a scale of 0–6, where the maximum points
represent the most reliable and less risky situation for entrepreneurs (PRS Group, 2009).

Entrepreneurial performance is measured based on “firm growth” and “export percentage”.
The authors control for social norms as previous research findings clearly indicate that these
norms influence entrepreneurial activities significantly (Alvarez, Urbano, Coduras, & Ruiz-
Navarro, 2011). Social norms have been measured through the status/image of an entrepreneur
in society and society’s attitude towards entrepreneurship, which is given a numeric value
ranging from 0 to 2. Table 4 shows the measures pertaining to each variable and the Cronbach’s

Table 3. Values of institutional environment dimensions in MENA.

Countries Bureaucracy Corruption Law and order

Egypt 2 2 3
Turkey 2 2.5 3.5
Pakistan 2 2 3.5
Iran 2 1.5 4
Morocco 2 3 5
Algeria 2 2 3
Tunisia 2 2.5 4.5
Lebanon 2 2 4
Jordan 2 3 4
Syria 1.5 2 4.5
Saudi Arabia 2 2.5 5
Yemen 1 2 2
UAE 3 3.5 4
Mean 1.96 2.04 3.64
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Table 4. Operational measures, scale, and reliability of institutional quality, entrepreneurial social norms, and entrepreneurial performance.

Variables Measures Items Scale
Cronbach’s

alpha

Institutional
quality

Bureaucracy Total sum of bureaucracy, corruption and law and order
indexes based on PRS Group (2009–2012) values

Numeric value Not measureda

Corruption
Law and order

Entrepreneurial
social norms

Social image of entrepreneurs Total Sum of “social status of entrepreneurs” and,
“media attention” (in a nominal scale yes = 1 and no
= 0), which has been converted to a numerical scale
in a value range from 0 to 2.

Value from 0 to 2 0.69

Attitudes towards entrepreneurship Total sum of “preference to not having similar living
level” and “entrepreneurship as a desirable career”
(in a nominal scale yes = 1 and no = 0), which has
been converted to a numerical scale in a value range
from 0 to 2.

Value from 0 to 4

Entrepreneurial
performance

Export Export in scale of proportion of business customers
who normally live in foreign country in term of more
than 90% = 6, more than 75% = 5, more than 50% =
4, more than 25% = 3, more than 10% = 2, or 10% or
less = 1

Numeric value (logarithm
of sum of export,
growth and innovation)

0.65

Growth Number (not counting the owners) of people are
currently working for this business (in terms of 1
person or … )

Innovation (newness of business
product or service,
competitiveness, and newness of
technology)

Newness of product or service (newness for all = 3,
some = 2, or none of customers = 1)

Competitiveness (in term of having many = 1, few = 2,
or no other businesses offering the same products or
services = 3)

Newness of technology(in term of technology
availability for less than a year = 3, or between 1 and
5 years = 2, or longer than 5 years = 1)

aVariables were duplicated for all cases in the same countries reducing the Cronbach’s alpha.
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alpha for the questionnaire. The overall alpha coefficient for all measures used was 0.64, which
was above the threshold of 0.60 (Moss et al., 1998).

Results

In analyzing the results from the data, Table 5 shows the mean value of the different networks by
country, as well as the mean of all networks by countries and the means of the total networks for
all countries. Such data reveals that entrepreneurs in the MENA region draw most on advice from
their private contacts as well as their international ones. Table 5 gives an overview of the different
network dimensions and how they are measured.

In order to test the cause and effect relations, LISREL software was used. Figure 2 shows the
results of this analysis.

In Hypothesis 1 the quality of institutions is positively correlated with entrepreneurial per-
formance. In fact, further analysis reveals a positive (γ = 0.18) and significant (|T| = 11.73,
>1.96) impact of institutional quality on performance. Hypothesis 1 is thus supported. Moreover,
aside from these direct effects of institutional quality, the results show that institutions, via the
entrepreneur’s social ties, indirectly affect entrepreneurial performance.

Institutional quality is negatively correlated with strong ties networks (γ =−0.19), which sup-
ports Hypothesis 2a. Results regarding the correlation between institutional quality and “weak
ties” are mixed. Active entrepreneurs in high-quality institutional settings are less concerned
with insecurities that could negatively affect their profits; they are rather expected to focus on
value creation in the form of offering new products and services with greater utility or lower
cost. To achieve this, they could draw more on weak ties, which is suggested in Hypothesis 2b
(for domestic weak ties) and Hypothesis 2c (for international weak ties). The result of the corre-
sponding model only partly confirms the hypothesis as it is valid for weak ties abroad (inter-
national contacts mentioned in Hypothesis 2c). Here, the path coefficient between quality of
institutional environment and social networks is positive (γ = 0.027) and significant (T = 6.01).
However, Hypothesis 2b regarding the correlation between institutional quality and domestic
weak ties is not confirmed.

Table 5. Mean values of social networks in the MENA region.

MENA countries

Strong ties
network Weak ties network

International network MeanPrivate Work Professional Market

Egypt 2.39 1.36 0.73 0.56 2.47 1.50
Turkey 1.45 0.67 0.5 0.3 1.56 0.90
Pakistan 2.56 1.05 0.29 0.35 2.63 1.38
Iran 2.09 0.88 0.42 0.47 2.14 1.20
Morocco 1.84 0.51 0.12 0.31 1.96 0.95
Algeria 2.16 1.01 0.5 0.52 2.24 1.29
Tunisia 1.34 0.1 0.1 0.03 1.44 0.60
Lebanon 1.69 0.61 0.39 0.21 1.79 0.94
Jordan 1.89 0.65 0.17 0.21 2.04 0.99
Syria 2.26 1.6 0.79 1.15 2.4 1.64
Saudi Arabia 2.72 1.52 0.8 1.08 2.88 1.80
Yemen 2.45 0.98 0.64 0.49 2.53 1.42
UAE 2.35 1.73 1.47 1.33 2.53 1.88
Mean 2.11 0.92 0.46 0.46 2.13 1.22
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Hypothesis 3a claims that strong ties are negatively correlated with entrepreneurial perform-
ance. The path coefficient here is negative (γ =−0.04) and significant (|T| =−4.50). In conse-
quence, Hypothesis 3a is supported. On the other hand, Hypothesis 3b argues that
entrepreneurs who base their networks on weak ties (Hypothesis 2b), such as professional,
market-related contacts and others, would positively influence their entrepreneurial performance.
The results show a positive effect (γ = 0.41) for weak ties abroad (international network) regard-
ing entrepreneurial performance as argued in Hypothesis 3c. Nevertheless, the analysis also find
significant negative effects of domestic weak ties on entrepreneurial performance (γ =−0.089);
this contradicts Hypothesis H3b. The authors believe that these results are linked to the particular
cultural context of the MENA region and the results have been summarized in Table 6.

Discussion and conclusions

The present study extends entrepreneurship literature by investigating the effect of institutional
and social networks on business performance. It focuses on the question of how the quality of
institutions affects entrepreneurial choices of social networks. The first hypothesis suggests
that entrepreneurship within a high-quality institutional context leads to better performance.
This is in line with previous research that shows how country institutions set the incentives for
entrepreneurial activities. Yet, previous research is predominantly interested in macro effects,
such as social welfare or economic growth. To date, there exists very little research that studies
concrete new venture outcomes regarding the impact of institutional conditions (Estrin et al.,
2013). The results of this study reveal that institutional quality is positively correlated with entre-
preneurial performance, as well as with social network choices. Most notably, low-quality

Figure 2. Conceptual model.
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institutions induce increased exploitation of strong ties and vice versa. Regarding the role of weak
and strong ties for entrepreneurial endeavors, previous literature shows repeatedly that weak ties
are more beneficial for the development of novel ideas and non-redundant information, and thus
are more essential for entrepreneurship. The weak ties were studied from two angles (domestic
weak ties and international relations) and it was found that results for these two “weak tie” cat-
egories vary significantly. Domestic weak ties affect performance negatively and weak ties with
contacts abroad affect performance positively (as claimed in Hypothesis 3c). It can be argued that
these results can be explained by referring them to the distinctive cultural and institutional charac-
teristics of the MENA region that will be addressed in the following section.

Previous studies suggest that entrepreneurial networking activities transform in line with
institutional transitions (Estrin et al., 2013; Peng & Zhou, 2005; Stenholm et al., 2013;
Urbano & Alvarez, 2014), where improvement in institutional quality leads to prevalence of
weak ties among entrepreneurs (Peng, 2003; Peng & Zhou, 2005). This argument suggests
that by improving institutional quality, adequate networking behavior for entrepreneurs will
follow suit. However, this (linear) co-evolution cannot be assumed to be true all the time.
More often than not, relationship oriented capitalism (which is based on highly personal
networks) and market oriented capitalism co-exist in different degrees within one economy
(Dielemann & Sachs, 2008). Thus, the situation might not be of a transitional nature at all;
for example, within the MENA region, meso-level institutions, which refer to social groups
that are broader than a personal network and narrower than societal relations on the macro
level (Efendic et al., 2014) are an important factor. Notably, the tribal system is still very
present in the political, economic, and organizational sphere (Lewis, 2010). All of this is accen-
tuated by a mindset that strongly emphasizes commitment and obedience towards kinship,
extended families, confessional groups, villages of origin, or others (Rees & Althakhri,
2008). For example, in the Arab world, favoritism and nepotism, although often criticized in
public discourses, are socially accepted as individuals mainly fulfill responsibilities towards
their in-group (Rees & Althakhri, 2008; Sidani & Thornberry, 2013). Moreover, tribal thinking
is amplified by the teachings of Islam, the prevalent religion in the region that emphasizes the
pivotal role of the family, mutual assistance, and social solidarity (El-Said & Harrigan, 2009).
Altogether, it has generated a mentality in the Arab world that is characterized by low tolerance
for new ideas and change, and rather supports the status quo of conventional wisdom (Hertog,
2010). Social networking in this context is not necessarily undertaken to improve operating

Table 6. Results from the hypothesis testing.

Independent variable Dependent variable
Path

coefficient
T-

value
Hypothesis testing

result

Institutional quality Entrepreneurial
performance

0.18 11.73 H1 accepted

Institutional quality Strong ties network −0.19 −10.63 H2a accepted
Institutional quality Domestic weak ties

network
−0.02 −1.27 H2b rejected

Institutional quality International weak ties
network

0.027 6.01 H2c accepted

Strong ties network Entrepreneurial
performance

−0.04 −4.50 H3a accepted

Domestic weak ties
network

Entrepreneurial
performance

−0.089 8.19 H3b negatively
accepted

International weak ties
network

Entrepreneurial
performance

0.41 11.56 H3c accepted
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conditions for innovation and entrepreneurship that might lead to more value creating business
activities and higher productivity. Instead, social networks represent webs of interests and
social obligations (Aidis et al., 2008).

The importance that is given to these webs of influence is reflected in the unique concept of
“wasta” which is the use of intermediaries and/or people of influence who help a person achieve
certain goals. “Wasta” incurs a debt of gratitude for the person on the receiving end of favors and
this debt could extend even to his/her family. From a business perspective, “wasta” in the MENA
region countries has become a tool to solve problems and get things done (Tlaiss & Kauser, 2011).
But contrary to conventional commercial relations, “wasta” is oftenused inorder to force the perform-
anceof activities that otherwisewouldnothavebeenallowedbecause they lack certain criteria or stan-
dards (Barnett, Yandle, & Naufal, 2013; Hutchings &Weir, 2006). In some cases, “wasta” can make
possible activities that even contradict established laws (Sidani & Thornberry, 2013).

This research confirms that entrepreneurs use strong social ties to offset deficiencies from a
suboptimal institutional setting but one cannot make any projections regarding the co-evolution
of social networks and institutions in the future. The use of strong social ties might even prevail
when formal state institutions gain in quality, because the degrees of generalized trust (Rothstein,
2012) into unknown individuals seem very low in the region (Hofstede, 2013). Generalized trust
is an expression of wider social norms and it is important for economic interactions, cooperation,
and access to new knowledge and opportunities (Cheikhrouhou, Pouly, & Madinabeitia, 2013).

It could be suggested that these idiosyncrasies in the MENA region also explain our contra-
dicting results regarding the use of weak ties between domestic and international social contacts.
Weak ties in the domestic context (even if to the individual entrepreneur) represent remote con-
tacts but still fit the categories of “webs of indebtedness” due to complex family and tribal links
that extend to the individual. On the other hand, weak ties abroad behave as the hypotheses claim.
This suggests that they are perceived as disconnected from the prevailing webs of interests and
social obligations. In this case, it also seems that issues related to trust might not apply to inter-
national contacts.

The findings are important because they show that there is a need to enlarge the theoretical
understanding of social networks and to develop more diverse perspectives regarding the devel-
opment and expressions of social networks. To date, research that argues in favor of a positive co-
evolution between formal institutional arrangements and entrepreneurial action (Peng, 2003; Peng
& Zhou, 2005; Stenholm et al., 2013) focuses too much on the institutional processes rather than
on the human beings behind these processes. This study reveals that individuals, such as entre-
preneurs, who feel less assured about the willingness of other individuals to enforce their
rights, will most likely continue to rely on the tradition of strong ties even when institutional set-
tings change for the better.

Moreover, it can be argued that strong ties do not benefit entrepreneurial performance.
However, nascent entrepreneurs and young founders typically do not possess the resources or
capabilities to strike an optimal strategic balance between weak and strong ties (Ruef, 2002;
Thomas, Kaminska-Labbé, & McKelvey, 2005). Thus, it is important in the practitioner
context, next to building market supporting institutions, to offer increased access to professional
knowledge intermediaries that do not have the liability of formal state institutions, but that can
provide entrepreneurs with information, coaching, and consulting on numerous matters relevant
to commercialization.

Limitations

The present paper uses a large-scale database that cannot address certain issues without more
direct observations. For example, the social contacts studied do not give information about the

Small Enterprise Research 165



quality of underlying social relationships. Only with regards to the private network can the so-
called strong ties, which link similar people to each other, be assumed (Granovetter, 1973,
1983), However, the present data does not allow the complete understanding of the relationships
with other social relations. It is assumed, based on previous literature, that professional sources
and international relations represent weaker ties (as an example) (Granovetter, 1973, 1983). No
information about possible underlying networks of the different social relations has been acquired
either. To be more exact, the study did not cover the centrality of certain social contacts for a
network, as well as how far these people represent critical sources for the respondents in terms
of resource allocation. This may affect the power relationships between them and may constrain
their relations especially if there is some kind of dependency involved (Pfeffer & Salancik, 1978).

Future research

Future research could address the above issue by offering more fine-grained items for different
advice sources. Moreover, research needs to pay closer attention to the interplay of micro-,
meso-, and macro-level factors within the institutional setting of a country. Meso-level insti-
tutions, such as tribes, clans or others, are still very strong forces in many parts of the world,
to a point where it is very difficult to disentangle them from other institutions in practice
(Karam & Jamali, 2013). Yet, practices, such as “wasta”, which directly derive from such insti-
tutional complexities, are not unique to the MENA region (Smith et al., 2012). For example, in
China, a similar practice exists that is called “guanxi” (Hutchings & Weir, 2006). This shows
that research needs to develop lenses that allow the capturing and analyzing of such a phenom-
enon properly, before one can make recommendations for policy makers and practitioners alike
that are adequate and adapted to such environments.

Furthermore, the present paper has included formal and informal institutions in its scope of
analysis: two formal institutions (bureaucracy, law and order), and one informal institution (corrup-
tion). However, research has shown that formal and informal institutions do interact with each other
and this affects economic actions negatively or positively (Helmke & Levitsky, 2003; Ostrom,
1990). It would be interesting to study, in future research, how the relationship between formal
and informal institutional set-ups affects entrepreneurs. This is of great relevance to policy rec-
ommendations, especiallywhen current governance formswill be improved by new publicmanage-
ment approaches. There might be some informal institutions that substitute high-quality formal
institutions and this would be disrupted if the improvement of the institutional setting focused on
formal institutions only. On the other hand, informal institutions (e.g. social norms and attitudes)
might compete with formal institutions (e.g. laws and regulation) and render them obsolete by ham-
pering entrepreneurial development (e.g. negative consequences for female entrepreneurs).
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