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Abstract

The effectiveness of entrepreneurial activities is not only determined by the quality
of entrepreneurs but also by the ecosystem of entrepreneurship. The entrepreneurial
ecosystem (EE) that nurtures low-quality “moppets” to highly impactful “gazelles”
is being widely debated and on-demand in literature. This study, therefore, is aimed
to advance the discussion and make a comparative analysis of the entrepreneurial
ecosystem, which has been given a little attention, of BRICS club countries with
an especial focus on South Africa, Brazil, and India. Various entrepreneurship-
economic growth-related measures including Global Entrepreneurship Index (GEI),
Global Competitiveness Index (GCI), Index Economic Freedom (IEF), and Lega-
tum Prosperity Index (LPI) are used to compare the countries’ entrepreneurial eco-
system. Especially, the data set (2012-2018) of GEI was utilized for the analysis.
According to GEI and GCI of 2018, China is leading BRICS club in terms of growth
and entrepreneurial ecosystem. On the other side, LPI, IEF, and GEI put South Afri-
ca’s entrepreneurial ecosystem in a favorable position as compared to Brazil and
India. South Africa performs poorly in startup skills, while both the latter ones are
better and stand at the same level. This shows that South Africa’s tertiary education,
coupled with low skill perception, is less effective in equipping the population to be
entrepreneurs as compared to India and Brazil. Whereas Brazil and India are at their
worst in internationalizing the country’s entrepreneurs and technological absorption,
respectively. South Africa is more like India in product innovation and risk accept-
ance. On the other side, it is more like Brazil in risk capital, technological absorp-
tion, opportunity perception, and in their sluggish economic growth. Overall, South
Africa (57th/140 as of 2018) is categorized among those poorly performing coun-
tries in terms of start-up skills, networking, technology absorption, human Capital,
and risk capital pillars. The government of South Africa needs to primarily work on
these bottle-neck pillars to improve its EE. To increase GEI by 5%, it should invest
77% of its extra resource on start-up skills, 18% on risk capital, and 5% on technol-
ogy absorption. Applying GEI set up, this paper claims to have uniquely contributed
to how to make a country comparison on the EE. Further empirical research can be
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done including all BRICS countries to bolster their development effort and on how
to promote EE by tackling the underlying bottlenecks.

Keywords Entrepreneurship - Entrepreneurship ecosystem - Entrepreneurial policy -
Global entrepreneurship index - Business performance - Economic growth

JEL Classification M1 - M2

Introduction

The realization of entrepreneurship as an economic variable is not a recent phenom-
enon and Sobel (2008) points that its origin dates back 300 years ago. Besides its
long history, it has been widely discussed related to the economic growth of coun-
tries since the time of Schumpeter (1934). According to the Schumpeterian view,
entrepreneurs are “agents of creative destruction” those shift market from equilib-
rium to disequilibrium by introducing new products that lead to obsolescence of
existing ones (Schumpeter 1934). On the contrary, Kirzner argued that entrepreneurs
are those who work to shift a market from disequilibrium to equilibrium by discov-
ering unnoticed profit opportunities and filling the demand gaps in the market (Kir-
zner 1973; Sobel 2008). In either way, an inherent nature between entrepreneurship
and economic development (Acs et al. 2017a, b, c¢; Audretsch and Belitski 2016)
and business competitiveness (Lafuente et al. 2021) is not susceptible. The studies
unveil the contribution of entrepreneurship in an economy (e.g.Acs 2006; Acs and
Szerb 2006; Acs et al. 2017a, b, ¢; Baumol 1990; Leibenstein, 1968). Leibenstein
(1968) argues entrepreneurship is a crucial factor in the development process. He
also considers entrepreneurship as a driving force of competition that increases mar-
ket efficiency.

How is entrepreneurship good for economic growth? Acs (2006) answers, first,
from the literature that entrepreneurs establish new businesses, and these new
businesses, in turn, create jobs, intensify competition with innovative goods, and
increase productivity by changing technology. Second, he analyzes GEM data from
11 countries and identifies opportunity entrepreneurship, not necessity entrepre-
neurship, that has a substantial effect on economic development (Acs 2006; see also
Audretsch and Belitski 2016). Entrepreneurship is not always a cause for economic
growth, but it could be the effect of the latter. The level of development of countries,
for instance being high or middle income, determines the nature of entrepreneur-
ship needed (Acs and Szerb 2006). The importance of productive entrepreneurship,
not unproductive and destructive entrepreneurship, on economic growth has been
widely embraced (Baumol 1990; Sobel 2008).

Moreover, Acs and Szerb (2006), Audretsch and Belitski (2016), and Brown &
Mason (2017) also pinpointed the role that local-based or regional policies play in
entrepreneurship. Policy needs to fit with regional contexts. The policy that works
for one region may not work for another and there is no one-size-fits-all approach
in creating an entrepreneurial society (Brown & Mason 2017; Szerb et al. 2016).
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Knowing the general contexts of an economy, where entrepreneurship flourishes
is an issue that led to the concept of the entrepreneurial ecosystem(hereafter EE)
(Audretsch and Belitski 2016; Brown and Mason 2017). Brown and Mason advocate
local or regional level study, not necessarily industry-wise, for the EE even though
they admit national, or global scale study.

An EE is a complex system of interactions amongst individuals/groups within
the socio-economic, institutional, and informational context (Audretsch and Belit-
ski 2016). However, the conceptual differences and similarities of EE relative to,
e.g., regional systems of innovation, ‘knowledge clusters’, clusters, and ‘innovative
milieus’ remain unclear (Acs et al. 2017a, b, c; Alaassar et al. 2021; Alvedalen and
Boschma 2017; Malecki 2018; Molina and Maya 2017). Nowadays, the entrepre-
neurial policy targets creating a more supportive EE rather than increasing the size
of new firms (Szerb et al. 2016). To enact an effective entrepreneurial policy, meas-
uring the quality as well as quantity of entrepreneurship in a given country is critical
for policy input (Szerb et al. 2016; Xie et al. 2021). Most importantly, nowadays, the
quality of entrepreneurship gets more focus (Acs et al. 2018), but both high quality
and high quantity of entrepreneurship can be achieved by making good interaction
and understanding intermediation dynamics of contributing factors (Alaassar et al.
2021; Xie et al. 2021).

Acs et al. (2014) and Szerb et al. (2016) argue that entrepreneurship has not
received proper treatment at a country level and its existing measurements, that
measure either output, or attitude or framework, do not show the interactions among
factors and high-growth potential (Szerb et al. 2016; Acs et al. 2014). For instance,
Global Entrepreneurship Monitor (GEM)-Total Entrepreneurial Activity (TEA)
(Reynolds et al. 2005) and World Bank’s Entrepreneurship Survey could be con-
sidered as the output measures that emphasize the creation of new business firms or
size of entry into self-employment (World Bank 2011). To this end, Acs et al. (2014)
conceived national systems of entrepreneurship (NSE) that portrays the embedded
interactions between entrepreneurial attitude, entrepreneurial ability, and entrepre-
neurial aspiration in each economy and, later, constructed the Global Entrepreneur-
ship and Development Index (GEDI), which is also renamed as Global Entrepre-
neurship Index (GEI) (Szerb et al. 2016). They, furthermore, explained how GEI is
used for national systems of entrepreneurship by taking entrepreneurial performance
of the European Union. Following them, hereby, the study aims to examine EE of
South Africa in comparison with India and Brazil using the data set of Global Entre-
preneurship Index (GEI). The following sections of this article display literature
review, methodology, data analysis and discussion, and conclusion, respectively.

Literature review

Definition and concepts of entrepreneurial ecosystem (EE)

Especially, the concept of EE appears in the literature in the 2000s, but it spikes on
the literature from 2016 (Malecki 2018). Acs et al. (2017a, b, c) argue that the line-

ages of EE evolved from regional development and strategic Management. However,
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the latter both have ignored the entrepreneurs’ value creation and interdependence
of various actors in the value creation process, which has led to the birth of EE (Acs
et al. 2017a, b, c). It takes over the concepts such as the environment of entrepre-
neurship or entrepreneurial environment that indicates the mechanisms, institutions,
networks, and cultures that support entrepreneurs since 2016 (Malecki 2018). How-
ever, the conceptual differences and similarities of EEs relative to, e.g., regional sys-
tems of innovation, ‘knowledge clusters’, clusters, and ‘innovative milieus’ remain
unclear (Acs et al. 2017a, b, c; Alaassar et al. 2021; Alvedalen and Boschma 2017,
Malecki 2018; Molina and Maya 2017). Nevertheless, an attempt was made by
Autio et al. (2018) to differentiate EE from traditional clusters by their organization
around entrepreneurial opportunity discovery and pursuit, by their emphasis on the
exploitation of digital affordances, by their emphasis on business model innovation,
and by voluntary horizontal knowledge spillovers. As its acceptance increases, vari-
ous related concepts such as regional EEs (Audretsch and Belitski 2016) and digital
ecosystem (Acs et al. 2020; Pizzi et al. 2021) attracted the attention of researchers.

There is no universally accepted definition of EE. It is a complex system of inter-
actions amongst individuals/groups within the socio-economic, institutional, and
informational context (Audretsch and Belitski 2016). Brown and Mason (2017)
define EE as a set of entrepreneurial actors (both existing and potential), entrepre-
neurial organizations (firms, venture capitalist, business angels, banks), institutions
(universities, public sectors, financial bodies), entrepreneurial process (the busi-
ness birth rate, number of high growths, levels of blockbuster entrepreneurship and
level of entrepreneurial ambition). They further simplify it as a set of interconnected
actors in an entrepreneurial environment including the public sector, private sector,
financial institutions, academic institutions, infrastructure, potential new markets,
and culture (Brown and Mason).

The integral components and actors of EE vary based on the scope under con-
sideration whether city, regional, national or global level. Alvedalen and Boschma
(2017) pinpoint that EE lacks a clear analytical framework that shows cause and
effect, the way the proposed elements are connected in an EE are not clear, and it
remains a challenge what institutions (and at what spatial scale) impact on the struc-
ture and performance of, and there is no comparative and multi-scalar perspective of
EE as studies often focused on the single regions or clusters. In addition, it should
be clear that EE is more than numbers measuring growth, startup creation, and other
economic results, and it should not underestimate the cultural, social, and human
aspects that influence entrepreneurs (Brown and Mason 2017; Molina and Maya
2017; Spigel 2017).

Also, EE constitutes supportive cultural elements such as attitudes of society
towards entrepreneurship in which positive outlooks normalize entrepreneurial risks
and increase firm formation. Social elements are at the heart of the ecosystem (Mal-
ecki 2018) and they include talents, knowledge, mentors, role models, capital, sup-
port services, and networks of entrepreneurs (Lafuente et al. 2021; Malecki 2018)
and their interaction determines the success of entrepreneurship (Malecki 2018). In
addition, Audretsch & Belitski (2016) stress six domains of the EE (culture, for-
mal institutions, infrastructure and amenities, IT, Melting Pot, and demand). In line
with this, if not in more clear terms, Xie et al. (2021) indicate that human capital,
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financial capital, innovation capacity, internet infrastructure, physical infrastructure,
market potential, and government size as factors of EE. The configuration (Lafuente
et al. 2021; Xie et al. 2021) or interaction and intermediation dynamics of these
factors (Alaassar et al. 2021) lead to higher entrepreneurial quality and quantity.
Among them, ‘human capital’ is the most relevant competitive pillar (Lafuente et al.
2021). Depend on the performance of these factors, an EE can be an embryonic eco-
system or scale-up ecosystem, whereby the former is characterized by a low concen-
tration of high-tech firms, a less developed entrepreneurial culture, less interaction
with national actors, and locally focused (Brown and Mason 2017).

The EE is nonlinear (Brown and Mason 2017). It changes over time and its sus-
tainability has to be ensured by building a supportive environment, disrupting nor-
mative standards, and reframing the sustainability paradigm (Pankov et al. 2021) and
maintaining a sustainable digital platform, and revising business models (Pizzi et al.
2021). In addition, sustainable entrepreneurs engage in political work to strengthen
their position and credibility in the sharing economy (Pankov et al. 2021). An EE
policy should target entrepreneurial actors, resource providers, entrepreneurial con-
nectors, and entrepreneurial culture or attitude (Brown and Mason). If a policy fails
in one, it becomes a challenge to improve the existing programs, deploy resources
and ensure sustainability. To conclude, the entrepreneurial culture of a society, for-
mal institutions, public amenities, IT, Melting Pot, demand, innovation capacity,
human capital, financial capital, internet and physical infrastructure, market poten-
tial, government size, entrepreneurial quality, and quantity are some of the core ele-
ments that need to be considered in EE (Audretsch & Belitski 2016; Brown and
Mason 2017; Lafuente et al. 2021; Xie et al. 2021).

Methodology

Despite the extant literature, there has been an inconsistency in the definition, the
measurement, and the policy domain of entrepreneurship and its ecosystem (Szerb
and Acs 2011; Acs and Szerb 2012; Acs et al. 2014). Some of the most well-known
measures related to entrepreneurship/business and economic growth are Global
Entrepreneurship Monitor (GEM), Global Entrepreneurship Index (GEI), Index
of Economic Freedom (IEF), Ease of Doing Business (EDB), Legatum Prosper-
ity Index (LPI), OECD-Eurostat’s Entrepreneurship Indicators (OECD-Eurostat
2007) World Bank’s Entrepreneurship Survey, Kauffman Index of Entrepreneurial
Activity (KIEA), Flash Euro-barometer Survey and Global Competitiveness Index
(GCD). This study adopts the GEI methodology.

Global Entrepreneurship Index (GEI)

GEI uses five levels for index building:-GEI as super-index that shows country-
level entrepreneurship, the three sub-indexes (attitudes, abilities, and aspirations),
14 pillars under sub-indices, 28 variables, and 49 indicators (Acs et al. 2014; Szerb
Ko et al. 2016). The pillars are the basic building blocks of the sub-indices and the
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value of a sub-index for a given country is the simple average of its penalty for bot-
tleneck (PFB) adjusted pillars for that sub-index multiplied by 100. Then GEI, the
super-index, is just the average of the three sub-indices (Szerb et al. 2016). While the
aforementioned measures consider mainly individual variables, the GEI blends indi-
vidual data with contextual institutional factors. PFB methodology helps to quantify
how the performance of a national system of entrepreneurship (NSE) is determined
by the country’s worst-performing pillar and it offers prioritized tips of policy direc-
tion to policymakers (Acs et al. 2014; Szerb et al. 2016). However, in addition to
arbitrary and subjective choice of variables in index construction, GEI has some
limitations in terms of accessing data, since part of the data source is based on GEM
indicators that are only partially publicly available (Acs etal. 2019).

All GEM, EBD, and IEF indices do not use weighting variables and penalize for
the poorly performing pillars. However, the major shortfall with this kind of single-
level measure is that it brings together low-quality “moppets” to highly impactful
“gazelles” business types (Nightingale and Coad 2013). Whereas GEI is a weighted
measure of entrepreneurship that also addresses the problems of arbitrariness in
weighting, and normalizes scores for cross-country comparison, and penalizes for
bottleneck pillar/s (Acs et al. 2014). GEI is used by (Audretsch and Belitski 2016) to
measure regional EEs, by (Lafuente et al. 2021) to examine the relationship between
the EE and business competitiveness, and by (Xie et al. 2021) to assess the effect of
the Configuration of factors that lead to entrepreneurial quality and quantity in an
EE. In addition, here, in this study, the data set of GEI over 2012-2018 is utilized to
measure EE of South Africa as compared to Brazil and India. GEI excel lab solution
is utilized for the analysis. The data set and the methodology of the Global Entrepre-
neurship Index (GEI), which is adopted for this study, are available at https://thege
di.org/datasets/.

Data analysis and discussion
Contextual analysis on the economic growth and challenges of South Africa

Among the Sub-Saharan countries, South Africa is the strongest economy with a
better EE (The World Bank in South Africa 2019). However, this does not mean
that it is a safe haven for businesses to grow and flourish. Both structural and non-
structural factors have been hampering the EE of the country. The ongoing reces-
sion, the dominance of large firms, a dual economy that excludes many people from
the formal economy, bureaucracy and red tape, inadequate infrastructure, and poor
education system are some of the structural factors (SAB Foundation 2017).

The Current Recession- the South Africa economy has been growing slowly and
it showed only 0.1% growth in 2016, 1.3% in 2017, 0.8% in 2018 and the World
Bank projected 1.3% growth in 2019 and 1.7% in 2020 (The World Bank in South
Africa 2019). The growth is by far less than the average of the Sub-Saharan 5%
and Ethiopia’s 10% growth, the leading one in the region, over a decade (Eshetie
2018). Besides, unemployment is hiked to 27.6% in the 1** quarter of 2019 and a
fall in household incomes is realized. As the country exports more to China, the
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slowdown of the Chinese economy forced it to reduce the export of raw materials
that the country mainly engages in international trade (The World Bank in South
Africa 2019). Large firm dominance: besides government-owned big enterprises,
the economy of South Africa is highly dominated by large-size companies. The
large businesses in South Africa account for 90% of total businesses. In addition,
these businesses have already built a long-lasted relationship with customers that put
small businesses’ effort under challenge when they attempt to enter into the market
(Mckinsey Global Institute 2016).

Bureaucracy and red tape:—besides the concentration of large firms in the coun-
try, the size of the government is wide as it holds key sectors, and insufficient pol-
icy attention is given to new start-ups. The country’s EE is largely deterred by the
administrative procedures and bureaucracy of the government. Corruption and red
taping are inherited in the public sector and holding back the economy. The Global
Competitive Ranking 2018 shows that the country was brought down, due to bribes
and irregular payments, from 53rd in 2016/17 to 91st, 2017/18 (Herrington and Kew
2018). In ease of doing business, no reform has been observed in this country from
May 2018 to May 2019 except enforcing contracts that are made easier by establish-
ing a specialized court dedicated to hearing commercial cases and setting national
minimum wage (Ease of Doing Business 2019). Infrastructure:—even though South
Africa is the best relative to other sub-Saharan countries, its infrastructure such as
electricity remains as the challenge for economic growth and the government has
singled out infrastructure development as the top focus area since 2012. Later on,
in 2015 the president of the country took a new initiative to expand power stations
and urged all citizens to save energy (South African Government 2015). Nonethe-
less, the Global Competitiveness Index report shows restrictive labor regulations,
inefficient government bureaucracy, and inadequate energy supply as the three top
problematic factors for doing business (Global Competitiveness Index 2015-2016).

The dual economy:—the country looks suffering from social inequality, resource
allocation inequality, and wealth inequality. One-third of the working population
that include entrepreneurs, do not benefit from the formal sector and face a lack of
resources, simply because they are from disadvantaged or underserved communities
(SAB Foundation 2017). As the economy is dominated by large firms, the market
structure is not suitable for new market entrants, and they cannot penetrate unless
investing huge initial capital. As a result of this, the country faces one of the highest
wealth inequality rates in the world, as of 2015, 71% of the net wealth of the coun-
try is owned by the richest top 10%, while the bottom 60% held only 7% of the net
wealth (The World Bank in South Africa 2019). It continues despite the government
efforts in reducing inequality and inculcating it in National Development Plan since
2012 (National Planning Commission 2012). The Legatum Prosperity Index (LPI)
(2018) report puts the country among the bottom 25% (125th /149) in economic
quality, which measures living standards, inclusiveness, anti-monopoly policy, labor
force participation, and trade competitiveness.

The education system: even though South Africa marched into democracy in
1990, as we have seen inequality in wealth and social status, there is still ine-
quality in education as the quality of education for poor black learners is poor.
The inequality of education is the reflection of the inequality of wealth and rich
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parents send their children to better schools. Considering this, the government
also took the initiative to narrow down this gap in 20123, Besides the inequal-
ity, the curriculum of education itself matters in creativity and innovation, and
other entrepreneurial activities. Even though the GEM report (2016/17) indicates
improvement in the areas of entrepreneurship education at school age, entrepre-
neurial finance, and internal market dynamics, the Global Competitiveness Index
2019 4.0 report shows the country lies far behind from upper-middle-income
group average, especially, in human capital and 118th out of 141. Besides, as to
the report LPI (2018), the country is among the bottom 26% (123rd/149), which
are the worst-performing in terms of safety and security, Table 2.

As we see from Table 2, there are different entrepreneurship-related measures,
not limited to this list, that gauge entrepreneurial activities and their economic
impact from various points of view. The data in the Table shows the countries’
scores and ranks according to each measure in 2018. Measures such as the Global
Entrepreneurship Index (GEI), Legatum Prosperity Index (LPI), and Index of
Economic Freedom (IEF) put South African’s EE in a favorable position as com-
pared to the other two countries. This may show us the existence of a strong cor-
relation among these measures.

Table 1 Institutional and individual variables
E
- PILLARS INSTITUTIONAL VARIABLES INDIVIDUAL VARIABLES
= Opportunity Perception 0.41 | Freedom 0.54 | Opportunity Recognition 0.55
] Start-up skills Education Skill Perception 0.46
g » | Risk Acceptance 0.39 | Country Risk 0.42 | Risk Perception
é. § Networking Connectivity 0.52 | Know Entrepreneurs
g § Cultural Support 0.38 | Corruption 0.49 | Career Status
k< Entrepreneurial Attitudes 27.7
=i Opportunity Startup 0.35 | Governance 0.52 | Opportunity Motivation
'g 2 Technology Absorption Technology Absorption 0.71 | Technology Level
§ E Human Capital Labor Market 0.63 | Educational Level
i'a" 2 Competitiveness and
E Competition Regulation 0.71 | Competitors
Entrepreneurial Abilities 327
= Product Innovation 0.64 | Technology Transfer 0.57 | New Product
g E Process Innovation 0.51 | Science 0.55 | New Technology
S £ | High Growth 0.58 | Finance and strategy 0.60 | Gazelle
;‘;’g Internationalization 0.49 | Economic complexity 0.51 | Export
£ < [ Risk Capital Depth of Capital Market Informal Investment
= Entrepreneurial Aspirations 39.9
GEI 334 | Institutional [ 0.56 | individual [ 060

Source: GEI Dataset, 2012-2018

Source: GEI Dataset, 2012-2018
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Empirical data analysis
The EMPIRICAL ANALYSIS of GEl and its Sub-indices

GEI is composed of three building blocks or sub-indices: entrepreneurial atti-
tudes, entrepreneurial abilities, and entrepreneurial aspirations. Entrepreneurial
attitude explains how the population of a country feels about entrepreneurship.
Entrepreneurial abilities refer to knowledge and skills needed to start and run a
successful business that includes relevant education and technology absorption
and the use of existing technologies. Entrepreneurial aspiration indicates the type
of business (e.g., high, or low growth) entrepreneurs want to build (Acs et al.
2014; Szerb et al. 2016). The relationship between GEI and GDP per capita is
linear (Fig. 1) and, South Africa is below the world average trend line. The GEI
(R*=175.56%) considerably explains GDP per capita, Table 3. The entrepreneurial
attitude of its population is the weakest among the three sub-indices and drags
down the GEI score of the country (see Fig. 2 and Table 2).

Also, when we see from Fig. 2, the time trend of GEI and its sub-indices
scores, the entrepreneurial attitude of people has shown a decreasing trend espe-
cially since 2014, which has also pulled down the country’s GEI scores until
2016. Overall, we see a slightly decreasing trend of GEI scores immediately after
2008 which might be caused by the global financial crisis. The crises, vividly, had
a tremendous direct or indirect effect on all over the world economies. Specifi-
cally, the South Africa economy had experienced a recession in 2008/09 for the
first time in 19 years. The country had lost nearly a million jobs in 2009 alone
and the rate of unemployment continued to remain high with 25% (Ravinder and
Malindi 2014). In 2015, South Africa is labeled among slow growers of Arab
Spring: Tunisia, Egypt, and Libya which experienced slow economic growth and
high unemployment despite the spurring development opportunities.

Global Entrepreneurship Index
80000

70000
60000
50000
40000
30000
20000
10000

International PPP

GDP Per Capita in 2011 $

80 90
R*=10.7556

GEI scores

Source: GEI Dataset, 2018

Fig. 1 South Africa’s GEI and GDP per-capita relative to World Trends (2016). Source: GEI Dataset,
2018
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Table 3 Bottleneck pillars

) . No Pillar Required Percentage
required for improvement increase in Pillar of a new
effort
1 Opportunity perception 0.00 0%
2 Start-up skills 0.17 77%
3 Risk acceptance 0.00 0%
4 Networking 0.00 0%
5 Cultural support 0.00 0%
6 Opportunity Startup 0.00 0%
7 Technology absorption 0.01 5%
8 Human capital 0.00 0%
9 Competition 0.00 0%
10 Product innovation 0.00 0%
11 Process innovation 0.00 0%
12 High growth 0.00 0%
13 Internationalisation 0.00 0%
14 Risk capital 0.04 18%

Source: GEI Dataset, 2012-2016

34.9 33.5 34,
32,9 327 332 347

334 —— -
. 370 —o e 3 329

PRRINWW S SUIUIN0YNNO00OO0
OUOLOUIOUOUIOUIOOULIOUO
[SIeiSisislelsteisieleltstelstatlatote)

2004 2006 2008 2010 2012 2014 2016 2018

o= ATT ABT ASP === GEI|

Source: GEI Dataset, 2012-2018

Fig. 2 Performance of South Africa in sub-indices from 2006 to 2018. Source: GEI Dataset, 2012-2018

The unemployment rate has been exacerbated by the low attitude of people
towards entrepreneurial activity, coupled with the effect of the crisis. Entrepre-
neurial attitude pillars, especially, risk capital, networking, cultural support, and
startup skills are where the country performs very poorly below the bottom 33%
of countries (see Fig. 3). Among the three sub-indices, entrepreneurial aspiration
contributes best to the country’s GEI score which implies that the country has a
somewhat qualitative and distinctive nature of entrepreneurial activities oriented on
high growth (see Fig. 2). Relatively, entrepreneurial aspiration puts the country in a
favorable position (43rd), while entrepreneurial attitude and entrepreneurial abilities
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13. Internationalization (ASP) 3. Risk acceptance (ATT)

12. High growth (ASP) 4. Networking (ATT)

11. Process innovation (ASP) 5. Cultural support (ATT)
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Fig.3 Position of South Africa in pillar performance against high and low achieving countries. Source:
GEI Dataset, 2012-2018

put it in 63rd and 47th, respectively (GEI, 2012-2016). This is not because the
start-ups’ aspiration is high but because the large firms dominating the economy are
growth-oriented (Mckinsey Global Institute 2016).

In Fig. 3, we see that South Africa is, in terms of GEI pillars, in all three catego-
ries of countries. The country’s market competition value (0.7), which shows entre-
preneurial ability, and product innovation (0.61) and high-growth orientation (0.57)
indicating entrepreneurial aspiration elevate the country to the top first category
countries that perform best in these pillars. However, in terms of the pillar values of
startup skills (0.07), risk capital (0.2), and technological absorption (0.24) the coun-
try is located under the bottom, third, least performing group countries. Therefore,
we cannot say that the EE of the country is bad or good in general. In the area of
entrepreneurial aspiration, relatively, it works well, whereas in entrepreneurial atti-
tude area lags and needs to work more on it (see also Table 1).

Even though it is not in the worst situation as compared to other countries, the
country performs very poorly in entrepreneurial attitude (27.7) (Table 1). This poor
performance is, especially, emancipated from its lowest scores in start-up skills
(0.07), followed by the networking pillar (0.31), Table 2. The start-up skill consists
of education (0.07), which is the main bottleneck among institutional variables, and
skill perception (0.46), which is relatively not the worst individual variable. Thus,
this simply implies the fact that the people think that they possess adequate skills
to set up and run a business but their educational level shows the presence of defi-
ciency in start-up skills. In GEL it is assumed that the higher the country’s level of
education, the more the qualities of its entrepreneurial ventures tend to be (Acs et al.
2014).

Though it is not a quick fix action, to optimize its EE, the government of South
Africa needs to work on its tertiary education in a such way that boosts up start-
up skills (see also Table 3). The networking pillar denotes both formal and infor-
mal ties with other individuals and institutions intending to build social capital. It is
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comprised of connectivity (0.52), as an institutional variable and knowing entrepre-
neurs (0.46), as an individual variable, in the GEI. The latter variable is found to be
the lowest as compared to other countries which might be due to loose social ties.
As the country of South Africa is hosting a diverse group of people from all over the
world, most likely, entrepreneurs fail to know each other so closely.

The other worst-performing pillars are technology absorption (0.24) and human
capital (0.25) under entrepreneurial ability; both of these pillars have the weakest
scores in individual variables: technology level (0.38) and educational level (0.29),
respectively. Human capital is an alternative means to gauge people’s start-up skills.
In addition, we see that the weakest score on education (institutional level) affects
the educational level at the individual level. Hence, one can conclude that the educa-
tion curriculum of the country has not made individuals competent enough in start-
ups. In line with this, due to this poor education, the technological absorption at
the individual level has become very poor in the country. Besides, the last bottle-
neck pillar is risk capital which represents the depth of capital market (0.87), as an
institutional variable and informal investment (0.3) as an individual variable. The
score of the institutional variable indicates that the country works very well when
formal sector capital markets including banks, insurance, and mutual funds. How-
ever, informal investors including families, friends, private investors, and foolhardy
strangers or business angels are expected to contribute more to start-up companies.
Sometimes informal investors contribute more than formal investors, e,g, in Hong
Kong with a ratio of 12 to 1; 54 to 1 in mainland China and, hence, their role in fill-
ing the resource gap shouldn’t be overlooked (Au and White 2010).

Apparently, South Africa performs very pleasantly in market competition (0.7)
which consists of market competitiveness and regulation (0.71), as an institutional
variable and competitors (0.85), as an individual variable. The country businesses
tend to offer differentiated products that make the intensity of competition to be less.
That is why we also see, under entrepreneurial aspiration, the high scores of indi-
vidual variables: new technology (0.79) that shows using technology for less than 5
years and new product (0.93) that shows the size of products that are new at least to
some customers. This shows that the healthy market competition in the country has
come from ongoing technological improvement and new product development.

Analysis of the Country’s GEI pillar scores in comparison to other countries

Among the BRICS club countries, South Africa, Brazil and India are having closely
related competitive positions as their GCI scores are 60.8, 59.5, and 62.0, respec-
tively (see Table 1). In addition, the Legatum Prosperity Index is showing almost
the same level of prosperity, especially for South Africa (60.48) and Brazil (60.96),
whereas India with a 57.32 score is less prosperous than South Africa and Brazil.
In the beginning, BRICS were regarded as countries that were leading the way in
terms of growth and the future of consumer demand. However, this narrative seems
to have been changed and the club is being a two-speed club: high speed (China
and India) and low speed (South Africa, Russia, and Brazil) (Davies 2017). China
and India have been growing very fast growth but the other ones, especially South
Africa and Brazil, show stagnant or little growth. Until the first quarter of 2017,
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the Brazilian economy experienced negative growth for eight consecutive quar-
ters (2 years) (Davies 2017), while South Africa records 0.1% (+ Ve in Ist quarter
but —Ve in 3rd quarter) growth in 2016 (The World Bank in South Africa 2019).
According to the trading economics report (2017), the two countries have suffered
from a negative fiscal deficit from 2008 to 2016.

Among BRICS countries if we take the case of Russia, its overall GEI score
is 24.7, which is less than the other BRICS members: India (26.3), South Africa,
(33.4), and China (35.9), except Brazil (20.4) (Szerb and Trumbull 2018). Followed
by South Africa, China is leading the group in terms of this GEI score. This find-
ing is the same with the Global Competitiveness Report of 2019 that shows China
as the best performer (28th rank), which takes 13 positions ahead of Russia (43rd),
32 ahead of South Africa (60th), and some 40 ahead of both India (68th) and Brazil
(71st) (World Economic Forum 2019).

Comparing the GEI individual components of South Africa with Brazil and India,
as shown in Fig. 4, leads the other two in terms of market competition, which shows
the level of product or market uniqueness. The deviation between South Africa
(0.704) and Brazil (0.395) seems significant. However, South Africa is the worst
of all in startup skills (0.066), while Brazil and India are almost at the same level in
this pillar. This shows that the quality of tertiary education and vocational training
is less effective in equipping the population of South Africa to be entrepreneurs as
compared to India and Brazil. South Africa and India coincide in the area of product
innovation and risk acceptance, while Brazil and South Africa appear on the same
level in risk capital, technological absorption, and opportunity perception. In Fig. 4,
South Africa performs very poorly in startup skills, whereas Brazil is at its worst in
internationalizing country’s entrepreneurs and India in technological absorption. It
shows that Indian’s start-up activities are non-technology intensive, engage in more

1. Opportunity Perception
0

8.Human Capital

= SoUth Africa === Brazil India
Source: GEIl Dataset, 2012-2018

Fig.4 GEI pillar values of South Africa, Brazil, and India. Source: GEI Dataset, 2012-2018
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endogenous technology and less technology transfer from other countries. Notably,
as these countries are in the same club called BRICS, they would play better if they
work on these bottlenecks and share experiences.

Bottlenecks and Entrepreneurial Policy Implications

Entrepreneurial policy plays an indispensable role in creating a conducive EE. Acs,
et al (2016) argue that most Western world policies are found to be ineffective in
solving market failures but instead they waste the money of taxpayers and only gen-
erate a low growth business with no interest in innovation. The effectiveness of the
EE is not only determined by the quality of entrepreneurs but also by the environ-
ment- and ecosystem that nurtures new infant ventures into fully flourished ven-
tures (Aution and Thomas 2013). Moreover, Sobel (2008) contends that the amount
of productive entrepreneurship depends not on the propensity of the population
towards entrepreneurship but the institutional quality and policies, those act as a rule
of games. Entrepreneurs need entrepreneurship-friendly policies that make it easier
or cheaper for them to start and run a new business (Acs, et al. 2016). Most entrepre-
neurship policies fail, because there has been little or no coordination across policy
areas and bottlenecks are not identified to give priority (Acs et al. 2014).

Table 3 and Fig. 5 show the three sub-indices and pillars with bottlenecks and the
number of extra efforts the country needs to alleviate them. If South Africa would
like to increase its GEI score by 5%, the country has to invest about 77% of its extra
efforts on startup skills, which is the country’s main bottleneck and mainly associ-
ated with the attitudinal faculty of the population. The next main bottleneck pillar is
risk capital which belongs to the aspiration sub-index and needs up to 18% of extra
resources to invest. At the last, the remaining 5% efforts are needed to be employed
for the ability aspect, where the country relatively performs better.

Without rendering top priority for improving the start-up skills, the country’s pol-
icy on entrepreneurship will not enable to reap the fruits of productive entrepreneur-
ship, which is expected from a conducive entrepreneurship ecosystem. As we see in
Table 2, the start-up skill score (0.07) is composed up of two variables: education

The required extra efforts in subindices to bring 5 %
improvement in GEI

18%
Aspiration

77%
Attitude

5% Ability

Source: GEI Dataset, 2012-2016

Fig.5 Extra efforts required for Bottleneck sub-indices. Source: GEI Dataset, 2012-2016
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(0.21) and skill perception (0.46). These scores imply the fact that people think they
have the own necessary skills to start a business, but actually, they do not have ade-
quate skills. In the study conducted by SAB Foundation (2017), an empirical attempt
was made to address the very cause of poor start-up skills. They highlighted the lack
of business skills among entrepreneurs which is resulted from poor networks and lack
of effective curriculum on innovation as the main contributing factors for startup skill
bottleneck. Therefore, though it is not an investment with a short-term return, the
country needs to work on education that focuses on developing business skills as the
top policy priority issue, by investing 77% of its extra resource.

The next bottleneck pillar is risk capital (0.2), which constitutes depth of capi-
tal market (0.87) and informal investment (0.3). The depth of the capital market is
seemingly very strong as it approaches 1 but the informal investment is not, i.e.,
brings down the pillar score. This implies that formal financial sectors such as banks,
insurance, and investment companies are strong and perform well. There is less
engagement in informal sectors financial sources such as angel financing, crowd-
funding, peer’s association, and familial support. This could be because of very poor
networking (0.36), which is, especially, resulted from being poor in knowing other
entrepreneurs (0.46) (see Table 2). Hence, the government should work on enhanc-
ing this informal investment sector, including microfinance institutions, social trad-
ing platforms, civic engagement, and spend 18% of its extra resources on it.

Conclusion

South Africa has been an entrepreneurial leader among sub-Saharan countries.
However, the country has been experiencing an insignificant economic growth
(0.1% in 2016, 1.3% in 2017, and 0.8% in 2018), which is much lower than the 5%
growth of Sub-Saharan African countries. In contrary to these countries, the South-
African economy is dominated by large firms with a high growth orientation, which
affects the growth of small businesses. Besides, the EE of the country is hampered
by bureaucracy and red tape, and inadequate energy infrastructure, and a poor edu-
cation system. Comparing to Brazil and India, South Africa is the worst in startup
skills (0.066), while both former ones are almost at the same level. This shows that
tertiary education, coupled with low skill perception, is less effective in equipping
the population of South Africa to be entrepreneurs as compared to India and Brazil.
Whereas Brazil and India are at their worst in internationalizing the country’s
entrepreneurs and technological absorption, respectively. South Africa is more
like India in product innovation and risk acceptance. On the other side, it is more
like Brazil in risk capital, technological absorption, and opportunity perception
(Fig. 4). In general, considering the sluggish economic growth of South Africa
and Brazil and their performance in GEI pillars, the former one more resem-
bles Brazil than India. However, according to the Index of Economic Freedom
(IEF), Legatum Prosperity Index (LPI), and Global Entrepreneurship Index (GEI)
scores, South Africa is leading India and Brazil. In addition, the country performs
the best in the market competition which is most likely emanated from its best
performance in using or developing new products (Table 2). Considering all GEI
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countries, South Africa is among those poorly performing countries in terms of
start-up skills, networking, technology absorption, human Capital, and risk capi-
tal pillars (see Table 2). To improve GEI score and its EE, the South Africa gov-
ernment needs to primarily work on all these five pillars. In addition, if it wants to
increase GEI by 5%, the country should invest 77% of its extra resource on start-
up skills, 18% on risk capital, and 5% on technology absorption (see Table 3).
This study claims to have significantly shed light on the entrepreneurial ecosys-
tem status of, especially, the three cooperative countries: South Africa, India, and
Brazil. As this study fails to show the full picture of the club, further empirical
research can be done including all BRICS countries to bolster their cooperative
development effort by transforming the entrepreneurial ecosystem and on how to
promote EE by tackling the underlying bottlenecks.
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