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Abstract

Purpose- The goal of this research is to identify institutional variables affecting entrepreneurship in Nesa rural Area in Karaj County.
Design/methodology/approach-This is a fundamental, applied research that uses a descriptive survey method for data collection. The
statistical population of the research comprises the residents of Nesa Rural district. The sample size was calculated using Cochran's
formula (n=216) and its distribution among the villages was proportional to the number of households in each village and the sampling
was conducted using a simple random method. The research instrument is a researcher-designed questionnaire. In this research, the
confirmatory factor analysis method was used to assess the validity and reliability of the questionnaire, and the partial least squares path
analysis method was adopted to test the conceptual model of the research. The relationship between the variables was measured with
the Pearson correlation test.

Findings- The findings of the research on the state of entrepreneurship suggest that self-employment driven by a small family business
approach, mostly without innovation, has been the predominant entrepreneurial activity in the study area. The results of the conceptual
research model showed that the institutional variables of economic stability, transparency and accountability, and educational system
and skills training have the most direct impact on the state of rural entrepreneurship. The analysis of fit indices of the model revealed
that the coefficient of determination for the dependent variable of the rural entrepreneurial status was 0.683. Accordingly, the
independent and mediating variables of the model can explain 68.3% of the variance in the rural entrepreneurial status, indicating the
explanatory power of the model.

Practical implications- The results of the research suggested that rural entrepreneurship is in a deplorable condition and despite the
direct and indirect effects of institutional variables on rural entrepreneurship, institutional factors play a weak and inefficient role in rural
areas. Hence, it is necessary to pay attention to the role of institutional factors such as political stability, enforcement of the rule of law
among citizens, control of corruption, and payment of rewards in proportion to the endeavors and creativity of individuals to promote
rural entrepreneurship.
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1. Introduction
| the past two decades, the concept of
rural entrepreneurship has undergone
fundamental and  methodological
changes. In this development, the role
of man in economic development has come to the
fore, and by changing the view of space from a
merely physical area to a dynamic system of
relations including the activities of local and social
actors and institutional capital, the assumption that
space is created by history, tradition and local
communities has come into consideration
(Kulawiak et al. 2022).
In this sense, it is driven by completely sectoral
issues (macroeconomics) that are related to the
impact of emerging economic activity on the
development of rural areas or the study of
economic trends in light of econometric models.
Methods have shifted towards regional approaches,
mainly disclosing the resources of the territory and
the characteristics of the entrepreneurs working
there, such as the actions of local actors, local
entrepreneurial behavior, the roots of rural
entrepreneurs, and their demographic and
psychosocial  characteristics  (Dennis  2006;
Newmeyer 2012).
In this sense, emphasis on the role of the local
environment in the entrepreneurial process and the
importance of endogenous factors in the socio-
economic development of rural areas has given rise
to two approaches "entrepreneurship in rural areas"
and "rural entrepreneurship" (Gaddefors, 2019).
The first concept only denotes the location of
companies in the village or rural areas. In this
approach, the entities are located in the rural area
and they only exploit rural resources without
profiting the local people. The conditions result in
the disintegration of the economy of rural areas and
render the local flows of materials and capital less
important, thus encouraging the arbitrary
exploitation of rural resources (Korsgaard et al.,
2015). The second approach adopts a broader
semantic context and deals with companies that are
not only located in a rural area but also embody a
"pure” form of rural entrepreneurship. This means
that entrepreneurs use the resources of the rural
(local) environment while creating products and
services, and their activity is the source of
countless benefits for this environment (Pato
2020). Moreover, in rural entrepreneurship, the
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local resources not only determine the nature of the
activity, but also shape the entrepreneurial process
as well (Baumgartner et al. 2013).

Hence, in the second approach, entrepreneurs are
not only physically present in the rural space, but
also attached to the place (embedded/rooted in it);
that is, they have a good understanding of the
characteristics of the rural environment which can
come in handy in the entrepreneurial process
(Baumgartner et al. 2013; Korsgaard et al. 2015).
Therefore, rural entrepreneurial activities denote a
special type of participation of entrepreneurs in the
local social and economic environment and are
connected to the participation of residents and their
knowledge in creating these companies. In this
sense, rural entrepreneurship cannot be established
elsewhere without losing its previous character due
to the "locality" of the settlements. Rural
entrepreneurship is also defined as a special blend
of endogenous factors that creates value for
entrepreneurs and the entire rural community
(Korsgaard et al. 2015). It is because it is shaped
under the influence of an institutional framework
in the rural community and stems from specific
cultural, social, political and economic values of
the rural environment and if the institutional
environment is prepared for entrepreneurial
activities and supports the property rights of
workers, it will usher in  productive
entrepreneurship and bolster the economic
prosperity of rural areas. Therefore, given the
nature and structure of rural entrepreneurship,
identifying institutional factors affecting the
development of this type of entrepreneurial activity
is essential. In fact, the institutions have a bearing
on rural entrepreneurs by creating regulatory and
social  conditions and  supporting  social
entrepreneurs to strengthen innovations in
vulnerable areas (Lang and Fink 2019).

Studies by "Douglas North™" (1990, 1994, 1997 and
"William Baumol " (1990 suggest that there is a
direct connection between the institutional
environment and the  development  of
entrepreneurship. According to North (1990),
institutions constitute the rules of the game in
society. If the game rules are determined by non-
productive activities, it is only natural that
entrepreneurs lose their passion and motivation to
enter productive activities. As such, Baumol
(1990) divides entrepreneurship into three types:
productive, unproductive and destructive. Weak
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formal and informal institutions will foster
opportunistic behaviors. Since the dearth of clear
rules of the game and uncertainty will urge people
to seize all opportunities to their advantage, under
such an institutional environment, rent-seeking and
corruption  (unproductive  and  destructive
entrepreneurship) will encourage non-productive
economic activities. (Samadi., 2019).

To North, institutions are "man-made constraints
that shape political, economic, and social
interaction” (North, 1990). North splits institutions
into two categories: formal and informal
institutions, contending that the former encompass
political, legal and economic systems and other
systems established by the government to regulate
the behavior of individuals (property rights,
contracts, procedures, political structure, etc.).
These formal institutions can help eliminate market
defects (North, 1990). While informal institutions
guide human behavior and decision-making
processes, informal institutions are made of
contracts, norms, values and accepted ways of
doing things, whether economic, political or social.
These institutions are embedded in culture and
traditional social practices that can be equally
binding and influential (North, 1997).

Acemoglu puts the institutions into two categories,
inclusive and exploitative institutions based on
their nature, arguing that inclusive institutions
safeguard property rights and encourage
investment in new technologies and skills. On the
other hand, exploitative institutions are often
constructed to extract resources from the majority
of society for the benefit of small cliques and fail
to protect property rights and provide incentives for
economic activity (Afrakhteh, 2018).

In this regard, North argues that institutions that
define and enforce property rights affect economic
performance as they bring down transaction costs
and uncertainty triggered by transactions. Thus,
growth theory is incomplete without the theory of
institutions. Enforcement of property rights is more
important in the new economy where "property"
comprises plans and ideas that are -easily
appropriated (North, 1990).

There is no doubt this institutional structure is
feasible within the rule of law. The rule of law
enables entrepreneurs to optimize their unique
skills and knowledge. Because, under the
protection of private ownership law, it deters
arbitrary and incompatible unproductive activities

by powerful institutions and individuals. As such,
laying the foundations of a suitable trust
environment  for  business can  inspire
entrepreneurship (Harper, 2003).

Studies on the role of institutions in the
development of entrepreneurship in rural areas
exhibit that entrepreneurship in these areas offers
special opportunities and incentives to carry out a
diverse range of production (Korsgaard et al.,
2015). However, the socio-economic and
institutional conditions in which entrepreneurial
activity takes place are distinct from urban areas.
In this sense, Krugman and Venables (1995)
underlines the importance of governance to
overcome the socio-spatial deficiencies inherent in
rural entrepreneurship, contending that the failure
of entrepreneurial activities in rural areas is
induced by traditional government policies in
many countries worldwide. Generally, all forms of
entrepreneurship have a spatial dimension and are
based in places with the strongest economic
incentives in terms of land, labor, infrastructure
and other social and economic aspects (Korsgaard
etal., 2015).

This research looks into the role of institutions in
the development of entrepreneurship in the rural
area of Nesa. This area, located in the tourist area
of the Karaj-Chelos Road, has favorable climatic
and environmental conditions, with huge potential
in the economic and social domains of rural areas.
In recent years, however, due to failure to account
for the requirements of sustainable development
and to lay a fertile ground for employment in rural
areas based on an entrepreneurial approach, it has
not been able to retain the residents of rural areas.
This, especially with the extensive change in
agricultural land use, the unbridled expansion of
urbanization, and the destruction of the identity and
characteristics of local and rural communities, has
led to unbalanced development and compromised
production and employment processes in this area
In this vein, this research aims to identify the
institutional variables affecting rural
entrepreneurship, and to explain the factors that
stimulate the development of entrepreneurship in
rural areas from an institutional perspective. Since
increased production and employment and the
growth of economic enterprises in rural areas call
for a suitable ground to properly direct and guide
resources, it is necessary to identify important
institutional variables and structures that can
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contribute to the improvement and promoton of
entrepreneurship in rural areas. Therefore, the main
research question is as follows: From an
institutional point of view, what variables affect the
state of rural entrepreneurship development?

2. Research Theoretical Literature

This research draws on the institutional theory. The
pioneering literature in this field, driven by the
theories of Douglass North (1992) stresses that
institutions are the cornerstone of change. He also
argues that most of the incentives that guide
entrepreneurial behavior rely on the quality of
institutions. Therefore, institutions can be defined
as "the rules of the game in society or, more
accurately, the constraints that shape human
interaction” (North, 1990).

In 1991 Douglass North published a paper titled
"Institutions” in the Journal of Economic
Perspectives. This article sums up the gist of his
previous work on economic and institutional
change. North defines institutions as "man-made
constraints that shape political, economic, and
social interactions."” North states that constraints
are introduced as formal rules (constitutions, laws,
property rights) and informal constraints (taboos,
customs, traditions, rules of conduct) that usually
help maintain order and security in the market.
Their effectiveness is a variable of many
conditions, such as the limited coercive power of a
state, the absence of an organized government, or
the power of religious orders (North, 1991).

North (1990) asserts that formal institutions are
there to reduce transaction costs while informal
institutions are intended to mitigate uncertainties in
human interactions. North (1990) has also
contended that informal institutions originating
from culture may hamper changes and
improvements in formal institutions or vice versa.
Therefore, interactions between formal and
informal institutions yield results that have major
implications  for  increasing  "productive”
entrepreneurial activity. (Baumol, 1990; North,
1990)

North maintains that the economic development of
communities begins with local transactions in the
village. In this regard, specialization "is at its basic
level and self-sufficiency is characteristic of most
rural households". Rural trade is on a small scale
and in dense social networks with informal
restrictions, which facilitates local transactions and
has a relatively low transaction cost. However, this
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confined market diminishes the potential for
specialization and raises production costs. In this
dense network, "people are in intimate
relationships with each other, and the threat of
violence is a constant force to maintain rule and
order" (North, 1991). As local transactions grow,
the market develops beyond the village to more
interconnected areas. When the participants in a
transaction are more socially distant, it calls for
more explicit terms of the transaction. This
requires to increase the transaction costs of
institutions that can lower the risks of fraud. As
specialization grows, production costs fall, which
in turn can justify higher transaction costs (North,
1991).

North further clarifies that all transaction costs are
rooted in information asymmetry between the
parties to the transaction. Since these costs are a
major obstacle to economic growth, the main
function of political and economic institutions is to
control and contain them, chiefly through fraud,
theft, and other socially harmful behaviors.
However, the rulers of the political system have
built these institutions in such a way as to
maximize their personal interests rather than the
social good. Thus, transaction costs are not always
minimized by such institutions (North, 1992).
North states that individuals and organizations
make their decisions based on flawed ideologies,
which reflect the "mental constructs” governing the
way the world works. Thus, despite their best
efforts, politicians founding these institutions will
occasionally fail to maximize their self-interest. In
this case, entrepreneurs who believe that
institutional change will be in their interest enter
the political arena to apply this change.

North argues that this change will typically be slow
for two reasons:

First: by controlling political systems, powerful
actors have built institutions for their own benefit,
and therefore they are reluctant to change. As a
result, there will be path dependence.

Second: informal institutions, such as social
customs and traditions, and cultural practices, by
their very nature, are resistant to change, but they
have a role in determining transaction costs (North,
1992).

North postulates that the distribution of wealth and
income in society, which is manifested in the light
of cooperation and competition between people
and its executive systems, can be theorized as two
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theories of government and property rights. In the
theory of property rights, the stronger the
monopolistic security of property rights, the more
efficient the incentive structure is, and the more
affordable the cost of invention and innovation is
for the individual, the more they are inspired to
introduce innovation (RezaGholi, 2019). This may
transpire in the reverse condition as well. Thus, "if
the highest yields in an economy come from piracy,
we can expect organizations to invest in skills and
knowledge that make them better pirates” (North,
1990).

Therefore, in the systems where informal and non-
productive activities yield higher revenues and
profitability compared to productive activities, it
will likely offer an intriguing reward in the related
investment and draw the labor force and
investment to that profession. On the other hand, it
keeps the creative and innovative workforce and
capital away from productive activity (Afrakhteh,
2018).

In the theory of government, North argues that the
tendency of all governments to develop inefficient
property rights and provoke instability is inherent.
Nonetheless, such a government, analogous to the
governments in developed countries, is actually a
merchant government.

The merchant government provides services (such
as security, justice, and law) with an economy of
scale, although it may be costly; however, from a
certain point, it not only covers the cost but also
offers considerable benefits for the government
and society. On the other hand, the exploitation
state is a rapacious state that defines and
determines the general property rights that
maximize the revenues of those in power,
irrespective of its consequences for the wealth of
the society as a whole. In this situation, the cost of
proceedings surges and leads to the looting of
resources and property rights will be rendered void
(Rezagholi, 2019)

A survey of the dimensions of institutional theory
in the field of rural entrepreneurship studies shows
that the subjects related to the role of institutions
and governance have gained prominence. As far as
governance is concerned, studies suggest that the
role of the government should be focused on
overcoming the structural obstacles of rural
entrepreneurship (Futemma et al. 2020). Research
shows that governance is also manifested in the
level of cooperation and participation of citizens,

for the greater involvement of communities would
foster entrepreneurship (Joshi et al. 2019) and help
to alleviate poverty (Nambiar, 2019). The
interrelationship ~ between  governance and
institutions is associated with the interactions of the
entrepreneur and the environment (Deng et al.
2020), the integration of local institutions and a
confining institutional environment (Kumar et al.
2020), and horizontal and vertical relationships
(Lang and Fink 2019). Then, formal and informal
institutions should be considered in the analysis,
alongside government policies and interventions.
As such, there is a need to better understand the
rural context, in particular, the value system and
traditions of entrepreneurs and the society in which
they operate. Studies in developing countries have
revealed that in many societies, individual work is
preferred over collaborative labor. This can be
attributed to various reasons such as a lack of trust
in institutions, and third parties and disapproval of
economic models that are oblivious to the realities
of the territories (Tabares et al. 2021).
Accordingly, it is essential to address
entrepreneurial action with a view of territories
(Joshi et al. 2019) and environmental conditions. It
is because these exogenous factors can enable or
inhibit successful entrepreneurship (Baskaran and
Mehta 2016). Hence, further research is warranted
to investigate the role of institutions and
governance in rural entrepreneurship.

In light of the above, by reviewing studies on the
role of institutions in the development of rural
entrepreneurship, it seems that the bulk of these
studies focus on policy-making, rural governance,
innovation and social, psychological and
individual characteristics. Therefore, considering
the role of production and employment policies.
entrepreneurship at the local level will be
inevitable. In the meantime, the role of effective
institutional factors in the development of rural
entrepreneurship, including policymaking and
local cooperation in the form of supporting
effective property rights, as a key institutional
means for the development of rural
entrepreneurship, can lay the ground for the
economic prosperity of the rural areas.

3. Research Methodology

3.1 Geographical Scope of the Research

Nesa rural area is located to the north of Karaj
county in the Asara district. Asara district consists
of 3 Rural district named Aderan, Asara and Nesa
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and consists of a total of 62 villages, of which 47
are home to more than 20 households. According
to the 2015 Census, Nesa comprises 17 villages
with a population of 5064 people, of which 2459
are female and 2605 are male. In fact,
approximately 48.5% of the population of the
above villages are women and the other 51.5% are
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3.2. Methodology

This is a fundamental-applied study that uses a
descriptive survey method for data collection. The
statistical population consists of the residents of
Nesa village in Karaj, which is home to 678
households. The sample size was calculated using
the Cochran formula (n = 216) and its distribution
among the villages was proportional to the number
of households in each village. Sampling was also
conducted using a simple random sampling
method. The research instrument was a researcher's
designed questionnaire, which was developed
based on a review of Persian and English literature
and comprised three major parts. The first part
contains 20 items that explore individual and
demographic characteristics. The second, the
analysis of the state of rural entrepreneurship,
consists of 35 items, and the third part, institutional
factors affecting the development of rural
entrepreneurship, includes 102 items, the results of
which are outlined in Tables 1 and 2. In this
research, to assess the content validity of the
guestionnaire, it was handed over to three
professors and experts and they were asked to state
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men. There are 15 villages and demographic
centers with more than 20 households in this area.
Velayat Roud village with 1382 people and 458
households is the most populated village in this
county and includes 27.2% of the population of the
Rural district
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FigUre 1. Geographical location of the study area

their views on the indicators and items of the
guestionnaire. After collecting their comments and
feedback and adjusting some items, the final draft
of questionnaire was designed. In the next step, the
validity and reliability of the questionnaire were
checked using confirmatory factor analysis. The
measurement model was checked with t-statistics
and standard coefficients. The t-statistic over 1.96
means that the observed relationship is confirmed
at a confidence interval (Cl) of at least 95%
(p<0.05). T-values reveal that all the relationships
of the model are statistically significant (p<0.05).
In this study, a minimum factor load of 0.4 was
considered to confirm the validity of the items. The
reliability of the questionnaire was measured by
Cronbach's alpha and composite reliability
methods. It should be noted that some items (n=32)
were removed from the model due to weak factor
loading (<0.40). Also, in this research, the partial
least squares in path analysis were used to test the
conceptual model, and the relationship between
variables was measured by Pearson's correlation
test.
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Table 1. Variables affecting the state of rural entrepreneurship
Average
Dependent Variable Item csc;[ea#s:?err(\jt tvalue variance Composite Cronbach’s
variable No. (loading) extracted reliability Alpha
9 (AVE)
2 062 350
Individual > 051 233 030 ) 063
4 041 1/97
5 063 385
8 042 398
11 065 863
Social 12 55 533 /39 075 068
13 073 1466
16 072 11/65
18 074 12/34
19 074 10/58
20 071 967
Economic 21 083 2823 047 /86 /80
Rural 2 073 1798
entrepreneurship
23 044 763
24 52 956
25 078 25/58
26 80 2711
Political 27 048 493 047 /86 /80
28 078 29/96
29 069 12/23
30 070 1522
31 074 20/59
32 078 2894
Cultural 3 079 3350 057 089 085
34 074 1946
35 076 2374
Sources: Test results
Table 2. Institutional Variables Affecting Rural Entrepreneurship
Standard Average
Dependent . Item Coefficient -reg Composite Cronbach’s
variable Variable No (Factor tvalue variance Reliability Alpha
' - extracted (AVE)
loading)
Economic stability 4 045 6/34
5 043 715
|n§rtItCL;tI0na| 6 048 712 029 09 091
actors Rule of law 7 049 791
8 066 11/02
9 077 2675
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Stangie}rd Average . ,
ot | vk || I e | e | Qmpete | G
' loading) extracted (AVE) P
10 052 10/01
11 082 3396
12 073 1635
13 048 583
14 075 25/57
Judicial 16 oD 859
independence 17 066 1343
18 060 12/94
19 77 21/04
20 044 6/32
Control of 21 072 22/99
corruption » 041 575
23 052 &/55
24 053 797
Physical property = 0 2691
rights 27 081 33/60
28 082 36/01
29 068 1434
Intellectual 32 077 1831
property rights 33 056 724
34 054 532
74 077 16/61
76 070 1523
77 069 12/80
Economic stability 78 078 26/37 0/61 /88 084
79 084 35/34
80 088 5191
81 085 4441
82 066 10147
83 061 791
84 082 3323 /34 74 o4
85 087 3773
87 076 12/07
35 067 13/00
Reward 36 079 21/24
system 37 074 1933
40 048 535
45 066 957 023 090 088
48 067 11/47
49 064 14/62
50 078 27/93
51 074 1947
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D Standard Average - ,
I v | M| G| | e | QP Coes
loading) extracted (AVE)

52 071 2037

53 077 2612

54 072 17/36

57 076 21/09

59 051 598

61 064 11/46

62 064 10/48

64 070 13/28

65 071 15/53

66 064 776

67 070 17/52

68 084 3499

69 0'80 28/84

70 072 17/73

71 054 930

7 06l 11/11

88 066 1459

Cost of 89 075 2207
proceedings %0 079 2735 050 083 075

91 056 932

92 075 2264
93 075 1406 0/48 078 068

Transparency and 04 069 )79
accountability o5 03 W17 048 078 063

96 0'80 1372

98 072 337

Educational 9 040 12/01
system and skills 100 066 %38 034 072 062

training 101 59 1064

102 068 6/41

Source: Test results

4. Research Findings

4.1. Analysis of rural entrepreneurship situation
and its underlining institutional variables
Descriptive  findings  about the general
characteristics of the respondents demonstrated
that most of the respondents (81.9%) were male
and 18.1% were female. The majority of the
respondents (73.1%) were heads of the household.
In terms of education, they primarily had high
school diploma and lower education (56.5 percent)

and bachelor's degrees (26.4 percent). Regarding
the occupations, they usually held a job in the
service sector so that 56% of the respondents
worked in the service field. It was followed by
agriculture (24.1 percent), animal breeding
(14.8%), handicrafts (3.7%), and industry (1.4%).
In this research, to compare villages in terms of
entrepreneurship, four indices of “Considering
oneself as an entrepreneur, the history of
entrepreneurial activity, the number of people
working in the workshop, and the amount of
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investment” were combined based on Table 3 and
an index called “scale of entrepreneurship” was
obtained. Each of the four factors had the same
weight in creating the scale of entrepreneurship. A

entrepreneurship. The entrepreneurship scale is
between 0 and 16. The results of the comparison of
villages in terms of entrepreneurship scale are
outlined in Table 4 and Figure 2.

higher score denotes a greater scale of
Table 3. Characteristics related to the scale of entrepreneurship in the sample population

Characteristic No. Percent

Attending entrepreneurship Yes 4 9

classes

No 212 9%/1

Considering yourself an Yes 0 37

entrepreneur No s a

Less than 2 years 16 74

History of entrepreneurial 2-5 years 34 15/7

activity More than 5 years 56 259

I have no record in this field 110 2000

1 38 358

. 2 36 339

Number of people working 3

at the workshop 18 169

4 9 84

Over4 5 47

Less than 100 million 64 20/6

100 to 200 million 21 97

Amount of investment 200 to 300 million 10 46

More than 300 million 13 6
No investment 108 50

Source. Local survey 2022

Table 4. Statistical index of the scale of entrepreneurship in villages (sorted by average)

Rank Village Number in Sample Mean SD
1 Velayat Rud 57 /42 504
2 Gasil 5 7/80 444
3 Emam Cheshmeh 6 7/50 432
4 Asiab Dargah 5 660 488
5 Azadbar 8 563 307
6 Kohneh deh 7 543 391
7 Gach sar 5 540 313
8 Valeh 11 527 469
9 Garmab 520 432
10 Meidanak 5 520 455
11 Nesa 34 506 400
12 Gashnadar 5 5/00 436
13 Varangehrud 9 478 447
14 Sorkheh Darreh 7 471 3/95
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Rank Village Number in Sample Mean SD
15 Malek faliz 17 412 2/93
16 Koshgak 6 367 1/03
17 Hasanakdar 24 275 54

Source: Local survey 2020

According to the results of Table 4, all the villages,
except for Velayat Rud, had an average below the
mean or median (i.e. 8). In terms of the scale of
entrepreneurship, Velayat Rud (8.42), Gasil (7.80)
and Emam Cheshmeh (7.50) had the highest
average, and the lowest scale of entrepreneurship
belonged to Hasanakdar villages with a score of
2.75. In the scope of the study, the results showed
that more than 98.1% of respondents had not
attended any entrepreneurship classes and were not
familiar with modern business methods and
innovations in the production and employment
process. 37% considered themselves
entrepreneurs, claiming that if proper conditions
for supporting rural businesses were provided, they
were willing to enter this field.

The survey on the history of entrepreneurial
activity of the respondents revealed that about
50.9% of the respondents have no history of
entrepreneurial activity. Although 49.1% of the
respondents reported a history of entrepreneurial
activity, the surveys denoted that about 23.1% of
the respondents, with less than 5 years of
experience, by setting up a small business unit and
lacking competitive power, could be treated as
novice entrepreneurs and have not yet been able to

16
14
12

10

expand their entrepreneurial activities. Although
26% of the respondents were involved in
entrepreneurial activity for over 5 years, the field
survey suggested that the activities conducted were
in line with family businesses, which are largely to
meet the family's economic needs without any
innovation in the field of employment and rural
business. The survey of the number of workers in
the workshop revealed that only 49% of the studied
sample owned a specific workshop for economic
activity of whom about 69.7% worked in
workshops with two workers. This suggests that
self-employment with the approach of family
businesses has been the dominant activity of most
workshops located in the study area. As for the
amount of investment made by the respondents,
39.3% of the investments made in the field of
business village was below 2000 million Rials,
which is characteristic of small businesses with
minimum capacity for economic competition. The
findings in the study area indicated that
entrepreneurial activity had not suppressed
creativity, as Schumpeter noted, and lacked the
process of innovation in the field of rural business,
including the production and distribution of new
goods and the presentation of novel methods.
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Figure 2. Column chart of entrepreneurship scale index for each village. Source: Research Findings 2022
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The results on the average status of variables
affecting the development of entrepreneurship in
all villages show that they are below the average.
Hence, it can be concluded that the studied villages
did not have a favorable entrepreneurial condition.
The comparison of the villages revealed that
Velayat Rud and Valeh obtained the highest score
in the state of rural entrepreneurship with an

average of 2.93 and 2.26, respectively, and the
lowest average was scored by the villages of
Koshgak and Kohne Deh with an average of 1.98
and 2, respective. Below is the column chart of the
state of entrepreneurship and its variables for
comparison  of villages in terms  of
entrepreneurship.
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Figure 3. Column chart of the total average of rural entrepreneurial status for each village. Source: Research
findings 2022

As outlined in (Table 5), the total score of
entrepreneurial status was 2.33, which is below
average. Further, the mean of all five variables:
individual, social, economic, political and cultural,
was below the average. Among these, the cultural
variable obtained the highest mean (2.67), and the

lowest mean belonged to the political variable
(1.77). The analysis of skewness and kurtosis
showed that the reported values were in the range
of -2 to +2 or close to this range, indicating that the
variables had fairly normal distribution.

Table 5. Descriptive statistics for the analysis of rural entrepreneurial status

Variable Mean sD Skewness kurtosis
Individual 232 060 0641 0483
Social 224 051 /32 266
Economic 2/49 066 0/985 12
Political V77 055 V79 323
Cultural 267 074 V15 0220
Total 233 048 V54 /84

Moreover, the average of the institutional variables
affecting rural entrepreneurship (Table 6) revealed
that all the averages were below 3, indicating that
all villages did not have a desirable condition in all
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12 variables under study. The analysis of averages
showed that physical property rights had the
highest mean (2.63), followed by costs of
proceedings (2.37) and transaction costs (2.37).
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The lowest mean was related to the variable of
intellectual property rights (1.83), political stability
(1.88) and economic stability (1.95). Also, the
values of skewness and kurtosis suggested the

research variables have a normal or close to normal
distribution and no severe deviation from the
normal distribution was observed in the data.

Table 6. Descriptive statistics for institutional variables affecting the development of rural entrepreneurship

Variable Mean SD Skewness kurtosis
Political stability 88 084 065 -0'29
Rule of law 2/20 062 129 086
Judicial independence 203 057 16 072
Control of corruption 197 056 /47 /54
Physical property rights 263 078 063 -0/23
Intellectual property rights /83 045 Vi1 076
Reward system 222 058 085 68
Political stability 1/95 072 /38 /84
Transaction costs 219 070 095 1/26
Costs of proceedings 237 067 098 049
Transparency and accountability 2/05 084 069 049
Educationatl: as?:]si;eén and skills 201 045 - ou

Accordingly, it can be argued that the total score of
the institutional variables affecting the
development of rural entrepreneurship is lower
than mean in all the villages of the study area. The
studies indicate the deplorable institutional
conditions of the studied area, because all studied
variables are below average. Undoubtedly, the
poor structure of property rights, the ineffective
enforcement of contracts and the absence of
effective legal restrictions increase the profits of
non-productive activities pushing people towards

non-productive activities which are the key source
of inflation, looting, brokering and intermediation.
Under this condition, the cost of freeloading drops
and the cost of production, employment and
entrepreneurship soar. This process will escalate
transaction costs, increase investment risk, and
suppress motivation for productive activities,
which will discourage production factors, decrease
productivity, and consequently, prompt stagnation
in the economic development process of rural
areas.
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Figure 4. Column chart of the average of all institutional factors for each village. Source: Research findings 2022

4.2. Path analysis of institutional factors affecting
the development of rural entrepreneurship:

In this research, the partial least squares path
analysis technique was used to test the conceptual
model, and the relationship between the variables
was measured by Pearson's correlation test. The
use of the partial least squares approach was
primarily driven by the exploratory nature of the
research model and questionnaire, and to a lower
degree, by the fact that the assumption of
multivariate normality was not established. Also,
in this research, multivariate normality, which is
the premise of the structural equation modeling
test, was tested with Mardia's coefficients, and a
coefficient value of 7.42 was obtained.
Considering a value of 5 for Merdia's coefficient, it
can be concluded that the assumption of
multivariate normality was not confirmed, and
therefore, the non-parametric method of partial

least squares, which is resistant to the assumption
of multivariate non-normality, was used for testing
the model. Hence, 12 independent variables of
institutional factors were measured by the
dependent variable of rural entrepreneurship
analysis in the form of a correlation matrix. Table
7 outlines the correlation of the independent
variables of institutional factors and the dependent
variable of rural entrepreneurship in the correlation
matrix along with the descriptive statistics of the
mean and standard deviation. The average scores
range from 1 to 5. It should be noted that the
normality of single variables was evaluated using
skewness and Kkurtosis indices, and given that
skewness and kurtosis values of all variables were
in the range of +2 to -2, the normality of the
distribution of variables was confirmed. As a
result, Pearson's correlation test was used to
investigate the relationship between the variables.

Table 7. Pearson correlation test for research variables and descriptive statistics of variables

Variables 1 2 3 4 5 6 7 8 9 10 11 12 13
1. Political |
stability

2. Rule of law 0/45%* 1

3. Physical o o
property rights 035 0/56 1
4, Intellectual

sk skk k.

property rights 025 0/41 0/59 1
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Variables 1 2 3 4 5 7 8 9 10 11 12 13
5.5ystemof | g | gagex | e | 009 1
rewards
6. Economic o
L DG 11 15%
stability 036 | 029 08 | o 15
7. Educational 45+ | 031 | 011 | O17F | 011 | 026%* 1
system
8.Transaction | o | i | gr10% | 021e | o013+ | 019+ | 06 1
Costs
9. COSt.Of 036 | O35+ | 021% | 030% | O/16% | 027% | 004 | 0/42%x 1
Proceedinas
10. Contr.OI of 0/28%% | O/53#% | O35+ | 038 | O3+ | O32%% | 023%* | 023** | 0/15* 1
Corruption

11. Transparency

- O/A4G** | 0/22%% | 028%* | 025%* | 0/26**
& Accountability

031* | 011 031 | 029%* | 0/46™* 1

12. Judicial

. O/33%% | 047+ | 0/33%* | 037+ | (/10
independence

027*% | 020%* | 026** | 0/35%* | 0/52** | 0/38** 1

13. State of rural

| 0AsEE | 0M2%x | 0/16% | 035 | 0/13*
entrepreneurship

O/55%* | 0/46** | 026%* | 0/22%F | 0/41%* | 0/37*% | 0/31** 1

Mean 1/88 220 263 /83 222

2/01 225 237 1/97 2/06 203 | 233

Standard

L /84 062 078 /45 048
deviation

/45 0’60 067 /56 067 57 /48

Note: *p*<0.05 and **p <0.01 ** Source: test output

The results of Pearson's correlation test (Table 7)
showed a significant correlation between all
institutional factors and rural entrepreneurial status
(p<0.05). The analysis of the intensity of
correlations revealed that economic stability had
the strongest correlation with the state of rural
entrepreneurship with a correlation coefficient of
0.55, followed by political stability (0.48), and
educational system and skills training (0.46). The
conceptual model of the research was tested using
the structural equation modeling technique and
Smart PLS software. It should be noted that the
hypothesis of multiple non-collinearity between
the variables affecting the entrepreneurial status
was evaluated by the variance inflation factor

(VIF). VIF shows the extent to which variables are
aligned with each other. Since the value of this
measure was below 5, there was no strong
collinearity between predictor variables and the
hypothesis of multiple non-collinearity was
established. Figure 5 is the experimental model in
standard coefficients mode and the t statistic is
reported in parentheses. T-values over 1.96
confirm the relationship at the 95% CI (p<0.05).
The presented model is modified and final.
Therefore, to provide a simpler model and also to
improve the fit of the model, non-significant
relationships were removed and all remaining
relationships are statistically significant.
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Figure 5. Empirical model in standard path coefficients (and t-statistics)

According to Figure 5, all paths have a t-value
over 1.96, and therefore, all relationships in the
revised model are significant at C1=95% (p<0.05).
The fit indices of the model showed that the
coefficient of determination for the dependent
variable of rural entrepreneurial status was 0.683.
Given that this coefficient indicates the degree to
which variance or variation of the dependent
variable of rural entrepreneurship is explained by
the set of independent variables of institutional
factors, it turned out that independent and
mediating variables of the model could explain
68.3% of the variance of the dependent variable of
the state of rural entrepreneurship, which exhibits
the explanatory power of the model. Another index
used to explore the structural fit of the model is the
Q2 index. According to this index, models with
good structural fit should be able to predict the
endogenous variables of the model. This means
that if in a model, the interrelationships of
structures are properly defined, the structures will
wield sufficient impact on each other and hence the
hypotheses are confirmed. As such, Q2 value (CV-
Redundancy) for loneliness was 0.354, which was
above the desired value of 0.35, and the Q2 index
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confirmed the structural fit. The normalized fit
index was 0.92, which was a good and acceptable
value and showed the good fit of the model. The
root mean square index of the standard residual
was 0.082. In general, none of the fit indices had a
low value and they all appeared good and
acceptable, according to which the model fitness is
confirmed. After measuring the model fitness, the
structural relationships of the institutional factors
affecting rural entrepreneurship were discussed in
the form of direct and indirect effects. The results
of the direct impacts of institutional factors
affecting the state of rural entrepreneurship (Table
8) confirmed the direct effect of eight factors,
political stability, rule of law, physical property
rights, educational system and skills training,
economic stability, control of corruption, judicial
independence, transparency and accountability on
the state of rural entrepreneurship. According to
the results, out of a total of 12 factors, 8 factors
remained in the model. The highest effect was for
economic stability with a standard coefficient of
0.60, transparency and accountability with a
standard coefficient of 0.43, and the educational
system and skills training with a standard
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coefficient of 0.36. The results suggest that when
the security the property rights and support for
rural entrepreneurship is guaranteed, the rural
entrepreneurs will be more confident in abiding by
the laws and  regulations  supporting
entrepreneurship, and the ground will be prepared

for the development of employment and productive
activity in rural areas. Subsequently, favorable and
stable political and economic conditions in line
with the rule of law lead to higher levels of
entrepreneurship and wealth creation.

Table 8. The results of investigating the direct effects of institutional factors affecting rural entrepreneurship
Standard Standard

Type of effect Coefficient error T value P value

Political stability -> Control of corruption 050 0/056 905 <0/001

Rule of law -> Control of corruption 036 0051 7/04 <0/001

Physical property rights -> Control of corruption 024 0’106 223 0027

Rule of law -> Judicial independence 051 /063 §/18 <0/001

Physical property rights -> Judicial independence 026 0/063 423 <0/001

Political stability -> Transparency and accountability 051 0053 963 <0/001

Rule of law -> transparency and accountability 024 0/052 463 <0/001

i i >
_ Physical proper;;(/: él)%r:]tfab iIi1t;rlansparency and 020 0040 S0 <0/001
Direct

Relation Political stability -> Entrepreneurial status 028 0077 370 <0/001
Rule of law -> entrepreneurial status 020 0/055 367 <0/001

Physical property rights -> Entrepreneurial status 018 0077 233 0021

Educational system and skills training -> entrepreneurial 036 0053 /68 “0/001

status

Economic stability -> Entrepreneurial status /60 0/044 13/75 <0/001

Control of corruption -> Entrepreneurial status 034 o117 2/86 0/005

Judicial independence -> Entrepreneurial status 021 0043 478 <0/001

. .
Transparency and acco:tg:ﬁglllty Entrepreneurial 043 0117 768 <0001

Source: Test output

Moreover, the results of the indirect effects of
institutional factors affecting the state of rural
entrepreneurship (Table 9) corroborated the
mediating role of the control of corruption in the
relationship between political stability and the state
of rural entrepreneurship, between the rule of law
and the state of entrepreneurship, and between
physical property rights and the state of
entrepreneurship(p>0.05). Political stability and
the rule of law imposed an indirect effect on the
state of entrepreneurship through the mediating
role of judicial independence. Transparency and

accountability also played a significant mediating
role in the association of the three independent
variables of political stability, rule of law, and the
educational system with the dependent variable of
the state of rural entrepreneurship. (p>0.05). The
findings suggest that a high level of corruption
control in the society, while alleviating the
uncertainty of production, enhances transparency
and establishes order in the society, paving the way
for enhanced security of property rights in rural
areas. In this regard, the mediating role of judicial
independence is of great importance. When the
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government appoints a third-party arbitrator to
enforce and arbitrate the laws in a fair and non-
discriminatory manner, and it is ensured that all the
stakeholders involved are treated equally. This
provides a fair and impartial means of enforcing
and upholding the rule of law, which in turn
increases predictability and opportunities for long-

term planning and investment. In fact, it can be
asserted that the government, by setting up an
independent and  third-party  arbiter, can
demonstrate its commitment to protecting property
rights to support  entrepreneurship  and
employment.

Table 9. The results of investigating the indirect effects of institutional factors affecting the state of rural
entrepreneurship

. - Standard Type of
Type of Mediation Standard Coefficient error T value P value offect
iti ility > ion ->
Political stability Con_trol of corruption V17 041 411 <0/001
entrepreneurial status
> ion ->
Contro_l of Rule of law Contro_l of corruption o 0036 - 0001
corruption entrepreneurial status
i i > ion ->
Physical property rights C_:ontrol of corruption 008 0030 265 0000
entrepreneurial status
iti ility -> judicial i ->
Political stability Judlc_lal independence 011 4029 V65 <001
Judicial entrepreneurial status
independence -> Judicial i >
p Rule of law JudlCla_I independence 005 0021 60 0010
entrepreneurial status
Political stability -> Transparency and
. . 22 2 1
accountability -> entrepreneurial status o 003 o83 <000
> ility ->
Transparenc_y_ and | Ruleof law Transparenc_y and accountability 010 0019 43 “0/001
accountability entrepreneurial status
Education system -> Transparency and
e ; 2 4 1
accountability -> entrepreneurial status 009 0025 349 <000

5. Discussion and Conclusion

This research explored institutional variables
affecting entrepreneurship in Nesa rural area in
Karaj. The research model was based on
institutional theory. According to this theory, there
is a bilateral relationship between institutions and
entrepreneurial  activities.  The  theoretical
foundation of this relationship rests upon the views
of North (1990; 1994; 1997), Baumol (1990), and
Williamson (2000). The literature on institutions
(North, 1990) Baumol, 1990; Sobel, 2008) and
entrepreneurship  assumes that institutional
environments prepare conditions for individual
decision-making, and thereby the institutional
framework in which an activity is conducted often
determines the productive, unproductive or
destructive nature of that activity. This research, by
looking into the institutional entrepreneurship
literature, seeks to identify institutional variables
affecting the development of entrepreneurship. The
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analysis of research variables shows that the
existing institutional structure is in a favorable
condition and failed to pave the way for
entrepreneurship development in the scope of the
study.

Studies on the state of entrepreneurship in the rural
area of Nesa suggest its deplorable condition in the
studied area so that rural businesses are actually
intended to provide sustenance for the family, so
these activities fall short of competing with the
manufacturing industries in the periphery of the
cities. In fact, it has been developed only with the
approach of ensuring family employment with the
minimum investment. Moreover, research shows
that the entrepreneurial activity in the rural area of
Nesa is bereft of any innovation in the field of rural
business, including the development and
distribution of new products and the presentation
of new production methods.

As such, the comparison of this area, in terms of
historical structure and social, economic and
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institutional conditions with other regions of the
country, suggests that entrepreneurial activities
have not offered a decent reward for manufacturers
and economic activists, which lays the ground for
innovation, labor division and added value for
residents.

It is because institutional factors that breach
property rights have amplified the cost of
exchanging assets, and there is no doubt under
these circumstances, entrepreneurship will not be
recognized as one of the main and underlying
values of society. It is driven by the fact that
institutional factors instigate uncertainty in the
production and employment process, which
hampers productive entrepreneurship.

The analysis of Iran's economic conditions in
different  periods demonstrates that the
"sustenance" economy has been the dominant
economic life of Iranian in history, at least until the
Constitutional Revolution, and economic activities
have displayed a tendency for brokerage economy
in trade (RezaGholi, 2019) The studies of Charles
Issawi (1971) on Iran's economy in the middle of
the 19th century found that in Iran, brokering and
reselling have been the antithesis of productive and
entrepreneurial activities, and it has wreaked havoc
on productive economic activities (Afrakhteh,
2019) Research by a group of Harvard consulting
engineers between 1951 and 1958 state that it
modern production would never take root in Iran,
because in Iran, land and house trade and
speculations are highly profitable. and there is no
anti-corruption program in place (Afrakhteh,
2019). In this regard, failure to recognize security,
as one of the fundamental and strategic issues in
Iran's economy, makes it difficult to defend
property rights. This has exposed assets to risk and
capitals tend to be accumulated in areas where they
can be concealed and easily moved. As a result,
manufacturing in lIran, whether agricultural or
industrial production, has not expanded, and as a
result, the knowledge investment has been limited
to ensuring minimum livelihood (RezaGholi,
2019).

The analysis of institutional variables affecting
rural entrepreneurship suggested that all had an
average of below 3, indicating that villages had an
unfavorable situation in 12 studied variables. These
conditions clearly indicate the weak and inefficient
role of institutional variables in rural areas. Further,
the findings revealed that the highest average

belonged to physical property rights (2.63),
followed by costs of proceedings (2.37). The
lowest mean was found in the variable of
intellectual property rights (1.83), political stability
(1.88) and economic stability (1.95). Further,
skewness and kurtosis values suggested that the
research variables have a normal or close to normal
distribution and no severe deviation from the
normal distribution was observed in the data.

The results of Pearson's correlation test showed
that all institutional variables were significantly
correlated with the state of rural entrepreneurship
(p<0.05). As for the intensity of correlations, the
results displayed that economic stability had the
strongest correlation with the state of rural
entrepreneurship (a correlation coefficient=0.55),
followed by political stability (0.48), and the
educational system and skills training (0.46).

The findings of the research conceptual model
using the structural equation modeling technique
confirm the direct effect of eight factors of political
stability, rule of law, physical property rights,
educational system and skills training, economic
stability, Control of corruption, judicial
independence, transparency and accountability on
the state of rural entrepreneurship. The research on
the role of mediating institutional variables
affecting the development of rural
entrepreneurship suggests that the variable of
Control of corruption mediated the relationship
between political stability and the state of
entrepreneurship, the rule of law and the state of
rural entrepreneurship, and physical property rights
and the state of rural entrepreneurship. Also,
political stability and the rule of law imposed an
indirect effect on the state of rural entrepreneurship
through the mediating role of judicial
independence, and finally, the variable of
transparency and accountability mediated the
relationship between the three independent
variables of political stability, rule of law and the
educational system with the dependent variable of
the state of rural entrepreneurship. The analysis of
the fit indices of the model revealed that the
coefficient of determination for the dependent
variable of the rural entrepreneurial status was
0.683. accordingly, independent and mediating
variables of the model could explain 68.3% of the
variance of the rural entrepreneurial status, which
demonstrates the good explanatory power of the
model.
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A comparison of this research with previous
studies suggests that institutional variables play an
effective role in the development of rural
entrepreneurship, which is in keeping with studies
such as Ghasemi et al. (2020), Zandieh et al.
(2020), Heydari Sareban (2015), Hashemi et al.
(2013). The role of institutional factors, especially
governing bodies, in the development of rural
entrepreneurship and the protection of property
rights is also aligned with the studies of
Avramenko and Silver (2009), and Fortunato
(2014).  Socio-economic  and institutional
conditions with emphasis on the importance of
governance and the role of the rule of law are also
in line with the findings of Korsgaard et al., (2015)

and inefficient role in rural areas. As such, it can be
contended that a poor institutional structure
increases profits derived from non-productive
activities and therefore it is necessary to organize
the institutional structure in line with the national
production and employment policies of rural areas.
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