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Abstract. This thesis investigates the impact of inflation on entrepreneurial ac-

tivity using panel data from 92 countries covered by the Global Entrepreneur-

ship Monitor (GEM) between 2003 and 2024. The analysis focuses primarily on 

the relationship between inflation and total early-stage entrepreneurial activity 

(TEA), controlling for key economic and institutional factors. Additionally, the 

study looks at how inflation impacts various kinds of entrepreneurship by re-

placing total early-stage entrepreneurial activity (TEA) with necessity entre-

preneurship activity (NEA), opportunity entrepreneurship activity (OEA), and 

high-expectation entrepreneurship activity (HEA). To capture heterogeneity 

across countries, the analysis also examines results by IMF income group clas-

sifications. The findings contribute to the understanding of how macroeconomic 

instability influences entrepreneurship and highlight important differences by 

entrepreneurial motivation and country group. 

Keywords: Entrepreneurship, Inflation, Total Early-Stage Entrepreneurial Ac-
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1 Introduction 

Initially, entrepreneurship was universally acknowledged as a critical generator of 

innovation and economic prosperity. According to Stel [1] , TEA, a measure of emerg-

ing entrepreneurs and young enterprises, is crucial for encouraging economic ad-

vancement, particularly in industrialized economies. Their cross-country analysis 

shows that entrepreneurial activity can boost GDP growth, but the impact is highly 

reliant on a country’s level of economic development. In richer countries, higher rates 

of entrepreneurship tend to promote innovation and sustained growth, while in devel-

oping countries, the quality and impact of entrepreneurship are more ambiguous. 

Therefore, they suggest that not all forms of entrepreneurship contribute equally to 

economic development and that country context matters significantly. 

However, recent research highlights important gaps in our understanding of the 

mechanisms linking macroeconomic factors, such as inflation, to entrepreneurial ac-

tivity, especially across different types of entrepreneurship and institutional environ-

ments. Urbano [2] emphasizes that most empirical studies focus on the impact of insti-

tutions and the overall business environment on entrepreneurship, with less attention  
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given to how specific macroeconomic variables like inflation influence different en-
trepreneurial motivations. Moreover, existing evidence often centers on developed 
economies, leaving the dynamics in emerging and developing countries relatively 
underexplored. Their findings show that institutional factors are closely tied to op-
portunity entrepreneurship activity, which in turn supports economic growth, espe-
cially in countries with more supportive environments. They also suggest that neces-
sity entrepreneurship is more prevalent in less developed settings, where institutional 
weaknesses persist. 

Therefore, the researcher aims to address these limitations by employing a com-
prehensive entity–time panel analysis of 92 countries from 2003 to 2024, using data 
from the Global Entrepreneurship Monitor. The analysis examines the effect of infla-
tion on total early-stage entrepreneurial activity, as well as on necessity, opportunity, 
and high-expectation entrepreneurship. Additionally, it explores how these relation-
ships vary by country income group, as classified by the IMF. The results indicate 
that inflation significantly influences total entrepreneurial activity, as well as both 
opportunity and necessity entrepreneurship, with the strongest effects observed in 
emerging economies. In contrast, inflation does not have a significant impact on 
high-expectation entrepreneurship in lower-income countries. These findings contrib-
ute to the literature by providing new evidence on the macroeconomic determinants of 
entrepreneurship and by highlighting the importance of considering both the type of 
entrepreneurial motivation and the country context. 

2 Literature Review 

Entrepreneurship has been widely acknowledged as a catalyst for economic growth, 
job creation, and innovation in the literature. A number of studies have demonstrated 
that both macroeconomic factors and institutional contexts play a role in determining 
entrepreneurial activity and outcomes. According to Content [3], the relationship be-
tween entrepreneurship and economic growth is embedded within regional entrepre-
neurship ecosystems. They found that entrepreneurial activity’s effects on growth are 
not uniform but depend significantly on local ecosystem conditions. It suggests that 
how entrepreneurship impacts financial outcomes varies significantly by region. 

Furthermore, recent studies have focused on the relationship between entrepre-
neurial activity and economic growth in emerging economies. In a study of the 
BRICS countries, Gaba [4] conclude that entrepreneurial intentions are a significant 
determinant of economic growth. In their research, both total early-stage entrepre-
neurship and established business ownership are associated with positive economic 
development. However, the results do not hold across all indicators or countries. The 
effects of other entrepreneurial activities, such as business ownership and job creation 
expectations, are less robust, whereas entrepreneurial intention has a positive effect on 
growth. Based on these findings, it appears that entrepreneurship plays a complicated 
role in economic development, which may differ depending on the setting and type of 
entrepreneurship. The study also notes that macroeconomic variables, such as infla-
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tion, change significantly during periods of financial instability among BRICS na-
tions. It has a different impact on entrepreneurship and growth dynamics. 

Similarly, studies comparing necessity entrepreneurship with opportunity entre-
preneurship activity reveal that economic development indicators, such as inflation, 
influence entrepreneurial motivation in significantly different ways. Marič [5] con-
cluded that GDP per capita, real GDP growth, unemployment, and inflation shape 
early-stage business activity. As a country develops, necessity entrepreneurship tends 
to decrease, while opportunity entrepreneurship increases. Entrepreneurial motiva-
tions need to be distinguished in empirical analyses of macroeconomic variables. 
Cross-country differences should be taken into consideration when examining entre-
preneurship and macroeconomic variables. 

Moreover, Kritikos [6] provides a theoretical perspective on the relationship be-
tween inflation and entrepreneurship. His model suggests that moderate, anticipated 
inflation can, under certain labor market conditions, stimulate entrepreneurial activity 
and even enhance economic growth. However, the model also predicts that excessive 
inflation may have diminishing or negative returns, supporting the empirical findings 
of a nonlinear or threshold effect in the relationship between inflation and growth. 

In addition to traditional macroeconomic variables, recent research has investigated 
the impact of digitalization and institutional environments on entrepreneurship. Dab-
bous [7] demonstrates that digitalization can boost both entrepreneurial activity and 
sustainable competitiveness, particularly through improvements in connectivity, in-
ternet use, and digital integration. These results point to the significance of both 
technological and institutional contexts in moderating the effects of macroeconomic 
shocks such as inflation. 

Despite these advances, several gaps persist in the current literature. Most existing 
studies either focus on single countries or rely on cross-sectional analyses, which 
limits their ability to capture time-varying effects and broader global patterns. Addi-
tionally, research seldom distinguishes between different types of entrepreneurial 
activity, such as necessity, opportunity, and high-expectation entrepreneurship, when 
examining the impact of inflation. The moderating role of country income groups in 
this relationship is also rarely addressed. Consequently, there remains a need for 
large-scale, longitudinal analyses that systematically investigate how inflation shapes 
diverse forms of entrepreneurship across heterogeneous national and institutional 
contexts. 

The research addresses these limitations by using a comprehensive panel dataset of 
92 countries from 2003 to 2024. By disaggregating entrepreneurial activity into dis-
tinct motivational and growth-oriented categories and incorporating IMF-based coun-
try income group classifications, this research provides new insights into the hetero-
geneous effects of inflation on entrepreneurship worldwide. 

3 Data and Methodology 

The study uses annual panel data from the Global Entrepreneurship Monitor (GEM), 
covering 92 countries from 2003 to 2024. The analysis focuses on the effects of infla-
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tion on entrepreneurial activity, with further attention given to different types of en-
trepreneurship and country income groups. 

First, the dependent variable is the TEA, which is defined as the percentage of the 
18–64 population who are either nascent entrepreneurs or owner-managers of new 
businesses. To capture the heterogeneity in entrepreneurial motivations and expecta-
tions, the study further examines three related indicators: 

Opportunity entrepreneurship activity, measured as the percentage of TEA moti-
vated by the pursuit of better opportunities. 

Necessity entrepreneurship activity, measured as the percentage of TEA started out 
of necessity. 

High-expectation entrepreneurship, measured as the percentage of TEA expecting 
to create six or more jobs within five years. 

Second, the main independent variable of interest is the annual inflation rate, rep-
resenting macroeconomic instability. This variable allows for an investigation into 
how changes in the price level influence entrepreneurial activity: 

Finance: The availability of financial resources, including equity, debt, grants, and 
subsidies for small and medium enterprises (SMEs). 

2. Government policy: The extent to which public policies support entrepreneur-
ship and consider it a relevant economic issue. 

3. Education: The degree to which training in starting and managing SMEs is inte-
grated into the primary and secondary education system. 

4. Research and development (R&D): The extent to which national research and 
development leads to new commercial opportunities accessible to SMEs. 

5. Market: The level of market change from year to year. 
Moreover, the sample countries are classified into three groups based on the IMF 

income classifications: advanced economies, emerging markets, and low-income 
countries. This grouping enables a comparative analysis of the effects of inflation on 
entrepreneurship across different income levels. 

The empirical strategy applies a two-way fixed effects panel model, which controls 
for both country-specific and time-specific unobserved heterogeneity. The baseline 
model estimates the effect of inflation on TEA after accounting for control variables. 
Subsequent analyses replace TEA with OEA, NEA, and HEA to examine how infla-
tion affects different types of entrepreneurship. Finally, the analysis is extended by 
interacting inflation with country group indicators to explore how the relationship 
varies across advanced, emerging, and low-income economies. 

ittiititit γXinflationurshipEntreprene   1  (1) 

Where: 
Entrepreneurship it represents TEA, OEA, NEA, or HEA for country i in year t. 
Inflation it is the annual inflation rate. 
Xit is a vector of control variables (finance, government policy, education, R&D, 

market). 
µi captures country-fixed effects. 
λt captures year-fixed effects. 
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εit is the error term. 
Besides, Entrepreneurship it investigates how inflation affects different types of en-

trepreneurial activity, including opportunity, necessity, and high-expectation entre-
preneurship activities. Additional models include interaction terms or sub-sample 
regressions by IMF income group to explore heterogeneity. 

In summary, this approach provides a comprehensive framework to evaluate both 
the overall and heterogeneous effects of inflation on entrepreneurial activity, consid-
ering both motivation and country context. 

4 Regression Results 

4.1 The Impact of Inflation on Different Types of Entrepreneurship 

First, according to the regression in Table 1, which shows that inflation has a signifi-
cant negative effect on TEA. The estimated coefficient for inflation is negative and 
highly significant at the 1% level. This indicates that higher inflation rates are associ-
ated with lower levels of entrepreneurial activity across countries in the full sample 
period. 

Second, the effect of inflation remains negative and significant when the dependent 
variable is necessity entrepreneurship activity or opportunity entrepreneurship. The 
coefficients for inflation in both the NEA and OEA regressions are negative and sta-
tistically significant at the 1% level. This suggests that inflation reduces both necessi-
ty and opportunity entrepreneurship, reflecting a broad deterrent effect of inflation on 
entrepreneurial engagement regardless of motivation. 

Third, the impact of inflation on high-expectation entrepreneurship is also negative 
and statistically significant at the 10% level. However, the magnitude of the coeffi-
cient is smaller compared to other forms of entrepreneurship, and the overall 
R-squared is lower. This finding suggests that while inflation discourages entrepre-
neurs who plan to create many jobs, the effect is somewhat less pronounced. 

In terms of control variables, finance has a significant negative association with 
TEA and OEA, indicating that greater availability of financial resources is linked to 
reduced general entrepreneurship activities. This result may reflect the complexity of 
financial support in different national contexts. Education shows a positive and sig-
nificant effect on TEA, NEA, and OEA, highlighting the role of educational systems 
in fostering entrepreneurial activity. Research and development (R&D) is negatively 
associated with TEA, NEA, and OEA, which may suggest that increased R&D in-
vestment does not necessarily translate into higher rates of entrepreneurship in the 
short term. 

Finally, most of the year dummy variables are not statistically significant, indicat-
ing that time-specific shocks are largely absorbed by the fixed effects structure. The 
overall explanatory power of the models, as measured by R-squared, ranges from 
0.086 to 0.272, with the highest explanatory power for the TEA regression. 

In a word, the findings demonstrate that inflation consistently lowers entrepreneur-
ial activity across different types, and education remains an important driver. These 
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results underline the importance of stable macroeconomic conditions and supportive 
educational environments for promoting entrepreneurship. 

Table 1. The Impact of Inflation on Entrepreneurial Activity 

 

VARIABLES 

(1) 
Full sample 

tea 

(2) 
Full sample 

nea 

(3) 
Full sample 

oea 

(4) 
Full sample 

hea 

inflation 
 

-0.0272*** 
(0.00703) 

-0.00973*** 
(0.00228) 

-0.0168*** 
(0.00555) 

-0.0160* 
(0.00876) 

finance -3.814*** -0.415 -2.686** 0.589
 (1.264) (0.333) (1.241) (1.784) 
education 5.689** 1.442** 3.296 -5.091
 (2.339) (0.713) (2.051) (3.467) 
Rnd -4.815** -1.270* -3.411* -1.185
 (2.207) (0.747) (1.751) (2.724) 
gov_policy -1.148 -0.803 -1.054 0.224
 (1.307) (0.491) (1.107) (1.190) 
market_dyn 0.867 0.426 0.152 1.065
 (1.099) (0.352) (0.983) (1.425) 
2004.year 0.269 0.0337 0.132 -1.040 

2005.year 0.631 0.0475 0.380 -0.639

 (1.074) (0.291) (0.912) (1.643) 
2007.year 1.534 0.179 0.911 -1.335
 (1.366) (0.376) (1.179) (2.029) 
2008.year 1.119 0.130 0.615 -1.553
 (1.552) (0.456) (1.293) (2.423) 
2009.year 0.925 0.121 0.368 -2.211
 (1.812) (0.534) (1.505) (2.862) 
2010.year 0.850 0.0889 0.288 -2.825
 (2.056) (0.614) (1.719) (3.243) 
2011.year 1.766 0.275 0.914 -1.949
 (2.238) (0.669) (1.825) (3.615) 
2012.year 1.746 0.120 1.274 -2.942
 (2.361) (0.723) (1.905) (3.936) 
2013.year 2.390 0.0947 1.765 -3.732
 (2.527) (0.770) (2.040) (4.170) 
2014.year 2.671 0.156 2.006 -4.430
 (2.661) (0.811) (2.153) (4.382) 
2015.year 2.149 -0.000325 1.558 -5.226
 (2.810) (0.862) (2.251) (4.534) 
2016.year 2.274 -0.154 1.732 -5.507
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 (2.890) (0.867) (2.329) (4.722) 
2017.year 2.939 0.0415 2.220 -5.635
 (3.027) (0.925) (2.465) (4.618) 
2018.year 3.300 0.175 2.518 -5.305
 (3.138) (0.954) (2.600) (4.591) 
2019.year 4.375 0.305 2.899 -2.063
 (3.311) (1.021) (2.814) (4.550) 
2020.year 4.822 0.492 3.413 -2.409
 (3.561) (1.059) (3.097) (4.590) 
2021.year 5.834 0.818 4.073 -4.620
 (3.780) (1.064) (3.462) (4.920) 
2022.year 5.294 0.749 3.833 -4.041
 (3.917) (1.135) (3.596) (4.878) 
2023.year 5.302 0.750 3.749 -5.263
 (4.044) (1.150) (3.796) (4.976) 
2024.year 5.150 0.808 3.811 -5.595
 (4.267) (1.226) (4.041) (5.030) 
Constant 26.39** 6.281** 24.89*** 38.15***
 (10.17) (2.397) (8.770) (13.58) 

Observations 1,937 1,915 1,915 1,915 
R-squared 0.272 0.195 0.166 0.086 
Number of ctryid 89 88 88 88 

*** p<0.01, ** p<0.05, * p<0.1 

4.2 The Impact of Inflation on Different Types of Income Groups 

At first, the regression results show clear differences in the impact of inflation on 
entrepreneurial activity across country income groups in Table 2. In advanced econ-
omies, the coefficient for inflation is positive but not statistically significant. This 
evidence suggests that inflation does not have a meaningful effect on TEA in these 
countries. The institutional environment and economic stability in advanced econo-
mies may help buffer the negative effects of price changes. 

Then, the results for emerging markets reveal a significant negative relationship 
between inflation and entrepreneurial activity. The coefficient for inflation is negative 
and highly significant at the 1% level. This means that higher inflation is associated 
with lower rates of entrepreneurship in emerging economies. Inflation in these coun-
tries can lead to greater uncertainty and risks, which may discourage individuals from 
starting new businesses. 

In addition, in low-income countries, the coefficient for inflation is negative but 
not statistically significant. The standard errors are large, and the sample size is lim-
ited. This finding suggests that the effect of inflation on entrepreneurship in 
low-income countries is less clear, possibly due to other overriding constraints or data 



  

    

    
inflation 0.175 -0.0344*** -0.964 
 (0.265) (0.00826) (0.639) 
finance -0.278 -5.986*** 3.192 
 (0.730) (1.645) (11.01) 
education -0.0714 4.523* 21.75** 
 (0.961) (2.378) (7.103) 
Rnd  -1.962 -5.252* 3.826 
 (1.617) (2.693) (14.42) 
gov_policy -0.788* 0.450 -3.741 
 (0.398) (1.907) (6.292) 
market_dyn 2.698** 1.652 -4.946 
 (1.123) (1.136) (6.614) 
2004.year -0.133 0.855 -3.481 
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limitations. The weak institutional context and high volatility in these economies may 
make it difficult to detect a systematic effect of inflation on entrepreneurial activity. 

Therefore, the negative impact of inflation on entrepreneurship is most pronounced 
and robust in emerging economies. In contrast, the effect is muted or statistically in-
significant in both advanced and low-income countries. These findings indicate that 
country income level plays a key role in moderating the relationship between inflation 
and entrepreneurial activity. 

Table 2. Inflation and Entrepreneurial Activity by Country Income Group 

 (5) (6) (7) 

VARIABLES 

Advanced 
economics 

tea 

Emerging 
markets 

tea 

Low-income 
countries 

tea

 (0.414) (0.629) (6.645) 
2005.year -0.289 1.099 0.199
 (0.579) (1.148) (8.472) 
2006.year -0.672 1.315 -2.268
 (0.735) (1.724) (8.331) 
2007.year -1.000 2.028 -2.316
 (0.918) (2.118) (10.51) 
2008.year -1.969 1.319 3.339
 (1.345) (2.503) (13.74) 
2009.year -2.178* 1.312 3.564
 (1.104) (2.936) (16.19) 
2010.year -2.948** 1.425 0.906
 (1.157) (3.284) (16.63) 
2011.year -2.790* 2.388 3.962
 (1.398) (3.411) (21.10) 
2012.year -2.355 1.812 4.104
 (1.498) (3.428) (22.38) 
2013.year -2.235 3.284 -3.789
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(1.370) (3.536) (21.28) 
2014.year -1.474 3.520 -5.497 

(1.253) (3.520) (22.42) 
2015.year -1.204 2.732 -5.998 

(1.276) (3.714) (24.70) 
2016.year -0.799 2.539 -5.568 

(1.332) (3.739) (25.92) 
2017.year -0.163 3.669 -9.691 

(1.315) (3.864) (26.72) 
2018.year 0.123 4.419 -12.51 

(1.391) (3.952) (27.37) 
2019.year 1.184 6.121 -16.33 

(1.344) (4.044) (26.67) 
2020.year 0.989 7.205 -19.43 

(1.310) (4.461) (25.93) 
2021.year 1.380 6.990 -23.32 

(1.675) (5.013) (26.02) 
2022.year 0.0500 7.277 -23.40 

(2.803) (5.152) (25.33) 
2023.year 0.127 7.681 -29.58 

(2.292) (5.507) (24.35) 
2024.year 1.563 7.281 -36.62 

(1.821) (5.903) (26.49) 
Constant 10.12 30.11** -15.27 

(7.513) (12.36) (132.9) 

Observations 726 1,078 133 
R-squared 0.427 0.413 0.563 
Number of ctryid 33 49 7 

Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

4.3 The Impact of Inflation on EM Group 

According to Table 3, it is particularly valuable to further disaggregate TEA in 
emerging markets in order to examine how different types of entrepreneurial activity 
are affected by inflation. The regression results show that inflation has a significant 
and negative effect on necessity entrepreneurship in emerging economies. The coeffi-
cient for inflation is negative and highly significant at the 1% level. This suggests that 
higher inflation discourages individuals from starting businesses out of necessity. In 
periods of rising prices, the risks and uncertainties may outweigh the incentives for 
those who might otherwise turn to entrepreneurship for basic income. 

Additionally, the analysis indicates that inflation also has a significant and negative 
effect on opportunity entrepreneurship activity in emerging markets. The coefficient 
is negative and significant at the 5% level. This suggests that inflation reduces the rate 



 (8) (9) (10) 
  

    

    
inflation -0.0117*** -0.0196** -0.0125 
 (0.00190) (0.00780) (0.0103) 
finance -0.814** -3.657* 2.889 
 (0.342) (1.841) (2.515) 
education 0.395 3.414 -5.197 
 (0.600) (2.445) (4.210) 
Rnd  -0.808 -4.400* 0.0833 
 (0.494) (2.345) (4.031) 
gov_policy -0.0503 -1.093 -2.425 
 (0.417) (1.670) (3.252) 
market_dyn 0.242 0.945 -0.0685 

    

    

    

    

    

    

910             Y. Liu

of potential entrepreneurship activity, probably because high and unpredictable infla-
tion increases costs and makes future business returns uncertain, discouraging entre-
preneurs who want to improve their financial situation by starting a business. 

Moreover, the regression for high-expectation entrepreneurship shows that infla-
tion has a negative but statistically insignificant effect. The coefficient is negative, but 
the standard error is large and the result is not significant. This suggests that the effect 
of inflation on entrepreneurs who expect to create many jobs is less clear. It may re-
flect a smaller sample size or unique characteristics of high-expectation entrepreneurs 
who are less sensitive to macroeconomic instability. 

As a result, the findings indicate that inflation is a substantial barrier to both neces-
sity and opportunity entrepreneurship activity in emerging economies. However, the 
evidence for high-expectation entrepreneurship is weaker. These results highlight the 
importance of macroeconomic stability in supporting different types of entrepreneuri-
al activity in emerging markets. 

Table 3. The Impact of Inflation on Different Types of Entrepreneurship in Emerging Markets 

VARIABLES 

Emerging 
markets 

nea 

Emerging 
markets 

oea 

Emerging 
markets 

hea

 (0.310) (1.060) (2.025) 
2004.year 0.155 0.642 -0.0627
 (0.139) (0.537) (0.988) 
2005.year 0.169 0.908 0.344
 (0.259) (0.975) (2.042) 
2006.year 0.198 1.165 0.538
 (0.386) (1.426) (3.012) 
2007.year 0.314 1.622 0.374
 (0.498) (1.795) (3.800) 
2008.year 0.262 1.226 1.164
 (0.613) (2.068) (4.649) 
2009.year 0.269 1.290 1.234
 (0.717) (2.431) (5.473) 
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2010.year 0.219 1.492 1.210
 (0.802) (2.761) (6.208) 
2011.year 0.569 1.950 2.076
 (0.821) (2.842) (6.716) 
2012.year 0.229 2.161 0.856
 (0.825) (2.793) (7.344) 
2013.year 0.464 3.104 0.834
 (0.859) (2.887) (7.675) 
2014.year 0.441 3.426 -0.0868
 (0.845) (2.898) (7.952) 
2015.year 0.279 2.559 -0.606
 (0.894) (3.052) (8.211) 
2016.year -0.172 2.617 -1.122
 (0.920) (3.059) (8.366) 
2017.year 0.0246 3.595 -0.649
 (0.987) (3.134) (8.105) 
2018.year 0.197 4.297 -0.766
 (0.986) (3.286) (8.170) 
2019.year 0.396 4.967 3.752
 (0.980) (3.516) (7.589) 
2020.year 0.591 5.699 4.245
 (1.059) (3.914) (7.680) 
2021.year 0.609 5.767 1.955
 (1.258) (4.439) (8.619) 
2022.year 0.759 6.006 2.098
 (1.340) (4.681) (8.442) 
2023.year 0.863 6.309 1.137
 (1.477) (5.126) (8.500) 
2024.year 0.924 6.568 0.680
 (1.642) (5.569) (8.538) 
Constant 7.517*** 27.32** 35.55**
 (2.379) (10.43) (15.46) 

Observations 1,056 1,056 1,056 
R-squared 0.155 0.275 0.130 
Number of ctryid 48 48 48 

Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

5 Discussion 

5.1 How Inflation Reduces Entrepreneurial Activity 

Inflation has a negative impact on entrepreneurial activity because it increases uncer-
tainty and risk. Inflation makes it difficult for entrepreneurs to predict their costs and 
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revenues. Business planning and investment decisions become more risky when pric-
es are unstable. A study conducted by Montes and Nogueira [8] in 2021 found that 
business creation is hindered by increased uncertainty, and entrepreneurs are less 
likely to invest in long-term projects as a result. 

The higher capital costs are another key mechanism. Inflation is often associated 
with higher interest rates, either as a result of market forces or adjustments to mone-
tary policy. As interest rates rise, new ventures have a harder time obtaining financing 
[9]. For small and medium-sized enterprises, which typically rely more on external 
funding than established companies, this effect is particularly pronounced. 

Inflation also reduces consumer demand and erodes purchasing power. When pric-
es rise rapidly, households have less money to spend on goods and services. As a 
result of this decline in demand, startups will be unable to survive and grow, as they 
rely on a robust consumer market to thrive. A weak market may cause businesses to 
delay expansion or exit the market, further reducing entrepreneurship [10]. 

The behavior of investors can also affect entrepreneurship as a result of inflation. It 
is common for investors to seek safer assets and become more risk-averse during 
inflationary periods. In innovative industries, this shift reduces funding available for 
upcoming ventures and discourages risk-taking. When inflation is high, venture capi-
tal investment declines sharply, limiting the opportunity to scale up and form busi-
nesses [11]. 

The relationship between inflation and entrepreneurial activity is especially pro-
nounced in emerging markets. According to Ayyagari [12], in these countries, macroe-
conomic volatility and institutional weaknesses often amplify the negative effects of 
inflation on entrepreneurship. Access to finance is usually more limited and sensitive 
to rising interest rates, making it harder for entrepreneurs to obtain funding when 
inflation increases capital costs. In addition, inflation in emerging markets can erode 
consumer purchasing power more severely, as social protection and policy support 
may not be as strong as in advanced economies [13]. By contrast, advanced economies 
typically have more resilient institutions and financial systems, which help buffer 
entrepreneurs from inflationary shocks. In low-income countries, many people engage 
in entrepreneurship out of necessity, and structural barriers may be more relevant than 
macroeconomic conditions. As a result, the negative association between inflation and 
entrepreneurship is most significant in emerging markets, where institutional fragility 
and market constraints make entrepreneurs more vulnerable to inflation [14]. 

5.2 Policy Implications 

From a theoretical perspective, these findings highlight the importance of macroeco-
nomic stability for entrepreneurship. Stable inflation fosters a more predictable envi-
ronment for business development and innovation. When inflation is well-controlled, 
entrepreneurs are more willing to make long-term investments and take calculated 
risks. Policymakers should therefore consider price stability a critical foundation for 
promoting entrepreneurship and sustainable economic growth [15]. 

To address the adverse effects of inflation, governments can take several actions. 
Ensuring access to finance is essential. Targeted lending programs, credit guarantees, 
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and interest rate subsidies can help entrepreneurs overcome higher borrowing costs. 
Such measures support business continuity and encourage new firm entry even when 
market conditions are challenging [16]. 

Mitigating key input costs and uncertainties is also important. Temporary tax cred-
its, subsidies for energy or raw materials, and indexed government support programs 
can help entrepreneurs manage rising costs. Clear communication from policymakers 
regarding inflation expectations and future policy actions can further reduce uncer-
tainty and support entrepreneurial decision-making [17]. 

Strengthening the entrepreneurial ecosystem remains a priority. Simplifying regu-
latory procedures, reducing administrative barriers, and expanding business support 
infrastructure can lower non-financial costs for entrepreneurs [18]. These steps can 
make it easier for startups to adapt and survive during inflationary shocks. 

Direct support and incentives for innovation can also help. Governments may ex-
pand R&D tax credits, provide innovation grants, or launch targeted competitions for 
solutions to inflation-related challenges [19]. These initiatives can sustain innovative 
activity when market-based funding is constrained. 

5.3 Limitations and Reflections 

Despite these policy recommendations, the study has several limitations. First, data 
availability and measurement remain concerns. Cross-country data on entrepreneur-
ship may not fully capture informal or necessity ventures. The relationship between 
inflation and entrepreneurship may also be nonlinear; moderate inflation could have 
different effects from high inflation. Further research could explore threshold effects 
or nonlinear patterns. 

Another important limitation involves causality. While this study examines the ef-
fect of inflation on entrepreneurship, it is possible that entrepreneurial activity also 
influences inflation by affecting innovation, productivity, and market competition. 
This potential for reverse causality suggests that the observed relationships should be 
interpreted with caution. Future research could use more advanced methods to address 
endogeneity and test for bidirectional effects. 

In summary, the results confirm that inflation can discourage entrepreneurial activ-
ity through multiple channels. Policy interventions that reduce uncertainty, lower 
costs, and improve access to finance are critical for supporting entrepreneurs in infla-
tionary environments. Continued research should further clarify the complex interplay 
between inflation and entrepreneurship, especially in different economic contexts. 

6 Conclusion 

This thesis examines the relationship between inflation and entrepreneurial activity by 
using panel data from 92 countries over the period 2003 to 2024. The analysis applies 
a two-way fixed effects model to estimate the effects of inflation on TEA and differ-
ent types of entrepreneurship. The research also considers the role of country income 
groups to capture heterogeneity in the results. 
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Inflation has a significant negative impact on entrepreneurial activity, especially in 
emerging economies. High-expectations entrepreneurship is less affected by rising 
inflation than necessity or opportunity entrepreneurship activity. A stable macroeco-
nomic environment facilitates economic growth and entrepreneurship. 

Based on the findings, governments should prioritize maintaining price stability to 
promote entrepreneurship. Inflation can be mitigated through policies that enhance 
access to finance, lower key input costs, and bolster the entrepreneurial ecosystem. 
The development of innovative and skill-based capabilities may also encourage new 
ventures to withstand challenging economic conditions if they are provided with tar-
geted support. 

Future research could benefit from granular data, such as measures of informal en-
trepreneurship or startup business performance. Additionally, the relationship be-
tween inflation and entrepreneurship may involve endogeneity and nonlinearities that 
require further investigation. It will be beneficial and insightful for scholars and poli-
cymakers to investigate the mechanisms underlying these effects in various institu-
tional settings. 

Finally, this research contributes to the literature by demonstrating the adverse ef-
fects of inflation on entrepreneurship across countries and types. These results offer 
practical guidance for policymakers seeking to promote entrepreneurship during times 
of economic uncertainty. 
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