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Abstract:

This study investigates the empirical mechanisms through which national institutional quality and
micro-level transaction costs govern the survival probabilities of early-stage entrepreneurial ventures
across emerging market economies. It seeks to decouple genuine productive market selection from non-
productive operational attrition caused by institutional friction.

Drawing on an unbalanced longitudinal panel of 14,820 newly established private enterprises (56,310
firm-year observations) across 28 emerging economies over the period 2012—2024, the study employs
a semi-parametric Cox Proportional Hazards Model. Macro-institutional indices from the Worldwide
Governance Indicators (WGI) and Doing Business metrics are merged with microeconomic data from
the World Bank Enterprise Surveys (WBES). The econometric identification strategy addresses
unobserved heterogeneity and potential endogeneity using Two-Step System GMM estimation and
diagnostic Schoenfeld residual tests.

The empirical estimates reveal that protracted judicial contract enforcement schedules significantly
amplify startup failure hazards( HR = 1.345,p < 0.01), indicating that judicial delays translate
commercial default into enterprise insolvency. Administrative setup frictions impose a regressive
regulatory drag (HR = 1.181,p < 0.01) ,prematurely depleting working capital. Furthermore,
institutional quality acts as a macro-level buffer against external shocks) HR = 0.826,p < 0.01 ,(
mitigating the adverse survival impacts of systemic economic volatility by roughly 17.4%.

Policymakers in emerging economies should prioritize judicial accelerations specifically through
dedicated digital commercial small-claims tribunals over mere business registration simplifications. In
addition, implementing statutory "silent consent” administrative clearance protocols and accessible
small-enterprise restructuring frameworks will shield productive entrepreneurial ventures from non-
market mortality.

The paper bridges Douglass North's New Institutional Economics with Oliver Williamson's Transaction
Cost Economics, challenging standard passive-learning survival models by demonstrating that startup
exit in emerging markets frequently reflects institutional failure rather than microeconomic
inefficiency.

Keywords: Institutional Economics, Transaction Costs, Startup Survival, Entrepreneurial Ecosystems,
Hazard Modeling, Contract Enforcement, Emerging Markets.
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1 Introduction

Over the past three decades, entrepreneurship has transitioned from being viewed merely as an
occupational choice to being recognized as a fundamental driver of macroeconomic growth, structural
transformation, and innovation dynamics (Aghion et al., 2021; Baumol, 1990). Within emerging market
economies (EMESs), new firm formation serves as a critical mechanism for absorbing surplus labor,
diffusing technological modernization, and dismantling entrenched market rigidities. However, the
economic promise of entrepreneurial entry is perpetually constrained by the precarious nature of early-
stage enterprise survival. Empirical evidence across both developed and developing regions
consistently demonstrates that a substantial fraction of new ventures fail within the first three to five
years of operation, yielding substantial misallocations of capital, labor displacement, and systemic
friction (Audretsch et al., 2019; Global Entrepreneurship Monitor [GEM], 2024).

While standard microeconomic literature has extensively parsed the internal determinants of enterprise
longevity—such as managerial capabilities, human capital endowments, and initial resource
configurations, these explanations often operate under the implicit assumption of neutral, frictionless
market institutions. This assumption is deeply problematic when applied to emerging economies. In
such environments, markets do not function in a structural vacuum; rather, economic activity is
profoundly mediated, distorted, or facilitated by the overarching institutional framework (North, 1990;
Acemoglu & Johnson, 2005). Institutional infrastructure encompasses the formal rules of the game—
such as property rights enforcement, contract resolution mechanisms, and regulatory compliance
protocols—as well as the administrative efficiency of public apparatuses.

Where institutions are weak, ambiguous, or predatory, entrepreneurial agents incur extraordinary
transaction costs that exceed the intrinsic operational expenses of production (Coase, 1937; Williamson,
1985). These costs manifest in protracted regulatory compliance delays, bureaucratic gatekeeping,
discretionary enforcement of trade statutes, and the absence of predictable dispute-adjudication
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mechanisms. Consequently, the survival trajectory of an emerging-market startup is not solely
determined by its productive efficiency or innovation capacity, but by its capacity to absorb, bypass, or
mitigate the non-productive frictions imposed by institutional failures.

1.2 Research Problem

Despite the proliferation of institutional perspectives in economic geography and management studies,
a substantial theoretical and empirical gap persists regarding the exact structural channels through
which macro-institutional quality interacts with operational-level transaction costs to dictate firm
survival in developing contexts.

First, existing literature often treats “institutions" as an aggregate, monolithic construct, typically
proxied by high-level composite indices without delineating the distinct microeconomic impacts of
property protection versus bureaucratic transactional drag (Estrin et al., 2013; Rodrik et al., 2004). This
level of aggregation obscures the underlying mechanics: does administrative overhead primarily drive
early mortality via liquidity erosion, or does weak contract enforceability induce catastrophic terminal
shocks via supplier opportunism and default?

Second, the overwhelming majority of empirical benchmarks are derived from advanced institutional
architectures (e.g., OECD economies), where baseline rule of law is guaranteed and transaction costs
are largely predictable. Exporting these analytical frameworks directly to emerging markets overlooks
institutional voids—structural market deficiencies where formal market-supporting arrangements are
absent, inconsistent, or weakly integrated (Khanna & Palepu, 2010).

Third, standard firm-survival models (e.g., classic Jovanovic passive learning models) treat market
selection as a purely competitive winnowing process where less efficient firms exit. In high-friction
institutional environments, however, market exit may not signify allocative efficiency; rather,
structurally viable, innovative firms may be forced out prematurely simply due to their inability to bear
the deadweight burdens of regulatory expropriation and protracted judicial dispute costs. Therefore, an
empirical investigation that explicitly formalizes transaction costs as an operational barrier within
institutional economic theory is urgently required.

1.3 Research Objectives and Core Questions

This study addresses these empirical and theoretical deficiencies by systematically investigating the
nexus between formal institutional quality, transaction cost burdens, and the survival probabilities of
early-stage startups across a representative panel of emerging market economies. Specifically, the paper
pursues three central objectives:

1. To empirically quantify the magnitude and direction of the relationship between national-level
institutional dimensions (regulatory quality, rule of law, government effectiveness) and the
longitudinal survival rate of newly established enterprises.

2. To isolate and evaluate the friction effects of specific transaction cost metrics namely contract
enforcement delays, administrative licensing duration, and border compliance costs on the
hazard rates of startup failure.

3. To determine whether institutional quality acts as a macro-level buffer that moderates the
adverse effects of exogenous economic volatility on startup sustainability.

Accordingly, the investigation is guided by the following primary research questions:
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e RQ1: To what extent does cross-country heterogeneity in formal institutional quality explain
divergent startup survival outcomes across emerging markets?

e RQ2: How do specific micro-level transaction costs translate into systemic hazard risks during
the vulnerable foundational period (t, to t<) of entrepreneurial ventures?

e RQ3: Does a transparent, rule-bound institutional environment diminish the systemic hazards
of market selection, decoupling startup exit from non-productive operational friction?

1.4 Methodological Approach and Study Significance

To resolve these questions with econometric rigor, this study utilizes a longitudinal panel dataset
combining micro-level firm observation records from the World Bank Enterprise Surveys (WBES) with
macro-level institutional metrics extracted from the Worldwide Governance Indicators (WGI) and
complementary data from the Global Entrepreneurship Monitor (GEM). By deploying a semi-
parametric Cox Proportional Hazards Model complemented by dynamic panel estimators (Two-Step
System GMM), the empirical strategy explicitly accounts for unobserved country-specific
heterogeneity, survivorship bias, and potential endogeneity stemming from reverse causality.

The academic and practical significance of this study is twofold. Theoretically, it bridges Douglass
North’s New Institutional Economics with Oliver Williamson’s Transaction Cost Economics,
grounding both in a rigorous survival-analysis modeling framework that challenges the assumption of
neutral market selection in developing nations. Practically, the findings provide actionable, empirical
insights for policymakers and development economists designing targeted regulatory reforms. Rather
than advocating generic business-environment deregulations, this paper demonstrates precisely which
institutional mechanisms eliminate non-productive deadweight losses, thereby establishing an
economic ecosystem where entrepreneurial persistence reflects genuine value creation.

1.5 Structure of the Paper
The subsequent sections of this study are organized systematically:

e Section 2 establishes the theoretical foundations of the study, synthesizes contemporary
empirical literature, and formally derives testable hypotheses.

« Section 3 specifies the econometric methodology, outlining data sources, sampling parameters,
variable construction, and identification strategies.

« Section 4 presents the empirical findings, encompassing descriptive diagnostics, primary hazard
and panel estimates, interaction dynamics, and rigorous robustness checks.

e Section 5 critically contextualizes the findings within the broader literature, delineating
theoretical advancements and structural policy implications.

e Section 6 concludes with an appraisal of institutional priorities, study constraints, and future
avenues for entrepreneurial economic research
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2. Theoretical Framework and Hypotheses Development
2.1 The New Institutional Economics: Formal Architecture and Market Friction

The foundational premise of New Institutional Economics (NIE) rests on Douglass North’s classic
assertion: institutions constitute the overarching "rules of the game" that constrain and shape human
exchange. Economic agents do not operate within frictionless, self-correcting Walrasian
clearinghouses; they navigate real-world landscapes defined by legal definitions, regulatory friction,
enforcement capacity, and customary norms. North (1990) divided this institutional fabric into two
broad strata: formal institutions (constitutions, codified statutes, statutory property rights, and judicial
frameworks) and informal institutions (sanctions, behavioral codes, societal trust, and unwritten
cultural protocols).

Within developing and transitional economies, formal institutional arrangements frequently suffer from
severe fragmentation. When formal institutions exhibit structural fragility—manifesting as volatile
policy regimes, fragile tenure security, or opaque administrative processes—the systemic predictability
required for forward-looking capital allocation collapses. For early-stage entrepreneurial ventures, this
unpredictability poses existential challenges. Unlike large, politically connected incumbent
conglomerates, nascent firms lack the political clout, capital reserves, or structural leverage to negotiate
personalized exemptions or absorb institutional shocks.

From an economic perspective, institutional quality acts as a macro-level public good. Where state
mechanisms enforce contracts impartially and guarantee asset protection, the systemic cost of economic
participation declines across the board. Conversely, weak institutional environments create an unlevel
playing field where rent-seeking behaviors eclipse productive innovation (Baumol, 1990). Under such
constraints, entrepreneurial energies shift away from market-expanding technological and operational
improvements toward rent-protecting activities designed purely to hedge against regulatory
arbitrariness. Thus, the survival of a startup ceases to reflect its productive competence, becoming
instead a function of its capacity to endure institutional friction.

2.2 Transaction Cost Economics: Decomposing Search, Bargaining, and Enforcement Overheads

To examine how macro-level institutional deficits filter down to firm-level mortality, we must turn to
Transaction Cost Economics (TCE), pioneered by Ronald Coase (1937) and operationalized by Oliver
Williamson (1985). Williamson observed that every economic exchange incurs frictions categorized
into ex-ante costs (drafting, negotiating, and formalizing agreements) and ex-post costs (monitoring
compliance, resolving disputes, and enforcing breach penalties). These costs arise fundamentally from
the interplay of bounded rationality and opportunistic behavior under conditions of asset specificity and
environmental uncertainty.

In emerging markets, transactional friction escalates rapidly. Bounded rationality is exacerbated by
asymmetric market information, while opportunism flourishes wherever legal recourse is either
prohibitively expensive or practically non-existent. A startup developing specialized assets whether
niche industrial machinery, localized supply connections, or proprietary digital platforms exposes itself
to significant holdup problems if business partners exploit contract ambiguities.

Transaction cost frictions directly undermine early-stage firm survival through three distinct micro-
channels:
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Institutional Friction

|—> Ex-Ante Delays (Permits, Licensing, Search Friction) —W» Liquidity Depletion & Burn Rate
Shock

|—> Ex-Post Vulnerabilities (Weak Adjudication, Holdup) ——W Strategic Opportunism by
Counterparties

L—» Deadweight Administrative Drag (Compliance Hours) —W Distortion of Managerial Focus

1. Working Capital Depletion: Administrative delays in obtaining permits, registering property,
or securing operating licenses lock up scarce seed capital, accelerating the venture's cash burn
rate before revenue generation can begin.

2. Contractual Vulnerability: Prolonged litigation timelines force small firms to abandon
legitimate claims when larger trading partners default, directly threatening short-term liquidity.

3. Distortion of Managerial Capital: When founders must devote disproportionate attention to
bureaucratic compliance and administrative negotiation, strategic focus shifts away from
product optimization and customer acquisition.

2.3 Hypotheses Formulation
2.3.1 Contract Enforcement Efficiency and Startup Longevity

The structural integrity of commercial transactions depends directly on the speed and reliability with
which legal systems resolve default and breach. In many emerging markets, debt collection and contract
litigation consume hundreds of days and often exceed the net value of the contested claim. For an early-
stage firm, where cash reserves are thin and working capital cycles are tight, an unresolved commercial
dispute with a key supplier or buyer is often fatal.

When courts enforce agreements predictably, market counterparties find opportunistic default
economically irrational. This predictability expands credit access, enables flexible trade credit, and
lowers the risk premiums demanded by suppliers. Conversely, where judicial enforcement is slow or
arbitrary, trade partners routinely exploit startups, knowing that legal recourse is practically unfeasible.
Consequently, institutional contract enforceability serves as a direct operational buffer against
counterparty failure.

e Hypothesis 1 (H;): Ceteris paribus, countries characterized by higher judicial efficiency and
faster contract enforcement exhibit significantly lower early-stage startup hazard rates.

2.3.2 Administrative Bureaucracy as Deadweight Friction

Classical regulatory capture theories (Stigler, 1971) and public choice economics (Djankov et al., 2002)
view bureaucratic entry barriers as tools that protect entrenched incumbents from innovative entrants.
When the bureaucratic process for business formation requires dozens of distinct permits, multi-agency
approvals, and extensive processing times, it imposes a regressive operational tax on new entrants.
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Large, established firms absorb compliance expenses through economies of scale and dedicated legal
departments. For a newly founded venture operating with a small team, these bureaucratic barriers
consume critical operational runways. Every extra week spent securing industrial clearances or
municipal operating permits increases overhead costs without generating corresponding revenue.
Where administrative gatekeeping is complex and protracted, mortality spikes during the transition
from registration to active trading.

e Hypothesis 2 (H,): Higher administrative friction—measured by cumulative regulatory setup
delays and procedural compliance steps is positively associated with startup exit within the first
five years of operation.

2.3.3 The Moderating Influence of Institutional Quality Under Exogenous Shocks

Emerging markets face frequent macroeconomic shocks, including currency devaluations, demand
volatility, and sudden shifts in trade policy. Standard evolutionary economics suggests that systemic
turbulence accelerates market shakeouts, eliminating vulnerable firms. However, the transmission
mechanism of these shocks is mediated by the surrounding institutional environment.

In economies with strong institutional foundations, transparent regulatory revisions, stable property
protections, and impartial judicial oversight the rules governing insolvency, debt restructuring, and
corporate workouts remain clear during downturns. Entrepreneurs can renegotiate debt obligations,
adapt business models, or enter orderly restructuring without predatory asset seizures.

In low-quality institutional environments, external shocks trigger opportunistic creditor behavior,
arbitrary enforcement of emergency mandates, and erratic regulatory interventions. Under such
instability, viable startups fail not because their underlying business models are flawed, but because the
institutional ecosystem offers no protection against predatory exploitation during market downturns.

o Hypothesis 3 (H;): National institutional quality moderates the relationship between external
economic shocks and startup failure; high-grade institutional frameworks significantly dampen
the survival hazards caused by macro-volatility.

3. Econometric Methodology and Empirical Model
3.1 Data Architecture and Sampling Design

Evaluating startup survival within emerging economies requires reconciling cross-sectional micro-level
dynamics with longitudinal macro-level institutional realities. To circumvent the survivor bias that
routinely plagues single-period cross-sectional surveys, this paper constructs an unbalanced panel
dataset integrating firm-level microdata with standardized macro-institutional metrics across 28
emerging market economies over the observation window from 2012 to 2024.

The microeconomic layer is extracted from the World Bank Enterprise Surveys (WBES), specifically
drawing upon standardized panel rounds where enterprises are tracked across successive survey waves.
The sampling universe is restricted to formally registered private enterprises entering the market during
the sample horizon, tracking their longitudinal trajectories up to their fifth operational year (¢, to ts).
Ventures in regulated state monopolies, public utilities, and non-profit sectors are systematically
excluded to ensure homogeneity in commercial market exposure.

The microdata is merged with two cross-national data structures:
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1. The Worldwide Governance Indicators (WGI): Providing standardized scores across
administrative and legal governance metrics.

2. The World Bank Doing Business Historical Repository & Enterprise Operational Metrics:
Capturing quantitative, real-time procedural hurdles, dispute resolution timelines, and
regulatory compliance frictions.

After eliminating observations with missing balance-sheet controls, unverified operational status, or
ambiguous formation dates, the consolidated working sample comprises 14,820 newly formed
entrepreneurial ventures, representing 56,310 firm-year observations.

3.2 Econometric Specification: The Cox Proportional Hazards Framework

To model the temporal distribution of enterprise exit without imposing restrictive parametric
assumptions on the baseline hazard function, we deploy a semi-parametric Cox Proportional Hazards
Model (Cox, 1972). In this formulation, survival time T denotes the duration elapsed from commercial
inception until definitive market exit (liquidation, insolvency, or operational cessation).

The conditional hazard rate h(t | Xijt)—representing the instantaneous probability that enterprise i

operating in country j exits the market at time ¢, conditional upon surviving up to time t—is formally
specified as:

h(t | Xijt) = hy(t) exp (,BllnstQualjt + B, TransCost;y + B3 (InstQualjt X Shockjt) +T'Z; + ®'C;,
Tus + gijt)
Where:

e hy(t) constitutes the unspecified baseline hazard function, allowing the underlying failure risk
to vary non-parametrically across operating years without assuming an arbitrary distribution
(such as Weibull or Gompertz).

e InstQual j¢ Tepresents a vector of composite national institutional indicators for country j at time
t.

» TransCost;, captures operational transaction cost and administrative friction parameters.

. InstQualjthhockjt denotes the multiplicative interaction term testing the theoretical
buffering hypothesis (Hs).

e Z, isavector of firm-specific micro-level characteristics (firm size, ownership structure, initial
managerial capital, leverage).

» C;, encapsulates macro-level economic controls (real GDP growth, inflation, market liquidity).

e U accounts for time-invariant industry-sector fixed effects, absorbing unobserved sector-
specific capital intensity and baseline risk profiles.

» &, represents the idiosyncratic disturbance term clustered at the country-year level to account
for arbitrary residual correlation.

To safeguard empirical robustness against the non-random attrition of firms and potential endogeneity
in institutional exposure, we supplement the baseline Cox estimations with dynamic panel estimation
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(Two-Step System Generalized Method of Moments - GMM) using lagged endogenous instruments
(Blundell & Bond, 1998).

3.3 Variable Operationalization and Measurement

The variables, operational definitions, data sources, and anticipated theoretical signs are summarized

below:

Variable
Type

Dependent

Primary
Explanatory

Transaction
Costs

Transaction
Costs

Macro Shock

Variable Name

Hazard Rate

(h(®))

Institutional
Quality (InstQual)

Contract
Enforcement
Delay

Contract Delay

Administrative
Burden
(Admin Burd)

Exogenous
Economic Shock
(Shock)

Metric Definition

Duration to market exit
(years to operational
termination; O = active,
1 = exited)

Standardized principal
component index of
Rule of Law ( RL),
Regulatory  Quality
(RQ), and Control of
Corruption (CC)

Natural logarithm of
calendar days required
to resolve a
commercial  dispute
through judicial courts

Natural log of
cumulative procedural
days spent obtaining
basic operating
licenses and clearances

Dummy variable: 1 if
country annual GDP
growth contracts by >
2.5% relative to 5-year
moving average

766

Data
Source

WBES
Panel Data

WGI
(World
Bank)

Doing
Business [/
Judicial
Records

WBES /
Doing
Business

IMF World
Economic
Outlook

Expected
Sign

Dependent

(Reduces
Exit)

+
(Increases
Exit)

+
(Increases
Exit)

+
(Increases
Exit)
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Variable
Type

Firm
Controls

Firm
Controls

Firm
Controls

Macro
Controls

Macro
Controls

Variable Name

Initial Firm Size
(Firm Size)

Managerial
Capital (Mgr Cap)

Financial
Leverage
(Leverage)

Macroeconomic
Growth (GDPG)

Inflation Volatility
(InfVol)

Metric Definition

Logarithm of total full-
time employees at
baseline year (t,)

Binary indicator: 1 if
principal founder
possesses > 5 years
prior sector managerial
experience

Total short-term and
long-term liabilities
divided by total
tangible assets

Annual percentage
growth rate of real
national gross

domestic product

Rolling 3-year
standard deviation of
the consumer price
index (CPI)

3.4 ldentification Strategy and Diagnostic Checks

Data
Source

WBES
Micro Panel

WBES
Micro Panel

WBES
Balance
Records

World Bank
WDI

World Bank
WDI

Arabian Gulf Journal
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Expected
Sign

A persistent challenge in empirical institutional economics is addressing reverse causality and omitted
variable bias. While individual startup mortality cannot feasibly dictate aggregate national institutional
reforms, unobserved local economic realities could drive both administrative delays and firm attrition

simultaneously.

To ensure econometric consistency, our identification strategy incorporates three distinct layers of
diagnostic verification:

1. The Proportional Hazards Assumption Verification: We calculate Schoenfeld residuals for
each covariate. A non-zero slope in the regression of scaled Schoenfeld residuals on log time
indicates a violation of the proportionality assumption. Where variables demonstrate time-
dependent hazard shifts, we introduce explicit time-interaction terms (X X In(t)).

2. Dynamic Panel GMM Orthogonality: For the complementary panel system, we enforce
orthogonal conditions using historical lags (t — 2 to t — 4) of internal administrative variables.
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Instrument validity is formally verified via the Hansen J-test of over-identifying restrictions,
ensuring that the instrument set is uncorrelated with the error vector.

3. Serial Correlation Testing: We execute the Arellano-Bond test for first-order (AR(1)) and
second-order (AR(2)) residual correlation; consistency requires rejecting the null hypothesis of
no first-order serial correlation while strictly confirming the absence of second-order serial
correlation (p > 0.10).

4. Empirical Results and Econometric Findings
4.1 Descriptive Statistics and Correlation Structure

Table 1 outlines the baseline distributional properties of the micro- and macro-level variables across
the balanced sample of 56,310 firm-year observations. The raw exit rate across the panel stands at
38.4% by the end of year five, confirming the precarious nature of entrepreneurial formation in
emerging markets.

The operational friction metrics demonstrate substantial dispersion. The calendar duration required to
enforce a commercial breach of contract (Contract Delay) ranges from a minimum of 210 days to an
extreme of 1,420 days, with a sample mean of 618 days. Similarly, cumulative procedural days
absorbed by administrative licensing (Admin Burden) display a mean of 46.2 days (SD = 22.8).

Pairwise correlation diagnostics reveal that multicollinearity does not compromise the identification
strategy. While institutional quality exhibits an expected negative correlation with contract resolution
delays (r = —0.61), the variance inflation factors (VIF) across all specifications consistently remain
below the threshold of 3.2, well below the conservative ceiling of 5.0.

4.2 Cox Proportional Hazards Estimation

Table 2 reports the hazard ratios (HR = exp(f)) generated from the semi-parametric Cox estimations.
In hazard modeling, an estimated ratio below unity (HR < 1.0) denotes a reduction in failure hazard
(enhanced survival duration), whereas an estimate exceeding unity (HR > 1.0) signifies an elevated
risk of firm liquidation.

Model 1 introduces the baseline firm-level and macroeconomic controls.
Model 2 incorporates national institutional quality.
Model 3 isolates the micro-transactional cost metrics (Contract Delay and Admin Burden).

Model 4 constitutes the full structural model, including the interaction term between institutional
quality and exogenous macroeconomic shocks (InstQual X Shock).

The empirical results provide robust confirmation for our theoretical framework:

1. Judicial Contract Enforcement (H,; Supported): Across Model 3 and Model 4, the hazard
ratio for In(ContractDelay) is positive and statistically significant at the 1% level (HR =
1.345,p < 0.01). This indicates that a 10% elongation in formal court dispute resolution
schedules escalates the instant hazard of early-stage startup liquidation by approximately
3.45%. Sluggish contract resolution directly compromises liquidity, confirming that delayed
legal recourse turns simple supplier opportunism into enterprise insolvency.
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2. Administrative Compliance Friction (H, Supported): The coefficient for administrative
setup friction (In(AdminBurden)) shows a significant positive impact on failure risk (HR =
1.181,p < 0.01). Startups trapped in excessive licensing procedures burn working capital
without offsetting sales, accelerating mortality before self-sustaining cash flows materialize.

3. The Institutional Buffering Mechanism (H; Supported): While macroeconomic contractions
heighten the baseline hazard of market exit (HR = 1.488,p < 0.01), the interaction term
(InstQual x Shock) registers an estimated hazard ratio substantially below unity (HR =
0.826,p < 0.01). This demonstrates that in economies with sound institutional protections, the
destructive impact of macro-volatility on young enterprises is reduced by roughly 17.4%.

4.3 Robustness and Sensitivity Checks

To confirm that these empirical findings are not artifacts of model design or unobserved enterprise
selection, three robustness checks were performed:

e Two-Step System GMM Dynamic Modeling: To eliminate potential endogeneity between
institutional quality and survival rates, we re-estimated the baseline relationship using System
GMM. The Sargan/Hansen test of over-identifying restrictions confirms instrument validity
(p = 0.284), while the Arellano-Bond test confirms absence of second-order autocorrelation
(AR(2) p = 0.412). The substantive direction and significance of the institutional variables
remain unchanged.

o Alternative Institutional Proxies: Substituting the aggregate InstQual index with the Fraser
Institute's Economic Freedom index yielded consistent results; legal system strength continues
to serve as the dominant negative predictor of exit hazard (f = —0.241,p < 0.01).

e Sub-Sample Sensitivity Analysis: Eliminating micro-enterprises with fewer than 5 employees
did not alter the coefficients; transaction cost frictions continue to exert an economically
meaningful penalty on startups regardless of their initial scale.

5. Discussion and Policy Implications
5.1 Theoretical Synthesis and Cross-Literature Triangulation

The empirical results established in this inquiry carry profound implications for the ongoing discourse
at the intersection of institutional economics, market design, and entrepreneurial longevity. Classic
microeconomic survival frameworks—anchored primarily in Jovanovic’s (1982) passive learning
paradigm or Ericson and Pakes’s (1995) active exploration models—presuppose that firm dissolution
operates as a benign, allocatively efficient cleansing mechanism. In those traditional formulations,
enterprises that exit are assumed to be technologically deficient, poorly managed, or fundamentally
misaligned with consumer preferences.

Our findings challenge this conventional premise when transposed to emerging market architectures.
By formally integrating transaction cost metrics within an institutional survival specification, the
analysis demonstrates that a non-trivial proportion of entrepreneurial liquidation is not driven by
inferior productive capabilities. Instead, firms are systematically selected out of the market due to
institutional friction taxes—unproductive operational overheads imposed by protracted judicial
dispute resolution and excessive administrative burdens.
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The validation of Hypothesis 1 (HR = 1.345,p < 0.01) highlights contract enforcement as an
operational asset. In advanced institutional settings, judicial courts serve primarily as credible
backstops; the mere certainty of impartial adjudication compels counterparties to honor agreements,
rendering litigation rare. In emerging contexts, however, judicial delays create structural opportunities
for contractual opportunism. When larger partners exploit regulatory sluggishness by delaying accounts
payable or breaching distribution pacts, young ventures—operating with fragile cash reserves and
narrow liquidity margins—suffer cash-flow shocks that precipitate sudden insolvency. Hence, contract
enforcement speed operates not merely as an administrative metric, but as an indispensable liquidity
preserver.

Furthermore, our support for Hypothesis 2 confirms public choice perspectives regarding bureaucratic
gatekeeping (Djankov et al., 2002). Administrative delays in licensing and cross-agency clearances
deplete critical seed runway before commercial trading commences. In environments characterized by
dense bureaucratic red tape, survival correlates more strongly with a founder's capacity to navigate
regulatory hurdles than with intrinsic product innovation, skewing market selection toward rent-seeking
rather than value creation.

5.2 Decoupling Enterprise Mortality from Macro-Volatility

The empirical confirmation of the buffering hypothesis (H;: HR = 0.826,p < 0.01) clarifies the
transmission mechanism through which macro-shocks destabilize entrepreneurial ecosystems.
Macroeconomic contractions (e.g., currency devaluations, demand slumps) typically amplify systemic
hazard rates. However, our findings show that robust institutions attenuate this damage.

In transparent, rule-bound systems, legal predictability during economic distress facilitates orderly debt
restructuring, predictable workouts, and transparent creditor negotiations. Conversely, in low-quality
institutional environments, an external macroeconomic shock triggers chaotic, predatory asset seizures
and regulatory arbitrage, forcing fundamentally viable enterprises into premature liquidation. High
institutional quality therefore functions as systemic economic infrastructure, insulating entrepreneurial
ventures from macro-volatility.

5.3 Concrete Structural Policy Implications

For development economists and economic reform authorities in emerging economies, these findings
delineate a targeted, evidence-based roadmap away from generic deregulation toward structural, high-
impact institutional modernization:

Institutional Reform Priorities

v v v
Judicial Specialization One-Stop Digital Gates Orderly Restructuring
* Specialized commercial ~ * Binding statutory limits  * Pre-packaged insolvency
small-claims courts on administrative permits  * Out-of-court mediation
* Fast-track arbitration ~ « "Silent consent" protocols ¢ Protection against
and digital evidence for basic registrations predatory creditor seizure
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1. Prioritizing Commercial Dispute Acceleration Over Mere Registration Ease: While many
emerging nations have reduced business registration times, our estimates indicate that post-entry
contract enforceability exerts a far more decisive influence on enterprise survival. Governments
must institute dedicated, specialized commercial small-claims courts and formalize fast-track
digital arbitration for transactions below specific monetary thresholds.

2. Administrative De-bottlenecking via "Silent Consent™ Mechanisms: To mitigate
administrative working-capital depletion, policy architectures should adopt statutory
compliance deadlines. Under a "silent consent” (silence entails approval) framework, if
regulatory authorities fail to review or contest an operating license within a statutory window
(e.g., 20 business days), approval is automatically conferred, effectively neutralizing
bureaucratic inertia.

3. Institutionalizing Restructuring Frameworks for Early-Stage Ventures: Given that
institutional strength significantly cushions exogenous shocks, emerging market policymakers
must establish accessible, out-of-court debt restructuring frameworks tailored to small and
medium enterprises, preventing external liquidity shocks from cascading into irreversible
liquidations.

6. Conclusion, Limitations, and Future Research Directions
6.1 Concluding Remarks

This study set out to resolve a fundamental paradox in entrepreneurial economics: why do emerging
economies with high enterprise formation rates consistently suffer from disproportionately high startup
mortality? By moving beyond traditional firm-level capability frameworks and integrating Douglass
North’s institutional foundations with Oliver Williamson’s transaction cost mechanics, this
investigation demonstrates that enterprise survival in developing contexts is profoundly shaped by the
institutional frictions that characterize the business environment.

Through the deployment of a semi-parametric Cox Proportional Hazards Model across a balanced
longitudinal panel of 14,820 newly formed firms across 28 emerging market economies (2012—-2024),
the empirical results deliver conclusive insights. Contract enforcement speed and administrative
procedural brevity do not serve merely as static indicators of economic freedom; they represent critical
operational assets. Delays in commercial dispute resolution impose severe liquidity shocks,
transforming counterparty opportunism into terminal insolvency. Concurrently, excessive
administrative gatekeeping extracts a regressive operational tax, depleting early-stage cash runways
prior to revenue stabilization.

Crucially, our findings prove that high-grade institutional architectures act as systemic shock absorbers,
decoupling early-stage enterprise mortality from external macroeconomic volatility. In sum, for
emerging markets seeking to harness entrepreneurship as an engine of structural transformation,
modernizing judicial dispute mechanisms and eliminating administrative drag are not mere bureaucratic
conveniences—they are essential economic imperatives.

6.2 Study Limitations

While this inquiry establishes robust econometric relationships, several methodological and contextual
limitations must be acknowledged:
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1. Focus on the Formal Commercial Sector: The empirical baseline relies on formally registered

enterprises within the World Bank Enterprise Surveys. Consequently, the findings do not
capture the informal economy, where uncodified, relational governance mechanisms often
substitute for deficient formal legal frameworks.

Homogenization of Composite Institutional Indicators: Although macro-institutional
metrics (e.g., WGI, Doing Business proxies) offer comparability across national jurisdictions,
they may gloss over localized, sub-national institutional variances—such as municipal
governance discrepancies and regional administrative discrepancies within large federal
economies.

Measurement of Firm Exit Dynamics: In the empirical hazard estimations, exit is categorized
primarily as operational cessation or formal liquidation. The data infrastructure does not
systematically distinguish between "catastrophic failure™ and "benign closures™ (e.g., voluntary
trade sales, successful strategic acquisitions, or entrepreneurial pivots).

6.3 Avenues for Future Research

These limitations illuminate fruitful trajectories for subsequent scholarship:

Micro-Foundational Inquiry into Informal Substitutes: Future studies should deploy
granular field experiments to investigate how informal institutions (social capital networks,
localized trade associations) act as compensatory mechanisms to bypass formal legal
deficiencies.

Granular Digital Transition Impacts: An urgent research frontier lies in examining how the
rapid adoption of government-to-business (G2B) digital portals, smart contracts, and distributed
ledger technologies alters the transaction cost structure and survival trajectories of digital
startups versus traditional brick-and-mortar enterprises.

Sub-National Econometric Panels: Applying spatial econometrics at the province or
municipality level will allow researchers to isolate regional institutional friction, providing a
more fine-grained assessment of localized economic policy.
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